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The euro dawns, bringing the biggest 
transformation to global financial markets ir 


our lifetime. Major investors, corporates and 





ncial institutions turn to Deutsche Bank as 





e know edgeable and trusted partner to help 
them profit from new opportunities — dnd avoid 


the pitfalls in a rapidly changing environment 


Euromoney has awarded Deutsche Bank 
“Best Bank in the euro zone" and "Best Bank 
n Western Europe". We are also the leading 
universal bank in the euro zone by asset base 
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International rescue 


Sir—Jeffrey Sachs (September 
12th) rightly identifies the mrs 
fatal flaws: secrecy; arbitrary pol- 
itics; the quixotic expectation 
that groups of experts are able to 
micro-manage an immeasurably 
vast range of differing local eco- 
nomic conditions; and the abject 
failure of bailouts predicated on 
"sham conditionality. His criti- 
¿“cism of the World Bank, and för- 
eign aid in general, is trenchant. 
^ However, having identified 


rate international arrangements, 
Mr Sachs proposes more of the 
same. It seems we need more 
authority invested in interna- 
tional and. regional organisa- 
tions "from above" to keep liber- 
alisation on track "down below". 
This faith in international pub- 
lic-policy initiatives is touching 
but it is naive political economy. 
International political cartels are 
rarely better than domestic polit- 
ical cartels; it defies logic and 
experience to expect them to pro- 
mote Smithian “natural liberty” 
in emerging markets. 

Ultimately, bottom-up, sus- 
tainable liberalisation will have 
to rely largely on the unilateral 
action of governments, trying, by 
trial-and-error, to put their hous- 
es in order. Outstandingly suc- 
cessful recent liberalisers—Chile, 
Estonia, Poland, New Zealand— 
have relied primarily on unilat- 
eral national reform, not interna- 
tional initiatives. The scope for 
worthwhile international public 
policy is limited; more leeway 
and emphasis should be given to 
unilateral measures and market- 





l n j $do tat wish to necehes promotional materiai foe offer comasnies 


the inevitable pitfalls of elabo- - 


like. competitive | emulation 


between governments. To para- 


phrase à. defunct. econo: 
“internationalism does 
begin in Washington wi 
IME, World Bank or United States 
Treasury; rather, like charity, it 
begins at home.” 

RAZEEN SALLY 
London ‘School 

of Economics 


Sig—Lagree with Mr Sachs’s opin- 
ions of mur agreements. As an 
adviser to Venezuela's president, 
Jaime Luschini, between 1984 
and 19881 contributed to his con- 
viction not to adopt the negative 
IMF policies proposed to him. 
Following more conventional 
business-oriented policies, his 
government signed the 1984 and 
1987 debt restructurings without 
an imr accord. Between 1984 and 
1988 the average annual rate of 
inflation was 14.5%, of devalua- 
tion 143% and of economic 
growth 3.2%. 

A more mixed populist and 
antibusiness stance of 1994-98 
was combined with mr policies. 
It yielded comparable figures of 
52% inflation, 37% devaluation 
and 0.5% growth. The contrast is 
even more telling as foreign- 
exchange inflows from oil 
exports, privatisations and new 
debt issues were 70% greater than 
during Mr Luschini’s time. 

During its early days the imr 
allowed and even promoted very 
different options regarding 
exchange rates and capital flows. 
Now it demands that central 
banks support exchange rates at 
any cost. Private enterprise 
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‘rebuilt Europe after the second 


world war. Control and regula- 
tion of capital accounts, and 
nancial and banking systems 


‘were maintained by individual 


countries with the acceptance 
and support ofthe ir. It may be 


-- worth adopting similar policies 


to transform and rebuild former 
communist countries. 

OSCAR 
Washington,DC ECHEVARRIA 


Good news 


Sir—The claim by Brian Leary 
that the ssc's nine o'clock news 
only rarely covers foreign news 
items “other than disasters, 
atrocities and sex scandals" is not 
true. The. "Nine" dedicates as 
much air time to foreign stories 
today as it did 20 years ago. On 
averagea third ofthe programme 
is taken up with stories from 
around the globe and these days 
they tend to be longer to better 
explain more complex issues. 

Indeed, while many broad- 
casters now rely on agencies to 
supply foreign news, the number 
of ssc news correspondents and 
bureaux around the world has 
increased in order to provide 
accurate on-the-ground coverage 
that can be rivalled by no other 
broadcaster. 

Other sections of the media 
may have decided to cover fewer 
foreign stories, the pac has not. 


MICHELE GRANT 
London BBC News 
PESANAN EA V ala petals "i 
Culture shock 
Si&—Your article on the 


encroachment of American cul- 
tureon the rest of the world ("Cul- 
ture wars”, September 12th) miss- 
es the main point. Starting in the 
1920s, America has developed a 
uniquely marketing-based cul- 
ture. In particular, its broadcast 
media remain the only ones in 
the world that are virtually 100% 
commercially controlled. The 
content, including even the 
news, is designed primarily to 
attract audiences for advertise- 
ments. American cinema also 
promotes consumption through 
product placement, commercial 
tie-ins and the celebration of 
consumption-laden lifestyles. 
Until the advent of American 
marketing: culture, all human 
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societies involved values. that 
constrained choice and individ- 
ual appetites in the interest of 
social harmony; for example, the 
Ten Commandments. 

Consumerism rests on its own 
distinct set of values, particularly 
unlimited freedom ofchoiceand “<4 
the expectation of customer satis; 
faction. Administered to aduli 
in moderate amounts, it may n 
be harmful. However, delivered 
to children at the American 
dosage-level it has the effect of J 
undermining all other value sys- 
tems. The erosive effect of Ameri- ` 
can media on more traditional i 
values is well understood among: 
those facing the onslaught, if not? 
by The Economist. Given the state ' 
of American morals, manners, 
values, education and waist- 
lines after 70-odd years of indoc- 
trination by commercial mass 
media, one can sympathise with 
the nations trying to resist the 
campaign to train their children 
to be American-style consumers. 
Fort Washington, Ray 
Pennsylvania FUNKHOUSER 
———————— ~M 










New word order 


Sır—Presumably the informa- 
tion that Scots would prefer 
improved job prospects, schools 
and hospitals rather than further 
constitutional upheaval (“All set 
for independence?”, September 
12th)comes from an opinion poll 
worded roughly as follows: How 
important to you are the follow- 
ing political aims? The answers 
to such questions are fairly pre- 
dictable, particularly if the 
respondent is unemployed or on 
a hospital waiting-list. 

It would be more interesting if 
a poll were conducted to ask: Do 
you believe Scotland will get 
more jobs, houses and schools 
through government by West- 
minster, and Holyrood or 
through full self-government like 
all the other countries in Western 
Europe--apart from Wales? 
Kirkintilloch, 
Scotland 


Davin ROLLO 


Sır—Perhaps Scotland can bene- 
fit from the experience of 
Tatarstan, a semi-independent 
republic within Russia. In March 
1992, Tatarstan held a referen 
dum on sovereignty. The ques 
tion was: “Do you agree that th 
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republic of Tatarstan is a sover- 
eign state; a subject of interna- 


with the Russian Federation and 
other republics on. an egual 
basis?” Of those voting, 61% said 
“yes”. According to polls, if the 
question had been phrased in a 
way that emphasised. separa- 
tion—"Do you want Tatarstan to 
;secede from the Russian Federa- 
tion?"—only about 20% would 
have supported independence. 
New York Rustam GALIEV 

















Who will intervene? 


Sig—Ethiopia and Eritrea can ill 
afford a war (September 19th). A 
just. and -binding = mediation 


othe Horn of Africa. What is need- 
“ed is a new initiative. The Euro- 
pean Union is too guilt-ridden 
by its African history to come up 
with any initiatives; the Organi- 
: sation of African Unity, based in 
“Ethiopia, is too beguiled by its 
host country to be fair. The only 
hope is America, but the super- 
er is too busy removing its 
o pay attention to issues of 
sequence. 

Walnut Creek, 

“California 













SALEH YOUNIS 













Holocaust-era insurance 


SiR—It is not true that the Czech 
government has "stayed mum" 
over Holocaustera insurance 
policies (September Sth). Since 
May the Czech Republic has cre- 
ated a working coalition 
between numerous ministries 
and the Czech Federation of Jew- 
ish Communities, under the di- 
rection of the Ministry of Foreign 
_ Affairs. This coalition is currently 
. conductinga full investigation of 
- Holocaust-era insurance claims 
-in the Czech Republic, in co 
operation with the National 
| Association of Insurance Com- 
missioners in America. 

In June, preliminary findings 
were presented at the Washing- 
“ton conference on Holocaust-era 


ee 










| tna letter from Lim Ee Guan of the Sin- 
fapore- Ministry of Communications 

| (September 26th) we printed. a sentence 
reading: “The problem only arises if we 
depend too heavily on fixed, up-front 
3 charges which depend on usage" It 
i should have read: “The problem only 


| 
H 
| 
| 
arises if we depend too heavily on fixed, | 
| 
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ES 


tional law, building its relations. 


‘could bring peace and stability to’ 











assets, hosted by the State Depart- 
„ment. According .to. these find- 
ings, the insurance. policies. of 


Holocaust victims residing in the 
German-occupied territories. of 
what is now the Czech Republic 
were confiscated by the Third 
Reich before the end of the sec- 





ond world war. Neither the. 


Czech Republic nor the. Holo- 
caust victims from this region 
have ever received any compen- 


sation for these policies. 
TOMASJELINEK 
Office of the President 


Prague of the Czech Republic 


NONSE" 
Fact or fiction? 


Si&--As a proponent, practition- 


"érand réader of science in fiction 


Iam prompted to reply to Stefan 
Krzywicki’s cannonade (Letters, 
September 12th) in defence of 
conventional science fiction. 
The original article does not 
preclude that science fiction can 
also be science in fiction. Many 
science-fiction writers do base 
their fantasies on a sound knowl- 
edge of scientific principles and 
information. But who will tell the 
reader what portion is fact and 
what fantasy? Since such clarifi- 
cation is never provided in sci- 
ence fiction, a sub-genre, science 
in fiction, is more than justified. 
However, science-fiction fans 
can breathe easily: there are sev- 


eral thousand science-fiction « 


novels for every genuine exam- 
ple of science in fiction. Hold the 
howitzers, Mr Krzywicki. 

Stanford, CARL DJERASSI 
California — Stanford University 


PUERO PU DER UE nell 


Lords of misrule 


Str—I am baffled by the govern- 
ment's lack of thought about re- 
forming the British constitution 
(September 12th). Reform of the 
House of Lords, not minor 
adjustments to the role of the 
monarchy, is the linchpin of any 
future constitutional structure. 

In any serious democracy the 
second chamber is elected, and 
usually based, on regional repre- 
sentation. Regional elected 
assemblies already exist for 
Wales, Scotland and Northern 
Ireland. If England had its own 
assembly, the House of Lords 
could act as a regional assembly 
like the Bundesrat. 

Reform of election to the Lords 
is more than 700 years overdue. 
1n 1258 Simon de Montfort went 


to war with Henry Il. De Mon- 


fort argued that royal patronage 


ought to be in the hands. of a 
council, not the king. Although 
royal patronage has passed to the 
prime minister it is still abused. 
Maybe it is time to ride up to 
Downing Street with unsheathed 
swords, declare war on the La- 
bour government and its "over- 
patronised frierids" and so get 
what Britain deserves: a democ- 
ratically elected second chamber. 
Taipei THOMAS AUBREY 


Si&—Why. bang. on about the 
"arbitrary" process of selecting a 
head of state for Britain? I take it 
that you do not mean what the 
word used to mean—namely, the 
result of choice--butin fact mean 
capricious. 

Actually, the rules for the suc- 
cession of the monarch were 
thoroughly catered for in the Act 
of Settlement; a choice of the 
popular will as valid and democ- 
ratic as the arrangements: later 
made for the choice of a head of 
state in America. Even the British 
system has its safeguards: look at 
Edward VIIL Would Bill Clinton 
ever have made it to King 
William? Do us a favour. 
Huntingdon, 

Cambridgeshire PHILIP INMAN 


Price and control 


SrrYour assertion that price 
controls in Mauritius (September 
19th) were aimed at restraining 
the economic power of white 
industrialists and courting the 
support of the Hindu majority is 
not accurate. Ownership of the 
Mauritian economy has been 
diversified over the past 15 years, 
with an increasing share going to 
Indo-Mauritians. Price increases 
have arisen mainly from a con- 
tinuous depreciation ofthe Mau- 
ritian rupee since January and 
have been enhanced by a 1096 vaT 
levy, the introduction of which 
was badly planned and judged, 
ill-timed and covered too wide a 
range of commercial activities. 
The previous government of 
Sir Aneerood Jugnauth disman- 
ted price-control mechanisms. 
on most commodities and 
allowed fair competition to dic- 
tate prices; this policy proved 
successful in maintaining price 


stability over the years. 
Vacoas, 
Mauritius — SWALAX KASENALLY 


i 





“Just stay” 


Sig—Your sentiment that Presi = 
dent Clinton should "just go" ^ 
(September 19th) is inconsistent 
with the constitution, Our presi 
dent is independently elected 
and is expected to serve out a 
four-year term unless overtaken 
by death or disability. The consti- 
tution provides for a president 
who is a mighty ruler, backed by. g 
the legitimacy of independent; 
election but restrained by an: 
independent legislature and * 
judiciary. He is not expected to be 
the "exemplar" of his country as 
you suggest—that role belongs to 
the heroes and saints promoted 
by the media. 

The office of special prosecu- 
toramounts toa fourth branch of | 
government. Since President — 
Nixon’s second term, this office 
has been at work destabilising 
the balance of powers provided 
by the constitution without the 
bother of public debate or the for- 
mality of a constitutional 
amendment. If Mr Clinton 
should choose to “just go” he 
would aid and abet the cancer 
that is eroding the legitimate 






power of the presidency. 
Renton, 
Washington ROBERT HARPER 


Srr—One would tend to agree 
with your advice to Mr Clinton 
were it not that this would raise 
the stature of Kenneth Starr to the 
level of a St George. This would 
send the wrong signal to the 
world. Mr Starr's conduct leaves 
the strong impression that had 
he been born earlier, he would 
have joined the ranks. of the 
Dominican order, devoting his 
life to the invention of better 
instruments oftorture in order to 
extract his kind of truth from wit- 
nesses. It is a moot point which of 
the two personalities represents 
the greater hazard to society. 
Soest, 
Netherlands 


JAN BAURDOUX 


Sig—lt is inappropriate for a 
British newspaper to call for the 
resignation of an American pres- 
ident. Mr Clinton was elected by 
the American voters. Whatever 
happens to his presidency will be 
decided by us and our elected 
representatives—not by foreign 
journalists. 
Grand Rapids, 
Michigan = MARSHALLGILLER 
TM LEES ED. 
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to deal at all levels. A leader and effective delegator with. 
strong people management skills and a commitment to the 
maintenance of the highest quality standards: © 0007 


eO PA «— Án 


Tel: 0171 298 3333 
Email: SSLondonGSpencerStuart.com 


Please reply with full details by 30. 
Selector Europe, Ref. ES/05998-1/58, 
16 Connaught Place, 

London W2 2ED 


Japan, Europe, North America c. £55k + benefits 


The international Technology Promoters (ITP) Programme helps UK companies to forge technology 
partnerships with overseas companies and other appropriate organisations. : doen 


Pera, the international technology, consulting and training group, has been appointed Network Manager by the Department of Trade and industry. ; 
We are now looking to recruit exceptional individuals to join the team and expand coverage which currently focuses on Japan, the USA, France 
and Germany. Rn. E 


The Job de 
As an ITP you will be based in the UK, working primarily with UK SMEs to help improve their competitiveness by encouraging them to adopt and adapt) 

‘new ideas, technologies and best practice from overseas. You wil have responsibility for a particular country within which you wil travel extensively, 
Reporting to the Network Manager, you-wil develop contacts with companies, Business Links, trade associations and a variety of other intermediaries 
in the UK, and you will build a network of contacts with technology providers in your target country. 


The Candidate 

You will have worked widely in your target market, will be fluent in the local language and will possess an impressive track record of doing business -f 
overseas. We are looking for exceptional individuals for these challenging positions, who will be motivated, self-starters, accustomed to working on thelr’ - 
own initiative, but with the ability to work with other IPs as part of a global team. You will also have the ability to communicate clearly at all levels within 
industry and the public sector. 

A knowledge of any industrial sector may be relevant although experience of the electronics or telecoms industry, whilst not essential, would be of particular 
interest, The contract is initially for 3 years. 

What Next? 


if you feel you possess the necessary qualities. and experience to join our team, please write enclosing details of your career to date, current 
remuneration package and photograph to Tanya Allen, Pera Consulting, The Technology Centre, Melton Mowbray, Leicestershire LE13 OPB. 
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EXECUTIVE FOCUS. 


AN EXCEPTIONAL CAREER... McKinsey & Company is one of the world's leading 
consulting firms. A career with us offers multiple opportunities: help top managers in 
leading companies solve the complex problems facing their organisations; grow 
professionally in a stimulating and supportive environment; shape your own career; 


and be part of a unique institution. 


4 -IN A DYNAMIC GROWTH PRACTICE... The Iberian Office, comprising three 
| locations - Barcelona, Lisbon and Madrid - is experiencing tremendous growth as it 


| deepens its relationships with leading Portuguese and Spanish organisations in a 


multitude of sectors (financial, telecom, energy, utilities, retail, etc.) in one of Europe's 
most dynamic environments today. 


«FOR OUTSTANDING PEOPLE... We are looking for top calibre people with proven 
records of exceptional academic and professional achievement. Your degree 
discipline may be varied, but you must be able to lead and motivate others, 
communicate complex ideas clearly, rise to tough challenges, work well in a team and 
speak a Romance language - characteristics which enable us to provide outstanding 
service to our clients. 


..MUST BE WORTH INVESTIGATING. Send your résumé, together with a cover 
letter, to: 


Lisbon Office Madrid and Barcelona Offices 
McKinsey & Company McKinsey & Company 

Ref: ADECLB-98. Ref: ADECMA-98 

Av. Casal Ribeiro, 14 - 5° Miguel Angel, 11 - 6* 

1000 LISBOA 28010 MADRID 

PORTUGAL ESPANA 

Tel: +351 1 315 42 97 Tel: +349 1 346 58 00 
Ib.recruit@mckinsey.com ma.recruit@mckinsey.com 
http://www.mckinsey.com http://www.mckinsey.com 
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The Asian Institute of Technology 
Bangkok, Thailand 


seeks quolified candidates for the position of: 


The Asian institute of Technology (AIT) is on autonomous regional postgraduate educational institution 

- headquartered in Thailand. The Institute's mission is to take a leadership role in the promotion of 
fechnological change and its management for sustainable development in the Asia and Pacific region, 
through high level education, research and outreach activities which integrate technology planning and 
management, The institute is located on a 400-acre (7 60-hactore) campis, Cita dings, 
Thailand. The Institute is supported by donor goverment, foundations, intemational agendes, 


Transport Economist| 


WS Atkins is one of the largest multi-disciplinary 
consultancies in the UK and overseas. An opportunity 
„has arisen in our expanding Transport Planning 
, Division for an Economist with at least five 
"| years post-graduate experience. You should 
have an appropriate first or second degree and 
have a background in the transport sector or rail 


organisations and individuals, vri uni ipa rito par ie aa 


The President is the chief executive officer and principal academic officer of the Institute and is 

for the overall conduct ofits affairs, overseen by a Board of Trustees. This is a unique and 

ie gl ri ybr brins aasal hep inant: diner d 
to make a significant impact and play a major role on graduate education in Asia. 


‘Qualified candidates will have the following profile: 
^^ d good academic record of intemational calibre, with a concem for academic excellence and high 


technologies; 
© proven leadership and skills in mulfinational environment; 
* fime-tested competence in public relations and strategic planning: 
© ‘access fo govemments, agencies and corporations; 
* the vision and energy to undertake necessary reforms fo chart the Instifute's course in the face of 
challenges posed by the twenty-first century. 


We offer o competitive compensation e benefits. 


Tp sd ver i et Och 8 fe to the 
a ih nadia aid 
PO Box 4, Kong Lang Pathontban! 12120, Talend. Emad: nita d 


- Shortlisted candidates wil be interviewed in Bangkok in the first week of December 


economics, particularly forecasting and economic/ 
financial evaluation. 


You should have gained project management experience 
and have enthusiasm for marketing transport/economic 
capabilities to public and private sector clients. An interest 
in working overseas on both short and tong term i 
assignments is.strongly desirable. The ability to work 
in more than one language would be an advantage 
although not essential. 


if you would like to join a team. of professiona 
consultants and.can grásp opportunities to 

develop your career, please send a copy of your CV - 
to Caroline Secker, Personnel Assistant; Woodcote 
Grove, Ashley Road, Epsom, Surrey KT18 SBW, 


Committed to equal opportunities. 


Senior Advisers 


Japan and North America 


The Financial Stability area of the Bank of England is responsible for the analysis of risk in the financial sector; payment and 
settlement systems, markets and market structures and the international monetary framework. To increase the area's 
understanding of the implications to the UK of financial developments abroad, they are seeking two Senior Advisers wh 
will be able to contribute to the area's awareness of financial issues in Japan and North America. The posts will provide 
opportunities to: 


* undertake research into key economic and financial questions relevant to these countries 
* maintain and develop high level contacts with businessmen, academics and central bankers 
* collaborate with highly qualified Bank of England staff on specific projects. 


The successful candidates will have: 


* a successful track record working in or analysing the financial sectors of the USA, Canada or Japan (for the latter the ability 
to speak Japanese would be desirable) 

* strong analytical skills underwritten by postgraduate qualifications in economics or finance 

* the confidence and ability to represent the Bank of England to very senior figures in the financial world. 





Salaries will be commensurate with qualifications and experience. 


To apply please send your CV with full salary history, quoting job reference FS2/98 to: Lesley Maclean, Bank of England, 
1 & 2 Bank Buildings, Princes Street, London EC2R. 8EU. Fax: 0171 601 4395, E-mail: lesley.maclean@bankofengland.co.uk 


Closing date for applications is 23 October 1998. 
The Bank of England is an equal opportunities employer. 
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Global Landmine Su rvey 


Positions Available 


| The scope and impact of the worldwide landmine problem 
| needs to be defined and quantified. To meet this 
| requirement, the Survey Action Center will implement 
Level-One General. Mine Surveys in 10 mine-affected 
“countries over the next two years, 


. This program will provide information to allow strategic 
planning, prioritization, and resource mobilization for mine 
action initiatives in the international effort to eliminate or 
control the threat of mines by the year 2010. International 
‘| survey teams will be fielded to collect standardized data, in 
-accordance with recognized international standards. 


To implement this project; the Survey Action Center is 
| recruiting personnel to be based in’ Washington, DC, and 
Country Teams to conduct national surveys. The Survey 
Action Center is a collaborative effort of the United Nations 
Mine Action Service. (UNMAS) and international. non- 
governmental organizations. ‘The UNMAS: serves as. the 
focal point for mine action. The Survey Action Center is 
managed by Vietnam Veterans of America Foundation. The 
| Survey Working Group consists of Handicap International 
(Belgium and. France), Geneva International Center’ for 
| Humanitarian Demining, Landmine Survivors Network, 
|. Medico International, Mines Advisory Group, Norwegian 
W People’s Aid, United Nations Mine Action Service, and 
| Vietnam Veterans of America Foundation. 


Survey Action Center Country Teams 


Deputy Manager Survey Team Leader(s) 
Field Operations Officer Survey Area Supervisor(s) 
Advance Mission Team Leader(s) Administration Officer(s) 
Mapping Specialist Database Specialist(s) 
Field Cartographer(s) Survey Area Officer(s) 

GIS Expert Survey Team Geographer(s) 
. Database Expert(s) 

Geographer(s) 

Mine/UXO Specialist(s) 








-VVAF Program Manager 
VVAF is also seeking a Program Manager to be based in 
Washington, DC to provide day-to-day administration. of 
VVAF's overseas victim assistance programs. Experience 
with rehabilitation of war victims is preferable. 


Terms of Reference are available from our website or by 
mail. Send. cover letter or e-mail detailing suitability for 
1 position(s) along with a copy of Curriculum Vitae to: 


Survey Action Center 
2001 "S" Street, NW, Suite 740 
Washington, DC 20009 
(202) 483-6610 — Fax 
bill&vi.org — email 
See website at www.vvaf.org 
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" Regional Coordinator 


The, Information Network 
Bank ^ CEE/NIS. 


International Development Organizations seek a 
candidate with at least five years of professional 
experience to lead in the creation and management of 
a local government information network: in CEE/NIS. 
Successful candidate will be from the region; have 
experience in local. government affairs, public. policy, 
public administration, business administration or other 
related experience; ^ knowledge of information 
technology a. plus; ability to manage diverse set of 
activities and people, and liaise with international 
institutions in: Europe and North America. This position 
requires a self-starter with excellent communication 
skills in English and one other language of the region 
(both written and verbal), team building skills, and an 
entrepreneurial spirit. Requires frequent travel in the 
region. Competitive salary and benefits. 


Please write or fax a detailed C.V. and salary history to: 


ADMINCONSULT Rt. 
P.O. Box 10/14 H-1525 Budapest Hungary 
Fax: 36-1-327-3133 


I The United Nations University 
Tokyo, Japan 

The United. Nations University is an. international community of scholars, 
engaged in research, post-graduate training and dissemination of knowledge 
on pressing global problems which are the concern of the international 
community. The. UNU: Headquarters coordinates a large number of 
multidisciplinary programmes and project networks, 
Academic Programme Officer, P2/3 (Ref. No. 1998/141) - Responsible 
for programme activities in the area of Training and Fellowships.” 


Duties: As part of the UNU Headquarters programme: area’ team, the 
Academic Programme Officer will contribute to the development, ‘planning, 
coordination and implementation of the training and capacity building 
activities of the University in the relevant area, particularly in organizing: and 
implementing the International Courses (UNU/IC) and the Global Seminars. 


Qualifications: University. degree at. doctoral level (in political science, 
economics, law and other relevant disciplines) related to. international. tráde 
and/or development assistance; proven academic achievements, management 
skills and a minimum of two years of relevant experience in research, training 
and higher education, or international organizations in. the: governmental or 
non-governmental sector; ability to draft and write clearly and to work under 
pressure; fluency in the use of PC (Word, spreadsheets, ‘databases, e-mail); 
fluency in English; knowledge of other UN official languages and Japanese 
desirable. 


Remuneration: Internationally. competitive salary and benefits package 
according to the United Nations regulations. Level of appointment (P-2 or P- 
3} commensurate with experience. 

Duration of appointment: Two years: (renewable “upon satisfactory 
performance). 


Application including covering letter; detailed. CV, and names and addresses -of 
at least 3 references should be sent by 13 November 1998 to: 
Director, Administrative Management Division 
: United Nations University 
53-70 Jingumae 5-chome, Shibuya-ku, Tokyo 150, Japan 
Fax: 81-3-3499-2828 
(Only short-listed candidates will be contacted.) 
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US AGENCY FOR INTERNATIONAL DEVELOPMENT 


REGIONAL URBAN DEVELOPMENT OFFICE 
CENTRAL AMERICA 


Regional Municipal Finance Advisor 


Salary: $61,656 - $80,151 


Highly motivated finance professional sought by Federal Agency to work as a 
Personcl Services Contractor in the ficld of municipal finance and related 
credit activities throughout Central and South America. Contractor will be 
based in Guatemala City, Guatemala. Responsibilities will include: region-wide 
policy dialogue with other bilateral donors, national governments, national 
municipal associations, eri authorities and private banks; regional 


INDIANAUNIVERSITY | The Leslie L. Waters Chair 


pry | mem 


School of Business 


The Kelley School of Business at Indiana University-Bloomington is conduct- 
ing an international search for the first person to fill this endowed chair. We are 
looking for a faculty member in any business or economics-related discipline 
who has a passion for international teaching, research, and service. This person 
will further develop and lead the school's already strong international 
dimension by working with faculty, students, our Global Programs office and 
affiliates, and external groups. 


The candidate should be tenure-qualified with strong international experience 
in research, teaching, institutional development, administration, and outreach. 
The candidate needs the willingness, ability, and vision to cut across a broad 
range of disciplines, within and outside the school, in order to further our 
mission of internationalization. 


program management, oversight and technical support; and liaison and 
network support to facilitate formation of a functioning municipal financc 
framework in Central America. Applicants will be expected to work 
independently and demonstrate considerable initiative. Applicants should also 
demonstrate considerable knowledge and experience in thc following arcas: 
development finance, sovereign and non-sovercign debr structuring, capital 
market and foreign exchange operations, cconomic planning, financial analysis 
and risk management techniques. 


Minimum qualifications include: 


Indiana University has a long history in international teaching, research, and 
service. More than 50 languages are currently taught at the university, which 
has a large number of area studies centers. The business school regularly hosts 
international conferences and scholars. It has a Global Business Information 


arr 


a graduate degree in finance, economics or other related discipline; 
at least 10 years of relevant work experience; 


a proven track record in working effectively with public and private 


sector institutions in the field of finance; 
strong interpersonal skills; 

English and Spanish flucncy; 

very strong English writing skills, and 
US citizenship. 


Please send SF-171 or AID 1420-17 biographical data sheet and resume to: 
Regional Contracting Office, USAID /Guatemala, Unit 3323, APO AA 34024. 


To be considered, applications must be received no later than October 30, 1998. 


DUR CAREER PATHS 
CAN TAKE YOU 
ANYWHERE 


IN THE WORLD 


ransfer Pricing/ 
onomic Consulting 


We are a leading Big 5 Firm 

with a number of full-time career 

Opportunities within our Transfer Pricing/Economic Consulting 

Practice. Positions are available in major cities in the US including: 

Atlanta, Boston, Chicago, Washington DC, Minneapolis and New 

York, as well as overseas opportunities in: Buenos Aires, London, 
Mexico City, Sao Paulo, Santiago and Tokyo. 


This is a premier practice, advising multinational companies on 
intercompany pricing and related issues. In addition, it offers a vari- 
ety of consulting projects requiring applied economic and business 
analysis. Successful candidates must possess at least 5 years of 
experience, along with an advanced degree (Ph.D., MA, MBA). 
These positions require ba analytical and communication skills 
(both oral and written) as well as the ability to work within a fast- 
paced consulting environment. 


We offer a be pase work environment, a comprehensive benefits 
package, and a competitive salary, commensurate with experience 
and qualifications. For confidential consideration, please forward 

resume with cover letter, salary history and location prefer- 
ences (no dissertation abstracts please) to: BHA Box 6450, 437 
Madison Avenue, 3rd Floor, New York, NY 10022. Please note, we 
will respond owy when scheduling an interview. We are an equal 
opportunity employer and value the diversity of our work force and 
the knowledge of our people. 
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Network, a CIBER Center, and is involved in other international government- 
sponsored projects. Information about the Kelley School of Business is 
available at www.bus.indiana.edu. Applications will be accepted until the 
position is filled but must be submitted by Dec. 1, 1998, to assure consider- 
ation. Send them to: Waters Chair Selection Committee, Attn: Glenda Maddox, 
Dean's Office, Kelley School of Business, Indiana University, 1309 E. 10th St., 
Bloomington, IN 47405-1701 USA. 


Indiana University is an equal opportunity/affirmative action employer and encourages 
applications from members of historically under-represented groups. 


BGD/97/043 - ENTREPRENEURSHIP DEVELOPMENT OF 
WOMEN THROUGH THE JATIYA MAHILA SANGSTHA 


A PROJECT UNDER MINISTRY OF WOMEN & CHILDREN 
AFFAIRS, WITH FUNDING FROM THE UNITED NATIONS 
DEVELOPMENT PROGRAMME. 


Ministry of Women and Children's Affairs (MOWCA ) of people's Republic 
of Bangladesh, in conjunction with the United Nations Development 
Programme, intends CVs from expatriate persons for a position of Micro 
Enterprise Specialist, as follows: 


Duration - two years; 


Duties: to advise JMS on strategies of entrepreneurship development and 
assist JMS develop the capacity for undertaking entrepreneurship 
development. She/he will be able accountable to the Project Director - 
specific duties will include the following: 

Review and revise entrepreneurship selection criteria; 

Review and revise TOR as necessary of other project staff; 

Guide preparation of entrepreneurship training materials and modules 

as well as other training for entrepreneurs; 

Help in the selection of skill training for women entrepreneurs; 

Guide the establishment of marketing and other linkages; 

Guide preparation of credit guidelines; 

Advise on organizational development issues as related to samities; 

Help establish linkages with other financial sources; 

Arrange for foreign study tours; and 

Guide the preparation of staff orientation courses and setting up to 

training for staff. 


Qualifications: Extensive experience in the region of entrepreneurship 
development, training and credit. 


Interested persons may send their CV with photograph to the Manager, 
Human Resources, UNDP, GPO Box 224, Dhaka-1000, Bangladesh. 
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Health Operations Officer - Egypt 


The World Bank field office in Cairo is seeking a seasoned project <; 
manager with strong technical skills and operational experience in the 
health sector. Duties and responsibilities will include: .- uS 





World 
B: 

* managing and coordinating on a day-to-day basis, all aspects of - d 
implementation of the World Bank's health and population portfolio in Egypt, 
and monitoring all project activities particularly those related to procurement; 

+ establishing à substantive dialogue and an effective working relationship with 
the ministry of health and population; MED 

+ "monitoring health sector policies in Egypt and reporting regularly on major 
developments; 

* > Naising’with all major stakeholders involved in the support and 
implementation of health projects in Egypt, including the private sector and the 
donor community; f 

* ensuring the effective transfer of know-how and skills to counterpart ministries 
and agencies; 

+ facilitating and expediting all technical and operational exchanges between the 
World Bank and relevant ministries and agencies; D 

* liaising with all visiting World Bank headquarters missions and facilitating 
their interaction with counterpart. ministries and agencies, 


Selection Criteria 


* Graduate degree in management, public health or related social discipline. 

* Minimum of five years relevant experience including the management and 
implementation of comprehensive health projects with multiple objectives. 

* Knowledge of health care policies and health development issues. in the 
Middle-East region; experience in Egypt would be an advantage. 

» Familiarity with international procurement and financial mahagement 

; practices. 

/ Strong organizational, managerial, and analytical skills. ; 

* Team leadership and strong interpersonal, communication and presentation 
skills. 

* Fluency in Arabic and English. 


Qualified candidates should send a detailed curriculum vitae by October 19, 1998, 
to: Douglas Graham, World Bank Field Office, Egypt, 15th Floor, World Trade 
Center, 1191 Corniche El Nil Street, Boulak, Cairo, Egypt; Fax (20-2) 574-1676. 
Please note that only shortlisted candidates will receive correspondence. 













] b? institución regional de desarrollo, con sede en 
; Washington, DC, necesita: 


ESPECIALISTA EN GERENCIA SOCIAL-DOCENTE 


OBJETIVOS: Planear y dictar cursos, dirigir seminarios, 
conducir estudios de casos, llevar a cabo investigaciones: y 
producir publicaciones en las áreas de gestión y ejecución de 
programas de desarrollo en los sectores sociales y aspectos 
organizacionales y gerenciales de la reforma del sector social. 


REQUISITOS: Educación: Doctorado o Maestria en una de las - 


siguientes áreas: administración püblica, de empresas, o 
disciplinas similares. Experiencia: Minimo de ocho a diez años 
de experiencia profesional y docente. Idiomas: Dominio del 
espafiol y del inglés. Favor enviar su curriculum vitae antes del 
15 de noviembre de 1998, incluyendo requisito salarial, al: 


Banco Interamericano de Desarrollo, Parada E0507 
Atención: LB-EGSD98/56-TE 
1300 New York Avenue NW, Washington, DC, 20577 USA 
o FAX (202) 623-3014. 


Nuestra institución ofrece igualdad de oportunidades de ingreso 
para todos aquellos que cumplan con los requisitos solicitados, 
además de un amplio paquete de beneficios incluyendo gastos 
de traslado para el grupo familiar a la ciudad de Washington, 
DC. Como compromiso con sus países miembros, el BID puede 
requerir a sus funcionarios la aceptación de asignaciones, tanto 
en la Sede como en nuestras Representaciones. Se 
responderá ünicamente a aquellas solicitudes que mejor 


reúnan los requisitos de la posición. 











El Banco Interamericano de Desarrollo, la mayor. 


































Sr. Programme UNOPS @ 
Manager | 






Afghanistan Rural Rehabilitation Programme- 
Community Self-Help (ARRP-CSH) 


United Nations Office for Project Services (UNOPS), an entity which 
provides implementation and management services to development 
programmes, seeks a Programme Manager for its Afghanistan Rural 
Rehabilitation Programme-Community Self-Help (ARRP-CSH). ARRP-CSH 
is a challenging community based multi-sectoral rehabilitation programme 
covering both social-and infrastructure sectors. The overall objective is peace 
| building through a particular focus on improved local governance, civil society 
empowerment and poverty alleviation. The Programme Manager will be based 
^in Islamabad, Pakistan, and will supervise the work of two regional and two 
sub-regional offices located in Afghanistan, managed by five international 
experts including a Gender Officer. This will require extensive travel in. 
Afghanistan. These regional offices have 23 district locations in rural areas of 
Afghanistan. The project is part of a package of five projects, known as the 
Afghanistan Poverty Eradication and Community Empowerment (PEACE) 
Initiative which is funded by United Nations Development Programme 
(UNDP) and implemented by FOA; UNCHS and UNOPS. The programme has 
made outstanding achievements in empowering villagers to make community 
development decisions through the use of traditional community leadership. 
committees comprised of elders. WEG 





The manager must have extensive exp 
development initiatives and will work in close consultation with the rural 
population in assisting them to establish their own priorities, assessing 
technical feasibility and sustainability of proposed assistance. In addition to 
overall responsibility in the implementation of the programme objectives, the 
manager will be responsible for conducting competitive bidding for . 
subcontracts, with non-governmental organizations and entrepreneurs while... 
ensuring high standards of technical outputs. : E UP 


The incumbent will be required to coordínate the objectives of th 
programme with other UN specialized agencies, He/she must have stror 
management and administrative abilities and should be able to provide 
leadership for the programme on issues of governance and peace building. The 
programme's head office is temporarily located in Islamabad, Pakistan, but will 
eventually be relocated to Kabul, Afghanistan, The manager is supported bya 
Chief Administration and Finance Officer in the planning, monitoring and... 
supervision of the programme: ee qu 




































Qualifications: Interested candidates must possess an advanced university 8 
degree. Specialization in Social Sciences and community development isan ~ 
asset. At least ten years professional experience in community 
development/community organization, of which five years must be at the 
senior management level with international experience. Knowledge of UN 
system desirable. Excellent knowledge of written and spoken English. 

_ Knowledge of Dari (Persian) and/or Pushtu would also be an asset. 


Duration of assignment is I year, with possibility of extension. 






Submission of Applications 
Interested individuals should e-mail/fax/mail detailed CV (including salary 
history, birth date and nationality), to the address below. Interested applicants 
must fulfil the specified qualifications. Please indicate earliest availability date 
(starting date: soonest possible). Please note, only short-listed applicants will 
be contacted. Deadline for the submission of applications-October 31, 1998. 






E-mail: patricei()unops.org 
Ref: AFG/96/003- Programme Manager 
Fax: 212-906-6906/6902 
Ref: AFG/96/003- Programme Manager 


Mail: United Nations Office for Project Services 
Division for Western Asia, Arab States and Europe 
Attn: Senior Project Manager for Afghanistan 
220 East 42° Street, 14° Fl. 
New York, NY 10017 
United States of America 


il 








. A catalyst for change 


INTERNATIONAL 


“| Greenpeace International is the world's leading environmental campaigning organisation Asa 
coordinating body of over.30 national and international offices world-wide Greenpeace is at the 
forefront in placing environmental issues at the top of the global agenda. 


We currently have vacancies for two Issue Coordinators: 
. Nuclear Campaign and Genetic Engineering Campaign 
‘To achieve objectives concerning specified nuclear or genetic engineering issues by coordinating a 


|) world-wide team of academic researchers, direct action and political campaigns to develop and 
amplement strategies. 


Job i 
To review and establish annual strategic objectives in cooperation with senior national and 
international campaign staff, the international: political advisors. and international actions 
coordinator. . 
Maintaining an overall perspective on the civil nuclear, nuclear disarmament/proliferation and 
energy issues (for nuclear); maintaining an overall perspective on food production, agriculture 
and biology (for genetic engineering); preparing annual proposals and budgets and achieve 
75 agreed objectives within approved budgets and time-lines. 
Manage a team of international campaigners and coordinate teams: of ‘national staff. 
;Liaise with other NGOs and governments in cooperation with political advisors. 
Ux To plan, prepare and implement issue related training for staff. 


 Qualificutions: 
University Degree in at least one of the following areas: Nuclear energy, Disarmament (for 
Nuclear}; biology, agriculture, food production (for Genetic Engineering). 
::Have extensive knowledge of the issues mentioned above in their political and economic 
ioeontext. 
+- Multi-year experience required based on combination of education and work background. 
Proven excellent leadership ability and able to work in a multicultural: team with highly 
motivated people. 
Excellent time management and budget planning skills. 
Good communication skills, both written and spoken. 


Qualified applicants are invited to send a CV with an accompanying letter of application to Human 
Resources Department, Greenpeace International, Keizersgracht 176, 1016 DW Amsterdam, the 
«Netherlands or email Ihatton@ams.greenpeace.org by October 9, 1998, 
Please visit our website on 
http/www.greenpeace.org 


INSTITUT INTERNATIONAL DE DROIT. DU DEVELOPPEMENT 
Rome, Italy 


seeks to recruit 


FRANCOPHONE LEGAL TRAINER 


(Program Legal Counsel) 


IDLL is an international intergovernmental organization providing legal training and technical 
assistance throughout the developing world and in Central and Eastern Europe/NIS. its work is 
supported by the international donor community: 
Under the direction of the Deputy Director and Head of Programs Department and as part of the 
multinational legal training team, the incumbent will be expected to: 
Design, manage and facilitate highly participatory short term continuing legal education 
programs, both in Rome and in requesting countries, in coordination with other IOL trainers.” 
and officers; ` d 
Carry out assessments of country or sector-specific training needs: 
Provide solo training ih areas of expertise; identify, recruit and. brief external: expe 
develop exercises and cave studies; 
Contribute to the promotion and tépresentation of IDL with the donor community use 
countries and the private sector: 
Carry out such other functions and responsibilities as the Head of Programs may assign. 
QUALIFICATIONS AND EXPERIENCE 
* Law degree witha minimum of 5 years of dubitantive experience in international commercia 
jaw, banking and financial law, environmental law (or any other area relevant to the 
Institute's activities). n 
Recent experience in legal or judicial reform initiatives i in developing or. P 
countries would be a plus, Ability to work in a team, in an intercultural environment and. 
under pressure. : 
* French at a mother tongue level essential with working ‘knowledge of English. Ability to 
work and teach in Arabic: 
SALARY RANGE: from. US$. 50,000 to US$ 52,000; taxfree, plus standard alfo: 
internationally recruited staff. 


DURATION: indefinite appointment possible upon srenti ee ofa probation period. 
ENTRY ON DUTY: January 1999 


Send curriculum vitae before October 15 to the Personnel Officer: 
Ann Dehlin, IOLL Via di San Sebastianello, 16 00187 Rome, Italy 
Fax: (396) 678-1946, E-mail adehlindidli.o org 
(Please insert thé: resume in the message. Do not send as an attachment.) 


Only shortlisted candidates will receive an acknowledgement: 


Segal Quince Wicksteed Ltd (SQW) is an economic and management consultancy based in Cambridge with offices - 
London, Edinburgh, South Africa and Hong Kong. Established 14 years ago, the firm has established an internation: 
Teputation in a number of key policy areas, including science, technology and innovation, economic Heer and skills 
formation. 


; We are expanding our activities and seek to recruit experienced consultants, project managers for overseas assigumen 
and associates to join our world-wide network of experts engaged for specific projects. 


Full-time consultants 


Biotechnology: a post-graduate with a background in life sciences or biomedicine and ideally with industrial 
experience. We are looking for an understanding of policy issues relating to technology transfer and: the 
commercialisation of biosciences. : 


Economic Development in the English Regions and Ireland (north and south): graduates with five to ten y 
practical experience of the development process and a proven track record of winning and managing consultan 
assignments for three business areas - economic inclusion (with experience of managing employment, enterprise 

training initiatives); technology-led business development: and continuous performance measurement. 


pL Project managers 


a 5,* N. E. China: a senior manager with at least 10 years experience of major industrial restructuring for a four year: 1 
5 project. 


Russia: a scientific or technology background with managerial experience to contribute to this capacity building 
roject: 


To apply, or to join our network of associates, send a CV to Chris Green, Managing Director, SQW Ltd, The Grange, Market 
treet. Swavesey, Cambridge, CB4 5QG. Contact him to obtain an information pack or to discuss informally any of the: |. 
vacancies. 


Tel: +44 (0) 1954 231931 
Fax: +44 (0) 1954 231767 
Website: www.sqw.co.uk 


SQW is an equal opportunities employer. 
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"T know its late, but Id lile some 
sushi. w far do I have to go : 





You needn't ever leave the comfort of your Four Seasons room to be trans ported by a talented chef. Room we 
service menus abound with regional selections: Írom onm dish pizza to striped bass without unwanted SE 
calories, to homemade chicken soup at l a.m. For the same bre adth of choice in another unequalled 
setting, visit our restaurants dow mstairs. The demands of busi iness demand nothing less. P hone Fot R SE ASONS 
your travel counselor or in the U.S., 1-800-332-3442. Visit our web site: www.fourseasons.com Hotels and Resorts 


Defining the arl of service al 40 hotels in 19 countries. 
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Handle with care 


T IS time to worry about banks again. They 

may look tall and solid, but they remain a 
danger to themselves and others. The world’s 
top economic policymakers, gathering in 
Washington, pc, this weekend for the annual 
meetings of the rMr and the World Bank, will 
contemplate this with foreboding. East Asia 
is in deep recession, Russia has imploded, 
Latin America is on the brink. Now, western 
banks are in trouble too—witness huge losses 
on emerging-market lending and the blow- 
up of Long-Term Capital Management, a big 
and well-connected hedge fund. 

The blame for it all has been placed on a 
mixture of evil speculators and foolish bank- 
ers in rich countries, and corrupt governments and ill-regu- 
lated banks in poor ones—all made worse by flawed IMF poli- 
cies (Stanley Fischer, a top official at the Fund, replies to that 
charge on pages 19-23). At least, you might suppose, America's 
Federal Reserve is doing its usual fine job. Last week it orga- 
nised a bank-led rescue of Long-Term Capital. This week it cut 
interest rates by a quarter-point, not because growth at home 
is flagging—it is not—but to shore up the financial system. Yet 
before praising the Fed's firefighters again, consider what lit 
the fuse in the first place. 


Tulips, hedges and paradigms 

Much of banking history consists of one speculative bubble 
after another, from Dutch tulip bulbs in the 17th century to 
property in the 1980s—and now emerging markets and hedge 
funds in the 1990s. Each tends to be fuelled by an explosion of 
credit, a wave of unwarranted optimism and a subsequent 
mispricing of risk. Low American interest rates in the 1990s 
encouraged investors, looking for higher returns and buoyed 
by dreams of new paradigms, to pour money into emerging 
markets, domestic equities and hedge funds. As a result, the 
current crisis is in some part an overdue correction in over- 
valued, overleveraged markets. 

Was the Fed right to organise the rescue of Long-Term 
Capital and then to cut interest rates? Yes, if it had reason to 
believe that the collapse of the hedge fund and an incipient 
tightening of credit conditions posed a systemic risk. The 
Fed's most important job is to guard against a repetition of 
the 1930s, when widespread bank failures caused a massive 
monetary contraction that tipped the world into depression. 
If Long-Term Capital had been forced to liquidate its portfo- 
lio, it could have set off more explosions among its lenders, 
sufficient maybe to ignite the wider financial system. 

Yet overeagerness to cut interest rates, or to bail out banks, 
can encourage investors to keep on gambling. That is the mes- 
sage from American free-marketeers when they criticis. Ja- 
pan and other Asians for supporting financial systems rather 
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than letting weak institutions go to the wall. 
To them, the Fed's intervention in Long-Term 
Capital appears quite like Japan's “convoy 
system", under which strong banks are ca- 
joled into bailing out weaker ones. 

Should governments, then, always let fi- 
nancial firms fail? No. The case for a national 
lender of last resort remains strong: to pre- 
vent a failure of one bank triggering a panic 
that leads to a collapse of the whole system. 
And much the same goes for the IMF, so far as 
distressed governments are concerned. If in- 
vestors pull out ofone risky emerging market, 
herd instincts may drive other, sounder econ- 
omies into recession—suggesting the need for 
something like a world lender of last resort too. 

The balance is devilishly hard to get right. Here, even 
hindsight has its limits. In 1995 the ımFf and the United States 
jointly arranged a bail-out of Mexico. Today many regard it as 
a model intervention: Mexico's recession was sharp, but short 
(atleast compared with what it would have been); and thanks 
to that speedy recovery the government repaid its loans 
promptly, so taxpayers weren't stung. Others regard the rescue 
as a disaster—because it sent the signal to investors that they 
would be spared the consequences of their mistakes, and the 
mess in East Asia followed. Both views are exaggerations; 
both contain important truths. But where does this leave 
would-be architects of a new financial system for the world? 

If they have any sense, it leaves them determined to im- 
prove the terms of an inescapable trade-off, rather than seek- 
ing ways to abolish it. That trade-off is to reduce short-term 
systemic risk without adding too much to the moral hazard 
that causes longer-term instability. On the official side, the 
1MF* coffers should be topped up to let it do its job at a fragile 
time. But to minimise moral hazard, its money should be 
used to “bail in” privete creditors, forcing banks to roll over 
debts rat! than leac, « rush for the exit. One idea would be to 
allow th F to guarantee private lines of credit set up in 
advan.’ deal with a pani. This would partly mimic the 
role of a national lender of iast resort, but without badly exac- 
erbating moral hazard, since the mF would offer such guar- 
antees | nly for economies that were in good shape. 

As r private capital, better transparency and fuller dis- 
closv e have beco - rashionable solutions for everything in 
ræ znt years. They would have helped prevent such huge pres- 
sures building up in emerging markets or hedge funds. If cap- 
ital is to be allocated efficiently, markets need information 
about emerging economies, particularly the health of their fi- 
nancial sectors and the size and composition of their external 
debt. There are also calls for. edge funds to be regulated, but 
this is hard since most operate offshore. Regulators should, 
however, require fuller disclosure of banks’ exposures to such 
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funds and impose tougher rules for lending to them—for the 
banks are often gambling with publicly insured deposits. 
That should force openness on to the hedge funds themselves. 

The best preventive medicine is to let some financial 
firms fail, strengthening market discipline on future invest- 


ment decisions. Big losses in Russia and on loans to hedge 
funds may have imparted a salutary shock. Banks will never 
be wholly safe—nor should they be. But unless punishment is 
meted out to those responsible for today’s excesses, the next 
financial crisis is likely to be even worse than this one. 





Schróder's Germany 


Very unlike Kohl's, much more like any other country 


ERHARD SCHRODER is an ordinary man and, by elect- 

ing him chancellor, Germany has shown itself to be an 
ordinary country. A banality? In other countries, ordinari- 
ness is not usually an issue. But Germany, so traumatised by 
history, has never before dared to behave quite like other 
countries, and has always chosen leaders who see the future 
through the prism of the awful past. Mr Schróder will be dif- 
ferent, and so will Germany be. 

Mr Schróder is the first German chancellor to carry no 
£uiltinducing memory of the second world war. He will be 
the first post-war chancellor to hold office in Berlin, presiding 
over a Germany that will look almost as much to Central Eu- 
rope as it has, till recently, cast its approval-seeking gaze 
across the Rhine to France. He is a business-friendly, barely 
left-leaning Protestant from Hanover, in northern Germany, 
whose instincts draw him not just to Paris and Rome but also 
to London, even to Washington. He has a beautiful fourth 
wife, once a journalist on a tabloid newspaper, and he seems 
unabashed about his three divorces. 

For making Germans feel relaxed enough to elect such a 
thoroughly modern fellow, give thanks to Helmut Kohl, Mr 
Schróder's ejected predecessor. Mr Kohl has been a great, gen- 
erous and generally good man to have at the head of Europe's 
biggest, and the world’s third-biggest, economic power for 16 
years. His sincerity as peace-maker and democrat is un- 
doubted. His courageous leadership saw NATO’s missiles de- 
ployed, in the teeth of Soviet and much western opposition, 
in West Germany in the last great confrontation of the cold 
war. It enabled a nervous nation to seize the chance to unify 
itself in 1990. He had the determination—wise or foolish, 
time will tell—to drag an unwilling people into a single Euro- 
pean currency to further his desire to integrate a continent 
more tightly in the interest, as he saw ii, of peace. 

He was not infallible. He concentrated too m. | on Euro- 
pean designs. German unification proved expen: cv. Unem- 
ployment rose to dreadful levels. Above all, Mr Kon failed to 
modernise a corpulent economy when the going was good. 
But, tired and passé as he had become, he finished the task 
that his predecessors had started, of making Germar : a nor- 
mal country. He paved the way for Mr Scl: oder. 

Many doubts attend the new chancellor. What does he 
really stand for? After presenting himself at the siart of the 
campaign as a moderniser wedded to a “new centre", he 
edged leftwards to curry favour with blue-collar workers, pen- 
sioners, the unemployed and the aggrieved of the ex-commu- 
nist east. He said he would roil back some of the outgoing 
government's tepid but sensible reforms to shave welfare, 
ease hiring and firing, and cut taxes. But mostly he remained 
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vague. That may have been tactically wise. He did not want to 
upset too many voters, calculating correctly that he could win 
by coming across as youthful (at 54), flexible and above all 
fresh. But it has left onlookers uncertain as to what he believes 
in, and how he will now act. 

First, he must set up a coherent and plausible team of 
ministers. He has attractive, lively-looking candidates for 
some posts—a computer entrepreneur, Jost Stollmann, to 
take charge of the economy, Walter Riester, a forward-looking 
trade unionist, to deal with labour, Michael Naumann, a civi- 
lised publisher, for the arts. But his hand is not wholly free. 

For one thing, he is obliged to give the Greens, his chosen 
partners in coalition, some important jobs. The Greens' lead- 
er, Joschka Fischer, is serious and mostly sensible. But, egged 
on by their woollier elements, the Greens have some pretty 
silly ideas—for instance, for tripling petrol prices—that they 
have only recently and reluctantly shelved. Many Greens re- 
main hostile to NATO, not to mention the idea that Germany 
should play a bigger part in peace-keeping abroad. The lead- 
ership has moderated its stance, but a Green foreign minister, 
as has been suggested, would give some cause for concern. 

For another thing, there is Oskar Lafontaine. The doyen of 
the party's socialist old guard (see page 60), Mr Lafontaine is 
much less of a moderniser than Mr Schróder, and is far less 
keen to reform Germany's increasingly unaffordable social- 
security system. Yet he commands great support within his 
party and will plainly exercise much influence, perhaps as 
finance minister. Mr Schróder will have a hard job prevent- 
ing him from tearing the heart out of any radical labour and 
welfare reforms that the chancellor seeks to make. 


In praise of boringness 


The hope must be that, now that his electoral victory is won, 
MrSchróder will become bolder—if need be, beating back the 
more foolish ideas of the reds and Greens with threats of seek- 
ing help from the Christian and Free Democrats. As yet there 
is no reason for other countries to fear a Schröder administra- 
tion, even if its assessment of Germany's national interests 
may be more jarring to its neighbours than Mr Kohl's used to 
be. That, after all, will be evidence of normality. Mr Schróder 
will not apologise for putting Germany first. In the European 
Union, he may fight Germany's corner more obviously than 
Mr Kohl did. He might also make a bigger effort to strengthen 
Germany's links beyond its special friendship with France— 
to the east, to Britain, even to America. That, too, would be- 
speak a new German attitude to the world. It should not be 
feaied. It is welcome. Long may Germany be boring. 
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: Meanwhile, much of the world is going up in smoke 


THE world's economy suddenly looks much more fright- 
ning to you, then avert your eyes from its politics. Crash- 
ing markets and collapsing banks make people fear for their 
: ‘obs, crashing armies and collapsing states make people fear 
_ for their lives. They are doing so in more and more places. The 
-past six months have brought butchery in Kosovo, belliger- 
_ency in Iran and Afghanistan, open nuclear rivalry in India 
. and Pakistan, a new outbreak of anti-American terrorism, the 
_ apparent determination of North Korea to go out with a bang, 
and the descent into warfare of a huge swathe of Africa from 
the Atlantic to the Indian Ocean. Meanwhile old fires still 
burn brightly in Algeria, Sudan, Sri Lanka and corners of the 
Caucasus—and smoulder dangerously in Bosnia, the Middle 
East, Angola, Colombia and Cambodia. And the fire brigade? 
While the imr and World Bank try, for better or worse, to at- 
~ tend to the world's financial bonfires, in most of its political 
` conflagrations the world's foremost international body, the 
United Nations, is virtually a bystander. 

Both idealism and cynicism have always attended the UN, 
; organisation rests nonetheless on a piece of realism: 
























em when they do. The un’s predecessor, the League of Na- 
s, failed because it never included more than four of the 
world’s seven great powers of the day, notably America. The 
. lesson was, and is, that such an organisation will be effective 
_ only if the great powers give it their support. The main, albeit 
_ not the only, reason that the UN is not working today is that 
the great powers are not putting their backs into it. 
| This is not new, of course. For about 40 years—most of its 
_ existence—the UN was crippled by the Soviet-American ant- 
-agonisms of the cold war. Arguably, it was effective only in 
- 1950, when the Soviet Union was boycotting the Security 
. Council (on which the big five post-war powers had seats), 
and in the early 1990s, after Soviet communism collapsed. 





The United Nations regrets 


Now that Russia and China are again asserting themselves,’ _ 
the Security Council is, on many issues, deadlocked. 
But deadlock should not be considered the desirable - 
norm, nor should the alternative be automatic deference to. 
the United States. The aim must be reasonable consensus. 
That means that America must sometimes be ready to give 
way, on certain issues concerning Israel, for instance; that. 
China must not always play to the third-world gallery; and _ 
that Russia must use its old friendships with countries like 
Serbia and Iraq to promote peace, not to frustrate it. In time, | 
too, the Security Council must become more representative, 
though its current feebleness owes less to its compositio 
than to the reluctance of its leading members to get engaged. 











Must unfamiliarity breed contempt? 
Consensus will never be possible on everything: there will 
inevitably be some issues on which the world's great powe: 
will disagree, and that will sometimes lead to paralysis, or to. 
action by the United States, perhaps with. allies, unsa 
tioned by the UN. But in a world that is now less ideological 
divided than it was, there are plenty of issues on whic 
Security Council should be able to reach agreement and ! 
disinterested action. Africa's wars, never mind the 
in Rwanda, provide examples. Many are not post-moder 
wars, internal affairs, but old-fashioned wars between stat 
which the UN has every right to try to stop. 

On such issues, the leadership should come from the 
world's sole superpower. It is utterly absent, and not just be- 
cause the executive is preoccupied with other matters. Con- 
gress, still miserably insular despite the globalisation that af- 
fects everyone else, has no time—and little money—for a 
organisation that will not always jump to do its bidding. It 
taking its time even to approve an ambassador to the worl 
body. If the un should become as irrelevant as the League of 
Nations, Congress will, once again, have much to answer for. | 






































The West has one last chance to act, if it is not to lose all credibility there 


VERY time the outside world has acted to mitigate the hor- 
rors of former Yugoslavia, it has done so much too late. It 

is now clear, even if it was not at the time, that hundreds of 
thousands of people could have been saved from death or 
destitution if the conflict in Bosnia had been nipped in the 
bud when it began in 1992. American-led intervention did 
eventually stop that war in 1995, but not in time to prevent 
: the worst atrocity in Europe for half a century, the Srebrenica 
massacre. And if NATO now carries out its latest threat to 
bomb Serb positions in Kosovo (and probably elsewhere), its 
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More killing in Kosovo 


action will come several months too late for 300,000 dis- 
placed ethnic Albanians, many of whom face a winter of mis- 
ery because their villages have been destroyed. 

That time has been wasted is not, of course, a reason for 
NATO to hold back now. The credibility of the alliance as the 
linchpin of European security has already been damaged by 
too much empty posturing over Kosovo since the conflict 
there turned nasty last spring. Fingers have repeatedly been 
wagged at Slobodan Milosevic, the Yugoslav president, but he 
has always judged, correctly, that the western world had no 
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serious intention of preventing him from laying waste one. 


Kosovar village after another. If, after a final warning, Mr Mil- 
osevic fails to yield to NATO’s demands, the alliance will have 
to send in the bombers or risk becoming a laughing-stock. 
Further indecision could turn NATO’s summit in Washington 
next year—intended to expand the alliance eastward and pre- 
pare it for peacekeeping in the next century—into an embar- 
rassing non-event. 

That much is plain. The harder question is whether the 
West would be prepared for the hard slog of a longer-term 
engagement in Kosovo (and the rest of Serbia), were Mr Milos- 
= evic- to accept all NATO's.demands, with or without the in- 
-. ducement of air strikes. He might. Having uprooted nearly a 
. quarter of Kosovo's ethnic-Albanian majority, he probably 
has little to lose by agreeing to withdraw (at least to barracks) 
the soldiers and police who have been burning villages. As for 
allowing aid workers access to the displaced—another west- 
ern demand—that is something that suits the Balkan bully all 
too well. He would love to let outsiders take responsibility for 
_ cleaning up the humanitarian mess he has made. 





.. Athird demand, often cited by advocates of intervention, 
is that Mr Milosevic should accept the principle of self-rule | 
for Kosovo and start immediate talks on the details. He will 
doubtless retort that he would be happy to begin open-ended 
negotiations—but nobody on the Kosovar side will discuss 
anything short of independence, which the West does not 
support. Nor should it. Instead it should be persuading the 
Kosovars that even autonomy talks would be in their interest. 

With such a slippery interlocutor, NATO must formulate 
its ultimatum carefully, calling for a troop withdrawal so 
clear and complete that it precludes the possibility of further 
repression. It must find ways of helping the displaced, espe- 
cially the 50,000 who have no shelter, without shoring up the 
Serbs’ authority. Having taken responsibility for Kosovo's 
fate, it must be prepared to send in ground troops to monitor 
ceasefire lines, help the aid effort and prevent brutal reprisals 
by Kosovars against Serbs. And however indestructible (and 
indispensable) Mr Milosevic may now seem, the West should 
make it plain that it looks forward to the day when somebody 
less murderous and cynical holds power in Belgrade. 


JH 





Worst of friends 


South Korea and Japan need to do better than that 


UTSIDERS watching the shifts and shudders in East 

Asia's complex security landscape often overlook one of 
its enduring fault-lines: the prickly relationship between Ja- 
pan and South Korea. On October 7th South Korea’s presi- 
dent, Kim Dae Jung, will pay his first state visit to Japan. 
When he was elected last December, Mr Kim said he would 
work for closer ties with Japan. Correspondingly warm words 
will appear in the communiqué after the Tokyo talks. But, 
alas, they will represent no real breakthrough. Japan’s new 
prime minister, Keizo Obuchi, is too preoccupied at home to 
take Mr Kim boldly at his word. 

Need that matter? Both Japan and South Korea are law- 
abiding democracies. Despite their financial troubles, both 

have played a big part in driving regional prosperity—and 
will do so again. Both, separately, have close defence ties to 
the United States. In any case, relations have been warming 
slowly: next year South Korea will lift its remaining ban on 
some Japanese manufactured goods, including cars, and it 
may end the official bar on Japanese films and music (both 
circulate freely on the black market in the South). Japan has 
helped South Korea through its recent economic troubles and 
will also help to pay for new nuclear reactors for communist 
North Korea to help prevent the regime there from acquiring 
the bomb. In 2002 Japan and South Korea will jointly play 
host to the next soccer world cup. 

In many ways the two countries are, or should be, allies. 
They just don’t behave that way. Shocked by North Korea’s 
recent test-launch ofa rocket over Japan (one that could some- 
day carry a nuclear warhead), some Japanese have turned on 
the Koreans living in their midst. Though the Japanese gov- 
ernment may soon sign the deal to pay for the North’s new 
reactors (delayed by the rocket test), it will question Mr Kim 
sharply on his “sunshine policy” towards the North, which 





encourages economic contacts with a regime plainly bent on 
military menace. Meanwhile, the South Korean in the street is 
quick to show anger at Japan, too, over fishing spats or dis- 
puted islands (though both issues should be eased by a new 
fisheries agreement). And South Korea wants a more “sin- 
cere" apology from Japan for its colonial rule in Korea and for 
its mistreatment of Koreans during the second world war. 


Debate the past, consider the future 


History has its place. Japan will never convince its neigh- 
bours that history is truly behind it until it has an open and 
honest debate about its past, as Germany did in the 1970s and 
1980s. However, South Korea does itself and the wider region 
no service by reacting with suspicion, even outright hostility, 
whenever Japan talks of taking on a bigger role. As a rich, 
democratic ally, Japan should be doing much more to help 
America shoulder the regional security burden. And for all 
South Korea's understandable sensitivities about meddling 
from outside, Japan has a clear stake in the stability of the 
Korean peninsula. Meanwhile, renewed interest in Japan in 
research into limited ballistic missile defences is a prudent 
reaction to the new North Korean threat, not; as some South 
Koreans fear, a guise for reviving Japanese militarism. 

South Korea and Japan can seem the worst of friends. Yet 
their current economic ills, the ever-shifting regional balance 
with the bigger powers and the future reunification of Korea 
itself(a matter of when, not if) would all be easier to cope with | 
ifthe two countries could work together more closely. Rejoin- 
ing the two Koreas will place a huge strain on relations, not = 
least because a bigger Korea will look to its old rival, Japan, to - 
share the cost. It will require a stronger friendship than South 
Korea and Japan now have to take that strain. 

m E 
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REFORMING WORLD FINANCE 





Lessons from a crisis 


The IMF has been attacked forits handling of the world’s economic and finan- 
cial troubles. Here its deputy managing director, Stanley Fischer, responds 


HEN finance ministers and central- 

bank governors gather in Washing- 
ton this weekend for the annual meetings 
of the mF and the World Bank, the global 
economic crisis will dominate the agenda. 
The role of the mF will come in for close 
examination. Three issues will feature 
prominently: the design of imr-supported 
programmes in Asia and Russia, the inter- 
national financial architecture, and how to 
respond to the immediate crisis without 
doing further damage to the international 
system. I consider these in turn. 

The IMF programmes in Thailand, In- 
donesia and South Korea were designed to 
restore macroeconomic stability and 
growth, and to remedy structural weak- 
nesses in each country. Early in each pro- 
gramme interest rates had to be raised tem- 
porarily to stabilise currencies. That was 
achieved in South Korea and Thailand, 
whose currencies are now stable in ranges 
about 35-40% below pre-crisis levels, with 
short-term interest rates of around 8-9%, 
also below pre-crisis levels. 

Those who criticised temporary high 
interest rates fail to see that further depreci- 
ation caused by lower rates would have 
raised the burden of dollar-denominated 
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debts. And while the burdens imposed by 
higher interest rates were temporary, those 
created by deeper devaluations would have 
been permanent. 

Thailand embarked on its IMF pro- 
gramme with a current-account deficit of 
8% of Gp». To shrink that, the programme 
included an increase in the budget surplus 
of 3% of GDP. Fiscal contractions suggested 
for Indonesia and South Korea were small- 
er, designed to cover only the expected in- 
terest costs of financial restructuring. Had 
we known, when the Thai programme was 
signed in August 1997, that Asia, including 


Japan, was heading for major economic 
slowdown, less fiscal contraction would 
have been recommended. As growth in 
South Korea, Thailand and Indonesia has 
slowed, the agreed fiscal deficit has in- 
creased; each country is running a sizeable 
deficit. More fiscal expansion, including 
additional social spending for the poor, 
would now make sense. 

The inclusion of structural measures in 
these programmes has been criticised. But 
financial and corporate inefficiencies were 
at the epicentre of the economic crisis, and 
have to be dealt with to restore durable 
growth. Indeed, the priority now should be 
to accelerate restructuring. Some argue that 
because this will take a long time to have its 
effects, it was a mistake to try to move so 
rapidly. But delay does not make banking 
problems go away: as seen in Japan, it 
makes them worse. 


Programme problems 

If their design was right, why have the IMF 
programmes worked less well than hoped? 
There are two answers. First, governments 
were initially reluctant to implement them. 
In each of the three countries the pro- 
gramme began to take hold and the cur- 
rency to stabilise only after a new govern- 
ment took office. And second, the external 
economic environment has worsened, due 
especially to the Japanese recession. 

The consequences have been most visi- 
ble in the three countries’ exports. Rapid ex- 
port growth to the United States helped 
bring Mexico out of its 1994-95 crisis. This 
time, the value of exports from Thailand, 
Indonesia and South Korea to both Europe 
and America did indeed rise in the year to 
the second quarter, but the value of their ex- 
ports to Japan has declined sharply, by 
about 25%. So exports have not, so far, 
served as a source of growth. 

Where do these countries stand today, a 
year after the start of their IMF pro- 
grammes? Remember that the average 
American recession lasts about a year, and 
that a year into the Mexican crisis, there 
was a period of severe jitters. There are im- 
portant signs of progress in both South Ko- 
rea and Thailand, in the stabilisation of 
their currencies, the fall in interest rates 
and the start of bank and corporate-debt 
restructuring (see chart 1 on next page). 
Growth could still resume this year, though 
much depends on the external environ- 
ment. A year from now each country is 
likely to be growing again and to have 
made more progress in structural reform 
than most of its neighbours—a good basis 
for sustainable recovery. 


19 





REFORMING WORLD FINANCE 








Currencies against the dollar 
July 1st 1997=100 


Indonesian rupiah 














NONIUS REN TRIP: , " ca Ob. 
JAS ON DJ FMAM JS JAS oy 
1997 1998 


hort-term interest rates 











1997 














199 















The problems in Indonesia are deeper, 
for the civil unrest that accompanied the 
end of the Suharto regime led to massive 
capital flight and a loss of investor confi- 
: dence that will take time and careful politi- 
cal and economic management to repair. 
“Critics blame the closing of 16 banks at the 
start of Indonesia's IMF programme for the 
collapse of the rupiah and investor confi- 
dence. But a careful look at the timing sug- 
gests the main culprits were President 
Suharto’s illness in December, perceptions 
that the government would not carry out 
the programme, and excessive creation of 
liquidity by the central bank. 

Indonesia has made some progress in 
recent months. The rupiah has strength- 
` ened, as foreign assistance has started flow- 
ing in. But attempts to keep food prices be- 
low world levels have failed and rice prices 
have risen. So the government, with the as- 
sistance of the World Bank, is removing 
general subsidies on food and switching to 
the provision of subsidised rice and other 
essentials for the poor. A start has been 
made in dealing with the linked problems 
of internal and external corporate debt and 
the banking sector, though more needs to 
be done. 







































Russia’s dance 


Ever since 1992 the IMF has been the 
world’s main vehicle for assisting Russia 
and promoting economic reform. This was 
-difficult from the start, for reformers never 
had full control over economic policy. Nev- 
-ertheless, the world's stake in Russian re- 
form was too critical not to make the effort. 
Some progress was. made: the rouble 
was stabilised and inflation cut to single 
figures, and positive growth was recorded 
in 1997 (see chart 2). On the structural side, 
privatisation took off. But little was done to 
-restructure the military-industrial. com- 
plex. And the government, unable to collect 
“enough revenues, was often in arrears on 
“wage and pension payments. The banking 
system: was ill-regulated and heavily ex- 
posed to the risks of devaluation. And cor- 
rüption was a huge problem for the econ- 


omy and for foreign investors. 

The extent of Russia's fiscal problem is 
hard to overstate. In 1997, federal tax re- 
ceipts amounted to 9.7% of Gpp, less than 
$4 billion a month. The budget deficit was 
6.9% of Gp». Since 1996 the Russian govern- 
ment has been in a race between its need to 
collect more taxes and a rising interest bill 
on its growing debt. This year tax collection 
improved. In the second quarter, for the 
first time, federal revenues covered non-in- 
terest spending. But falling oil and com- 
modity prices reduced export revenues, in- 
terest rates rose, and the government had to 
roll over $1 billion a week of GKOs, or short- 
term rouble-denominated debt. 

In July the international community 
faced a hard choice: whether to help Russia 
try to prevent devaluation. The adverse ef- 
fects ofa devaluation were clear and the re- 
formist Kiriyenko government was making 
progress on taxes and in other areas. So the 
decision was. made to help, recognising 
that this was a calculated risk. An official 
package of $22 billion was assembled, on 
condition that the Russians undertake ma- 
jor tax reforms; and a voluntary debt 
restructuring scheme for GKO holders to 
switch to longer-term dollar obligations 
was introduced. 

The take-up of this offer was, however, 
small The programme could still have 
been viable if ko holders had been ready 
to roll over their maturing holdings. But af- 
ter the Duma rejected two tax measures 
(though it passed most of the legislation 
submitted to it), and with doubts about the 
ability ofthe government to deliver on pol- 
icy commitments growing, this did not 
happen. So the government was faced with 
an unenviable choice between devalua- 
tion, debt restructuring or both. It chose 
both: the rouble was devalued, the GKO 
restructuring was imposed unilaterally 
and a temporary moratorium was put on 
private debt payments. 

The contagion following Russia's ac- 
tions has been serious. The realisation that 
Russia was, after all, not too big to fail 
shook investor confidence—although it is 


-. hard to credit that sophisticated investors 
‘who had earned an average of 50% a year 














on GKOS since 1994 really believed these in- 
vestments were safe. Investors were con- 
cerned that other countries might follow 
suit and unilaterally restructure their debts, 
although almost all have rejected this. 
Much of the contagion was caused by 
technical factors. Highly leveraged inves- 
tors have had to realise assets to meet mar- 
gin calls; investors seeking to move out of 
emerging markets have sold in the most liq- 
uid markets to raise cash. The shocks are 
now reaching rich-country markets too. 
The new Russian government is in an 
extremely difficult situation. In the short 
run it may employ a mixture of money 
printing and more controls. But these ap- 
proaches will not work; sooner or later a 
Russian government will have to return to 
the tasks of stabilising and reforming the 
economy. At that point the world may be 
able to re-engage financially. In the mean- 
time we should encourage the authorities 
to try to agree with creditors how to restruc- 
ture the GKos and how to lift the 90-day 
moratorium on private debt payments. 
What went wrong in Russia? Funda- 
mentally, although progress was made over 
the years, successive governments have 
been too weak to implement their desired 
policies. The international community, 
through the IMF, was right to try to support 
reform in Russia. And the IMF was right 
from early on to stress the need to sort out 
the fiscal mess. Eventually, as a weak inter- 
nal situation combined with external 
shocks, the crisis came. Its effects will take 
time to overcome, but the story of Russian 
reform is not yet over. 
There is no shortage of suggestions for 
reshaping the international financial sys- 
tem. Among the main ones are plans to 
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The euro will give an additional impe- 
“tus to European tourism, but it will also 

cause a shift in travel flows. Mainly 
European ‘holidaymakers stand to 
- “benefit from the switch to euros. They 
will save an estimated DM3 billion per 
year due to the fact that currency con- 
versions will soon become obsolete in 
Europe. 





The travel and tourist sector is current- 
ly being regarded as one of the fastest- 
growing industries in the world. De- 
spite the world economy's comparati- 
vely weak growth and high unemploy- 
ment in many industrial countries, 613 
million people travelled abroad in 1997, 
a good three per cent more than the 
year before, thus setting a new record. 
Germans alone spent DM158 billion on 
holiday and business travel in 


EURO WILL SPUR TOURISM 





and transfers are estimated to amount 


to up to five per cent of the cost of for- 


eign travel. Hence there is potential in 
the EU for saving some DMB billion 
annually. So far, hedging costs have 
been incurred mainly by dint of the fact 
that operators book their capacities 
between 12 and 18 months in advance 
and therefore have to hedge their cur- 
rency exposures. 

2. Europe's tourists will no longer be 
burdened with conversion fees and the 
spread between buying and selling 
rates. Potential savings from these 
sources are difficult to quantify, but 
they should have à magnitude of up to 
DM3 billion per year. A large part of the 
cost savings thus achieved is likely to 


be “reinvested” in the form of longer ar 


more expensive travels, thus gener- 


‘among the providers of tourist serv- 
ices, most of the savings mentioned 










SPOTLIGHT 






increased competition thus caused 







above are likely to be passed on to the... 
customers. ; 





Chances for third countries. 
The introduction of the eu ely 
lead to a gradual narrrowing of the 
purchasing-power differences am 
the EMU members states. While th 
differences will not disappear com- 
pletely, they will tend to-.shrink. as 
prices in the EU converge. This could. 
boost tourism in Germany and Britain 
(provided Britain joins EMU inthe near 
future), which are high-price countries 
in the EU at present. An expandin 
tourist tráde would give welcome relief 

to Germany's travel account, which 
currently shows a deficit : 





















Germany and abroad. 

This makes the tourist sector 
one of the leading industries. 
After all, tourism in Germany 
matches the economic impor- 
tance of such industries as auto- 
mobiles, machinery and chemi- | 
cals; it accounts for almost | 
seven per cent of total value- | 
added. Besides, some two mil- 
lion jobs depend on this sector. | 
Its relative importance in the 
European Union is even greater: 








its share of the EU's value-added 
and total employment is a good 12 per 
cent and 13 per cent respectively. 

As a large part of tourist travel is for- 
eign travel, the start of the euro can be 
assumed to have an even greater 
impact on the tourist industry than on 
many other sectors. The main reasons 
why the introduction of a common 
European currency can be expected 
to have, on balance, a positive effect 
on the tourist industry are discussed 
below: 

1. Tour operators’ currency-related 
costs will disappear. Expenses arising 
in connection with exchange and inter- 
est-rate risks, currency conversions 
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ating additional sales for the tourist 
industry. 

3. The large single-currency area will 
make Europe more attractive to visitors 
from third countries. Mainly tourists 
from other continents usually visit 
several European countries on the 
same trip and will therefore also bene- 
fit from single-currency Europe. 

4. The euro-zone should attract addi- 
tional investors from non-EU countries, 
as it will develop into the world’s No.1 
tourist area. 

In the final analysis, tourists will be 
the main beneficiaries. Thanks to the 
greater price transparency and the 
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more than DM51 billion. 
mans spent almost three times: 
as much abroad in 1997 as for- 
eign tourists spent in German 
But the shifts in travel flows wi 
not be limited to EMU countries; 
they will also occur between 
euroland and third countries. 
| Trends could well point in opp 
| site directions. On the one hand, 
destinations within the eur 
l zone can be expected to gain 
in attractiveness for EMU resi- 
‘dents, as the same currency can 
be used in all EMU countries. Hence 
it will no longer be necessary to ex- 
change currencies and to figure out 
how much an article would. cost. 
home, which will facilitate 'compariso 
shopping’. On the other hand, the intro- 
duction of the euro could also cause 
tourists to flock to those non-EU coun- 
tries where they will continue to have 
a purchasing-power advantage after 
the switch to the euro. 
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strengthen national banking and financial 
systems; mechanisms to reduce contagion; 
capital controls; the need to minimise 
moral hazard; new exchange-rate regimes; 
and reform of the ımr itself. 

Banking weaknesses have either caused 
or aggravated all the recent crises. Most of 


these weaknesses were identified in ad- 


'xance by the Imr, but efforts to get countries 
to take pre-emptive action were not suc- 
cessful. The development of international 
banking standards, the Basle core princi- 
ples, is an advance. But although we are 
starting to strengthen surveillance of bank- 
ing systems, enforcement mechanisms are 
lacking. One option among others might be 
to impose differential provisioning re- 
“quirements against loans to different coun- 
tries, depending on the standards met by 
their banking systems. 


` Containing contagion 
: The virulence of the recent contagion raises 
. troubling questions about financial mar- 
. kets. Admittedly, contagion is rarely base- 
less: the markets treat countries in better 
shape more kindly than those in worse 
shape. Nonetheless, the technical factors 
contributing to contagion suggest it has 
been excessive—and that a way should be 
found to moderate it. That task will fall 
^ mainly to financial regulators, who should 
ensure greater transparency of positions 
being taken by investors, and consider 
> when leverage can be excessive. 

Fuller information should increase the 
efficiency of international capital flows. 
;Through its special data dissemination 

standard, the 1MF is prodding countries to- 
wards greater transparency. The standard 
* needs strengthening, for instance by pro- 
viding more timely data on foreign-ex- 
change reserves and complete data on for- 
ward transactions by central banks. We 
also need better information on short-term 
debt, on which the Bank for International 
Settlements and others are working. 
Malaysia’s decision to impose controls 
on capital outflows—and support for the 
idea among some academics—raises the 
; question of whether such controls will once 
again become widespread. The 1MF's posi- 
tion has long been that capital-account lib- 
eralisation should proceed in an orderly 
way: countries should lift controls on out- 
flows only gradually as the balance of pay- 
ments strengthens; liberalisation of in- 
flows should start at the long end and move 
to the short end only as banking and finan- 
cial systems are strengthened. We have not 
opposed Chilean-style, market-based mea- 
~ sures to regulate capital inflows at the short 
--end, but they must be considered case-by- 
case (Chile has recently eased its controls). 
Yet long experience shows that any 
short-term benefits that controls on out- 
flows produce will be outweighed by their 
long-term disadvantages, as they encourage 
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domestic evasion and capital flight, and 
discourage foreign investors. After Malay- 
sia’s imposition of controls, other Asian 
countries have firmly rejected them, as has 
Latin America. We should, even so, recog- 
nise that the lure of isolation from the inter- 
national system will increase unless mar- 
ket turbulence settles. 

Next is the issue of moral hazard. It is 
hard to see evidence of this on the part of 
policymakers. Most countries do their ut- 
most to avoid going to the imr. The thorn- 
ier issues arise on the side of investors. 
Some point to investors who take exces- 
sively risky positions on the back of an IMF 
safety net. Others are concerned that inves- 
tors who should have paid a penalty may 
be bailed out by mF lending. 

These worries should now be mitigated 
as most investors in Asian countries, and 
especially investors in Russia who bet on 
the “moral-hazard play”, have taken very 
heavy losses. We need to balance concerns 
over moral hazard against the costs for the 
system of exacerbating instability by failing 
to assist countries in need. This issue is 
closely tied to the question of how to “bail 





in” the private sector (ie, get it to roll over its 
debts or provide new money rather than 
rushing for the exit The imr and other 
groups, including the G22, are working on 
this high-priority problem. 

We also again need to appraise ex- 
change-rate regimes for emerging market 
countries. The recent crises have all taken 
place in countries with fixed or semi-fixed 
exchange rates. Yet several countries, in- 
cluding Argentina, have benefited from a 
fixed rate; and currency crises also affect 
countries with flexible rates. The argument 
has been made that there are really only 
two stable exchange-rate systems: a freely 
floating rate, or the adoption (perhaps via a 
currency board) of another country’s cur- 
rency. With the expected success of EMU, 
more currency blocks may develop. But for 
now, we are in an uncomfortable in-be- 
tween world in which floating rates are 
sometimes too volatile and fixed rates 
sometimes too vulnerable to attack. 


“next crisis, we need urgen 











































REFORMING WORLD FINANCE. 


Lastly there is the question of reforming 
the Mr. Many of the changes discussed. 
above will affect its role. There is also g 
eral support—including from the manag 
ment of the rMr—for greater transparency 
in IMF operations. There has been much 
progress in recent years, as a visit to ou 
website (www.imforg) can show. More can 
be done, but only with the full support of 
the membership. 

It is sometimes argued that the IMF is 
not accountable. That is not true. It is full 
accountable to its membership, through 
the 24-member executive board that repr 
sents the 182 member countries No loan or 
other big decision is taken wit 
board’s approval. Overall 1ME pe 
set by the 24-member interim com 
made up of finance ministers and centra 
bank governors, which meets twice a yi 
Most complaints about accountability are: 
really about transparency. If more details of 
IMF operations were published, there 
would be more room for appraisal by out 
siders-—which would be to the good, on 


What to do now 


While work on the ihtemational finance! 
architecture moves ahead ‘to pre 


present one. Four steps are neede 
First, as the balance of risks 
national economy has 
the stance of monetary policy in. 
and Europe. This week's cut in A : 
interest rates is welcome news. It is so. 
good that European central bank 
suggested that European rates should con- 
verge to the low levels in France and Ger- 
many rather than meet in the middle. 
Second, Japan's continuing recession is : 
a major problem, both for Japan and fo 
the rest of the world. Rapid action to sort 
out its banks, and further fiscal stimulus, 
would go a long way to help Japan and the 
rest of Asia recover. 
Third, the key to stopping the spread of : 
the crisis is Latin America; and in Latin. 
America it is Brazil. Latin American coun- 
tries have made genuine progress in struc- 
tural reforms this decade. They have re- 
acted courageously to recent financial 
pressures by tightening monetary and fis- 
cal policies. Brazil's President Cardoso has . 
left no doubt that he will take more fiscal 
action after the election. ; 
The international financial system; 
which has sustained the world economy 
through 50 years of growth and prosperity, 
needs reform to ensure that this contin- 
ues—and that the mistakes of the 1930s are 
not repeated. For the imF, which has had a 
central role in the system, to continue to 
play its part, it needs the support of its 
membership as it adapts to a changing 
world economy—and it urgently needs the 
quota increase. 
——— E d 
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The Social Democrats, led by 
Gerhard Schroder, easily 
won a general election, oust- 
ing—after 16 years—Helmut 
Kohl and his Christian Dem- 
ocrats. Mr Schröder began ne- 
gotiating with the Greens to 
form a ruling coalition. 


Mr Kohl said he would step 
down as the Christian Demo- 
crats’ leader next month. He 
will probably be succeeded 
by Wolfgang Schäuble. 
Theo Waigel, leader of Bavar- 
ia’s Christian Social Union, 
which was in coalition with 
Mr Kohl's party, is handing 
over to Edmund Stoiber, Ba- 
varia’s state premier. 


Mr Schroder made a swift 
post-election visit to France, 
whose president, Jacques 
Chirac, said that the French- 
German axis in Europe 
needed reinvigorating. 





A Russian deputy prime 
minister in charge of negoti- 
ating loans from abroad, 
Alexander Shokhin, resigned 
after barely a week in office. 


Slovakia’s authoritarian 
prime minister, Vladimir 
Meciar, said he would bow 
out, after his ruling coalition 
lost its parliamentary major- 
ity in a general election. 


Albania’s ruling Socialists 
nominated 30-year-old Pan- 
deli Majko as prime minister 
in place of Fatos Nano, who 
resigned. Mr Majko would be 
the youngest head of govern- 
ment in Europe. 
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At least 30 ethnic Albanians, 
many of them women and 
children, were massacred in 
two incidents in Kosovo, a 
province of Serbia. That flew 
in the face of the Serbs’ claims 
that they had ended their of- 
fensive. NATO readied itself 
for military intervention. 


Belgium’s interior minister, 
Louis Tobback, resigned after 
a 20-year-old Nigerian 
woman died while being 
forcibly deported. Two police- 
men were charged with invol- 
untary manslaughter. Mr 
Tobback’s predecessor re- 
signed only five months ago 
over another scandal. 


Cut 


In America’s budget debate, 
the House of Representatives 
approved a tax cut of $80 
billion to be paid for with 
projected budget surpluses. 


Lawyers for Bill Clinton and 
Paula Jones began negotia- 
tions over dropping her sex- 
ual-harassment case against 
the president. 


California moved its pri- 
mary from the end to the be- 
ginning of March, greatly en- 
hancing the state’s future role 
in the nomination of candi- 
dates for the presidency. 


FE 


Hurricane Georges claimed 
about 380 lives as it swept 
through the Caribbean, caus- 
ing particular damage in 
Haiti, Cuba and the Domini- 
can Republic before sweeping 
through the Florida Keys and 
along America's Gulf coast. 








Mexico's finance minister de- 
nied that the government 
might abandon the peso in 
favour of the American dol- 
lar. Speculation was set off by 
press reports that Banamex, 
the country’s biggest bank, 
and a leading think-tank sup- 
ported the idea. The peso, 
much devalued in recent 
years, has lost another 20% of 
its value this year. 


Hundreds of Peruvians 
stormed the presidential pal- 
ace, demanding jobs and de- 
nouncing President Alberto 
Fujimori's plans to seek a 
third term. 


Abused 





Anwar Ibrahim, the former 
deputy prime minister of 
Malaysia, appeared in court 
accused of corruption and 
sexual misconduct. His face 
was badly bruised, appar- 
ently from a beating while in 
detention. Mr Anwar was ar- 
rested after leading a big anti- 
government demonstration. 


More than 1,300 soldiers and 
Tamil rebels died in renewed 
fighting in Sri Lanka as gov- 
ernment forces tried to cap- 
ture the highway to the north- 
ern town of Jaffna. 


Médecins sans Frontiéres, a 
European charity, withdrew 
its team from North Korea, 
claiming that food aid for 
children was being misused. 


Cambodia’s general elec- 
tion in July was badly flawed 
by government interference 
and intimidation of voters, 











POLITICS THIS WEEK 


according to an American 
group, the International Re- 
publican Institute. 


India and Pakistan, both of 
which have recently tested 
nuclear weapons, said they 
were prepared to sign an in- 
ternational treaty banning 
such tests. 


Inching forward 


Yasser Arafat, the Palestinian 
leader, and Binyamin 
Netanyahu, the Israeli prime 


| minister, met Bill Clinton in 


Washington and discussed a 
compromise plan for Israeli 


| withdrawal from the West 


Bank. They agreed to further 
talks this month. 


Iran rebuffed an American 
offer of formal talks to re-es- 
tablish relations with the 
United States. Kamal 
Kharrazi, the Iranian foreign 
minister, said America still 
had a cold-war mentality to- 
wards Iran. 


Either the Sudanese or the 
Congolese were thought re- 
sponsible for the bombing of 
areas near the Ugandan bor- 
der with Congo. Chad an- 
nounced it was sending 1,000 
troops to Congo to support 
President Laurent Kabila. 
Libya held talks with five 
presidents about Congo. 


Sudan closed schools and 
universities, and called for a 
general mobilisation for a 
"decisive battle" to defeat 
what it called Ugandan 
aggression. 


Libya said it should not have 
to supply prosecution wit- 
nesses in the trial of two of its 
citizens accused of the 
Lockerbie bombing. 


Denis Halliday, the UN's oil- 
for-food co-ordinator for Iraq, 
resigned. He said sanctions 
were a bankrupt concept that 
hurt the people of Iraq but 
not its government. 
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In your dreams 



























-| The long-awaited event hap- 
| pened—but the decision by 
America’s Federal Reserve to 





| first drop in nearly three 

| years, was not enough for in- 
vestors hoping for a bigger 
cut. Stockmarkets almost ev- 
erywhere slid, though shares 
in closely watched Brazil re- 
vered after a bad start. The 
llar fell against the p-mark 
à 19-month low. 












_ | Six months ago, the mF fore- 
. ^). cast that world economic 

|. | growth this year would be 

«T: 3.4%; now it reckons that 
growth this year will reach 
|; only 2%—maybe. Japan's out- 
` |. put, put at zero growth six 
months ago, will decline by 
2.5%; Russia's 1% growth 
slumps to a 6% fall. 





.| ing could spur a 1% rise in 
^ GDP growth across the region. 
Japan’s finance minister, 


said his government may ex- 
tend $30 billion-worth of aid 
to South-East Asian countries. 


Consumer confidence in 
America fell for the third 
month running. The Confer- 
ence Board’s measure fell 
seven points in September to 
126, its biggest fall since 
January. 


In Japan, business confi- 
dence has also deteriorated 








"shave its key short-term inter- 
| est rate by 0.25% to 5.25%, the 


| The World Bank wants Asian 

| economies to cut their inter- 
est rates. It also said a $10 bil- 
lion increase in deficit spend- 


Kiichi Miyazawa, meanwhile, 





| 
| 
| 
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in the past three months, ac- 
cording to the Bank of Ja- 
pan’s latest quarterly Tankan 
survey. Japanese firms expect 
capital spending to fall 8.7% 
this year. 


Nightmare 


In Tokyo, the Nikkei stock av- 
erage slumped 5% to a fresh 


12-year low of 13,172. Not only 


did the government fail to 
prop it up on the last day of 
the fiscal half, but a credit-rat- 
ing agency, Moody’s, slashed 
the long-term debt rating of 
Nomura Securities, Japan’s 
top brokerage, from A1 to 
À3--and left it on review for a 
further downgrade. 


As expected, Goldman 
Sachs confirmed that it was 
shelving indefinitely its plan 
to go public. Wall Street's big- 
gest private partnership will 
for the time being go back to 
naming new partners, and re- 
tiring others, as usual. 











London remains by far the 
biggest foreign-exchange 

| dealing centre, with average 
daily turnover rising from 
$464 billion in 1995 to $637 
billion this year, a slower 
growth than New York's but 
still a greater turnover than 
New York and Tokyo com- 
bined. Tokyo's turnover slid 
by 8%, the survey organised 
by the Bank for International 
Settlements showed, its first 
fall since the triennial survey 
began in April 1986. 


In one of Japan's biggest 








an affiliate of Long-Term 
Credit Bank of Japan, with li- 
abilities of more than ¥2 tril- 
lion ($15 billion), filed for 
protection from creditors. 


Reverberations continued 
from the bail-out of Long- 
Term Capital Manage- 
ment. uBs, a Swiss bank, 
admitted losing $678m. Yet 
the 14-strong bank consor- 
tium now running LTCM 
hopes to raise new money 
and eventually sell its 9096 
holding. 


In a bid to stem a huge out- 
flow of capital, China tight- 
ened foreign-exchange con- 
trols and ordered the 
repatriation of billions of dol- 
lars it reckons local compa- 
nies are holding illegally 
overseas. 


Ambitions 


IBM's Global Network, 
which it slipped on to the 
market in August, has, as ex- 
pected, attracted the eye of 
AT&T, which is in talks with 
Big Blue over a purchase that 
could cost up to $4 billion 
but provide the telecoms gi- 


| ant with a ready-made data- 


transmission unit. 


Cable & Wireless Optus, 
Australia's second-largest 


| telecoms group, is to go 


ahead with an initial public 
offering despite jittery mar- 
kets, It will be valued at 
around A$6.65 billion ($3.94 
billion). Britain’s Cable & 
Wireless, the largest share- 
holder, will invest a further 
A$1.45 billion in the group to 
bolster its controlling inter- 
est; the second-largest share- 
holder, Mayne Nickless, a lo- 
gistics and health-care group, 
will offload its 25% stake 
through an entitlement offer 
to its shareholders. 


Britain’s Formula One 
Holdings put off for “two or 
| three years” its stockmarket 


Wl fae poe | a but said its would 
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| Gillette is suffering from the 





borrow $2 billion on the Eu- | 
robond market instead. The 
company, which controls tele- 
vision rights to the motor-rac- 
ing world CELER has: 
had internal wrangles to sort: 
out, as well as some disagree- | 
ments with the European 

Commission. eur 

























cut and thrust of fierce com- . 
petition and a sharp drop i 
sales in some emerging mar- 
kets. The American razor 
group is to cut 4,700 jobs, 11% 
of its worldwide workforce, 
close 14 factories and take a. 
$350m quarterly charge. It 
said third-quarter operating 
profits would be down about 
20% after years of growth. 





































Castorama of France and 
Kingfisher of Britain are to... 
merge their home-improve-. 
ment businesses to create Eu- 
rope's largest such retailer (in 
a fragmented market) and the 
third-largest in the world, 
with annual sales of about £4 
billion ($6.8 billion). 


| 





America’s AMP, a maker of. 
electronic conductors fighting 
off a $9.8 billion hostile bid : 
from AlliedSignal, whose in- | 
terests range from aerospace ` 
products to chemicals, plans 
a $1.65 billion buyback of up 
to 14% of its shares to 
strengthen its defences. 


PSA Peugeot Citroén of 
France and America’s Ford 
will develop a range of small 
diesel engines in a FFr2 bil- 
lion ($357m) joint venture. Al- 
luding to the gigantic merger 
of Daimler-Benz and Chrys- 
ler, Peugeot cited this co-oper- 
ation as “our response to the 
challenge of globalisation”. 
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We currently offer a choice of five Savings Accounts 


OFFSHORE INSTANT 


Sterling - gives you immediate access to your funds 
coupled with attractive rates of interest 


OFFSHORE 90 
Sterling 


days’ notice 


OFFSHORE 180 


Sterling - premium interest rates. Two penalty-free 
withdrawals, each calendar year, of up to 10% of 
Further withdrawals subject 








higher interest rates, in return for 90 





your account balance 
to 180 days’ notice 


OFFSHORE US DOLLAR CALL 


Aitractive rates of interest and no notice is required for 


withdrawals 


OFFSHORE DEUTSCHEMARK CALL 


Mtractive rates of interest and no notice is required for 
withdrawals 


Funds can be paid and received in most major currencies 


first thought 


ABBEY 
NATIONAL 
OFFSHORE 





Get wise. 
The Abbey National range of Offshore Savings Accounts 


are designed to meet the needs of the international investor, offering 


high flying interest rates in three currencies 


As an Abbey National Offshore investor, your money is safe and 
secure in either the Isle of Man or Jersey, two highly reputable 
international finance centres. What's more, your money is guaranteed 


by Abbey National ple, and it’s easy to get at. So, if you have to make 


get 
a sudden swoop, you needn't worry, your savings are there 

Get wise as to how Abbey National in the Isle of Man or Jersey can help 
your money grow. Complete, then post or fax the coupon to the location of your 


: , j T 
choice, for details and a copy of our informative booklet 


Abbey National, one of the world’s strongest banking groups 


The Abbey National group is rated AA by Standard & Poors 


Isle of Man: Jersey: 


Abbey National Abbey National 
Treasury International Limited 

PO Box 150, Carrick House, 

Circular Road, Isle of Man, 


IM99 INH, British Isles 


PO Box 545, Jersey JE4 8XG 


Channel Islands 


Fax - UK: 01624 644691 Fax - UK: 01534 885050 


Fax - Int: +44 1624 64469] Fax - Int: +44 1534 885050 


Treasury International Limited 


Please send me full details of your Offshore Deposit Accounts along with your current interest rate 


ind a copy of ir free booklet, ‘Offshore Investment with Abbey National 
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Malaysia’s nasty bruising 


KUALA LUMPUR 


The persecution of the sacked deputy prime minister looks worrying 


EVER before have the quiet, tree-lined 
roads around the courthouse in Peta- 
ling Jaya, a suburb of Kuala Lumpur, seen 
anything like this: scores of police lorries, a 
few water cannon, armed personnel, a heli- 
copter hovering overhead and an unprece- 
dented traffic jam. The cause of the disrup- 
tion, on September 30th, was the second 
court appearance in two days by Anwar 
Ibrahim. Mr Anwar was sacked last month 
as Malaysia’s deputy prime minister, 
arrested a few days later, and has 
now been charged on five counts of 
sodomy, and five of abusing his 
power while in office to block inves- 
tigations of his crimes. 

The day before, on Mr Anwar's 
first public sighting since his arrest 
on September 20th, he had dis- 
played his bruised arms and sported 
a black eye. Mahathir Mohamad, 
Malaysia's prime minister, who was 
once Mr Anwar' mentor but is now 
his main accuser, suggested the 
wounds were self-inflicted or pro- 
voked. Mr Anwar told his lawyers he 
had been beaten senseless by the po- 
lice who arrested him. A doctor who 
later examined him supported this 
claim. However Mr Anwar met his 
injuries, Dr Mahathir has sent a pow- 
erful message by allowing him to ap- 
pear in court in this state: that he 
really does not mind if the outside 
world is outraged; still less ifhis own 
people are scared. 

Many Malaysians had already 
been angered by the treatment 
meted out to Mr Anwar: the relent- 
less press coverage of his alleged 
crimes—adultery, corruption and treason, 
as well as sodomy and abuse of power—is 
seen as an abuse of Dr Mahathir's grip on 
the mass media. The charges levelled in 
court did not seem to justify the build-up. 
And Mr Anwar's injuries evinced even 
more public sympathy. Nor were Dr Ma- 
hathir's accusations made more plausible 
by reports that two men, who had pleaded 
guilty to homosexual relations with Mr 
Anwar, had decided to recant and appeal 
against their jail sentences. 
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Even before the shocking spectacle of 
Mr Anwar in court, Dr Mahathir had man- 
aged to forge unlikely unity among his op- 
ponents. Two new coalitions have been 
launched grouping opposition parties and 
non-governmental organisations, to take 
up the rallying cry Mr Anwar had adopted 
in the brief interlude between high office 
and the interrogation cell: reformasi, or re- 
form. That was the theme of the protests 





Battered Anwar remains defiant 


which, in May, brought down President Su- 
harto of Indonesia. Dr Mahathir has ac- 
cused Mr Anwar of plotting a similar upris- 
ing to topple him after 17 years in office. 
Mr Anwar, and several of his support- 
ers, have been arrested under the Internal 
Security Act (ISA), a draconian piece of anti- 
terrorist legislation introduced by the Brit- 
ish when their then colonial possession 
was under threat from a communist insur- 
rection in the 1950s. Repeal of the ISA, un- 
der which 106 people were locked up in 


1987, and which should have become re- 
dundant in 1989, when the last commu- 
nists surrendered, is a demand that brings 
together many strands of Malaysia’s splint- 
ered opposition. 

Dr Mahathirs opponents see some 
ground for optimism in all this. They see a 
movement gathering strength that is not 
bound by the traditional shackles of Malay- 
sian politics. Parties are organised on racial 
lines, and the political system reflects the 
numerical advantage of the Muslim Malay 
population over other groups, notably the 
Chinese, who still own much of the coun- 
try’s wealth, and the Indians. The opposi- 
tion is also heartened that the campaign for 
reformasi has not petered out with Mr An- 
war's arrest. Indeed, it seems to be spread- 
ing beyond Kuala Lumpur. Hundreds of 
protesters have now been detained, and 
not just in the capital. 

The prime minister faces some- 
thing of a crisis of credibility. The 
usual foreign suspects—such as 
America and Australia—have lined 
up to express concern about the way 
Mr Anwar is being treated. But even 
Indonesia’s president, B.J. Habibie, 
telephoned Dr Mahathir when he 
sacked his deputy, and urged him, in 
an oblique way, to behave decently. 
At home, Mr Anwar has roots deep 
in Dr Mahathir's own party, which 
dominates the ruling coalition, and 
especially among Muslim groups. 
He is no pushover. 

Just a few weeks ago, Dr Mahat- 
hir seemed poised to call a general 
election. He still may. Or the resent- 
ment his treatment of Mr Anwar has 
provoked may give him pause. Ei- 
ther way, his hope is that economic 
success will make voters forget the 
political thuggery. The stringent cap- 
ital controls he is now imposing 
have given Malaysia a respite from 
the hammering of international 
markets. But the country is still in the 
throes of a sharp economic contrac- 
tion—GDP shrank 4.8% in the first 
half of the year—and even with the loose 
monetary and fiscal policies allowed by ex- 
change controls, any short-term boost may 
simply be storing up trouble for the future. 

In the cafés of Petaling Jaya, where they 
moan about the commotion and the traffic 
jams brought by this undignified political 
tussle, the economy is the crucial issue. Dr 
Mahathir is still in an unassailable posi- 
tion in his party, and hence as prime minis- 
ter. The movement Mr Anwar inspired is 
leaderless and disorganised. But the prime 
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minister’s heavy-handedness has alienated 
many former supporters. He needs to show 
economic results quickly to head off further 
discontent, but in the present regional and 
global climate may end up with a black eye 
of his own. 





Taiwan and China 
Wooing or 
waiting? 


T LAST the Chinese and the Taiwanese 
are to talk again. Jaw, jaw, in Winston 
Churchill's phrase, now seems to be pre- 
ferred to war, war, which the two sides 
came close to in 1996. Previous talks were 
called off in mid-1995. Since then so many 
hopes have been dashed for a resumption 
oftalks that, now they are about to happen, 
nobody is getting too excited. 

The new, and possibly exciting, feature 
of the five days of discussions due to start 
on October 14th is that they will be at a 
higher level than in the past. Koo Chen-fu, 
Taiwan's top negotiator with China, will 
meet not only his Chinese counterpart, 
Wang Daohan, but also Qian Qichen, a 
Chinese deputy prime minister, and Presi- 
dent Jiang Zemin. What will they discuss? 
China wanted to talk about reunification, 
but Taiwan has refused to deal with this 
topic formally. As a result, the meetings are 
not to be called “talks” but “meetings pro- 
viding opportunities for discussion". 

This downgrading may have ad- 
vantages. The informality may en- 
courage plain speaking, so that Chi- 
na's leaders can hear directly about 
the constraints on the government 
imposed by Taiwan's democratic 
system. Mr Jiang needs to grasp just 
how unpopular the idea of reuni- 
fication is in Taiwan, to understand 
how China's own actions have con- 
tributed to this, and to realise that 
advocacy of rapid reunification 
would be suicide for any serious Tai- 
wanese political party. 

China may be prepared at last to 
face Taiwanese realities. Mr Koo's 
trip and his proposed meeting with 
the president are themselves encour- 
aging. At the beginning of the year 
such a meeting seemed out of the 
question; China demanded Tai- 
wan's virtual surrender as a condi- 
tion for restarting talks. Since then 
there have been signs of new think- 
ing about Taiwan's decade of demo- 
cratic change. A national conference 
in China on Taiwanese affairs in 
May was followed by meetings of a 
group in the Communist Party's 
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Central Committee that deals with this 
"rebel province". Reports from Hong Kong 
claim that at these meetings military action 
against Taiwan was ruled out. It would pro- 
voke foreign intervention, destroy China's 
economic progress over the past 20 years 
and make the country an international pa- 
riah for decades. However, it seems that 
China will not publicly renounce the possi- 
ble use of force. 

Given that Taiwan cannot be forced, 
can it be wooed? The Hong Kong reports 
suggest that, ifChina turned to wooing, Tai- 
wan would have to be treated as an equal. 
In any talks, priority should be given to 
some kind of peace settlement. 

In Taiwan, though, these alluring ideas 
are being treated with scepticism. China's 
long-held objective, speedy reunification, 
has not changed, say most Taiwanese. 
Those in charge of Taiwan's policy see no 
easing of what they consider China's im- 
perious and bullying attitude and its at- 
tacks on Taiwan's international stature. If 
this is wooing, they say, then China has 
much to learn about courtship. China's in- 
vitation to Mr Koo is seen as a result of 
American pressure to ease tensions, and 
Taiwan's own tough stance. 

Such dismissive talk may, however, be a 
screen to mask Taiwan's deeper worries. 
Could China's new friendliness towards 
Taiwan bea result ofa sudden surge of con- 
fidence in Beijing? China's leaders have 
long thought that American encourage- 
ment propelled Taiwanese separatism. Bill 
Clinton's public denial of support for Tai- 
wan's independence during his trip to 
China in June seems to have persuaded the 


A message for Jiang 


Chinese that this is not so. The logic is that 
the rest of the world will follow Mr Clin- 
ton's lead and decline to suport Taiwanese 
ambitions of self-determination. If so, then 
China's economic and military clout will 
force Taiwan back into the fold. This is a 
logic that an increasing number of Taiwan- 
ese are themselves starting to accept. 





Cambodia 


Unhappy returns 


PHNOM PENH 


j ren months after sponsoring a general 
election to settle Cambodia's political 
stalemate, foreign governments are still no 
closer to achieving their main ambition, 
which is to leave Cambodia alone and let 
its contesting parties get on with running 
the country. Earlier this week there had 
been some hope that they might do so. The 
three main political parties had appeared 
to come up with a rough compromise, and 
this was followed by talks on September 
29th between the parties’ senior ministers. 
Optimists hoped this would eventually 
clear the way for the formation of a coali- 
tion government. Meanwhile, observers 
from the European Union, one of the main 
sponsors of the July 26th election, were 
putting the last touches to their final report, 
due to be released on October 2nd, as they 
too prepared to leave. 

Foreign governments will not escape so 
easily. At the September 29th meeting, Mr 
Hun Sen’s government agreed to submit a 
request for a recount to the national elec- 
tion committee. On the same day the Inter- 
national Republican Institute, an Ameri- 
can group that monitors elections, issued a 
report which said the election was “among 
the worst” it had seen. Two days later Sam 
Rainsy, Cambodia’s former finance minis- 
ter and the head of one of the two opposi- 
tion parties, left for America to testify be- 
fore a Senate subcommittee. 

Mr Rainsy complains that the interna- 
tional overseers have been too quick to give 
their approval to the results of the election, 
which he says was botched in several ways. 
Besides questioning the count and claim- 
ing that voters were intimidated, he refuses 
to accept the formula used to allocate seats 
in Cambodia’s National Assembly. That 
formula was changed without notice just 
before the election, which Hun Sen’s Cam- 
bodian People's Party (CPP) won by gaining 
41% of the vote. 

Even a recount might not amount to 
much, because Mr Hun Sen controls the 
country and the armed forces. Since the 
election, more than 200 opposition sup- 
porters have disappeared or been killed. 
Mr Rainsy hopes America will back him by 
cutting off non-humanitarian aid and con- 
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tinuing to stop Cambodia taking its seat in 
the United Nations. 

While Mr Rainsy seeks foreign help, his 
ally, Prince Norodom Ranariddh, faces in- 
creasing temptations to abandon him. Al- 
though Prince Ranariddh has also com- 
plained about the elections, his royalist 
party is being courted by the cpr. Mr Hun 
Sen desperately wants to form a govern- 
ment that is accepted by the outside world 
so that Cambodia can take up membership 
of the regional club, the Association of 
South-East Asian Nations, and regain its 
seat at the UN. His party does not have the 
two-thirds majority required to form a gov- 
ernment on its own. By handing over some 
ministries, Mr Hun Sen hopes to lure the 
prince's party into a coalition. 

Whatever his feelings towards Mr Hun 
Sen, it would be hard for Prince Ranariddh 
to refuse a generous allotment of ministe- 
rial posts. His party's MPs are anxious to as- 
sume the power which they fought so hard 
to win. But Prince Ranariddh is also facing 
heavy pressure from his party's voters, 
thousands of whom stood up to Mr Hun 
Sen's soldiers in violent street demonstra- 
tions last month designed to get Mr Hun 
Sen to step down. If the prince now forms a 
government with Mr Hun Sen, many will 
feel betrayed. 

With foreign support, Prince Rana- 
riddh may continue to hold out for a bigger 
role in government, in the hope that Mr 
Hun Sen will make further concessions. 
But he faces an uphill battle. Most other 
countries are now content simply to keep 
dishing out aid. They do not much care 
who forms a government in Cambodia, so 
long as it is reasonably stable. 

Despite the election flaws, many Cam- 
bodian voters appear to agree. Although 
some were no doubt frightened into voting 
for the cpp by personal threats, many oth- 
ers simply concluded that opting for the 
party with the guns was the best way of 
keeping the peace. That may not say much 
for Mr Hun Sen’s brand of dictatorship. But 
it does suggest that a cleaner election pro- 
cess might not have made much difference. 
As one aid worker put it, without a hint of 
irony: “These elections were important— 
just thank God he won.” 





The Philippines 
A phoenix arises 


MANILA 


HE employees who lit candles and 

prayed for deliverance as Philippine 
Airlines was given its last rites are wrong if 
they believe the expected resurrection of 
the national flag-carrier is a miracle. But 
there is a miraculous quality to the way Jo- 
seph Estrada, the country’s new president, 
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And it’s all worked out nicely for Estrada 


used the affair to transform himself from a 
demon into an angel in the eyes of many 
ordinary Filipinos. 

Mr Estrada was smiling angelically as 
the airline’s owner, Lucio Tan, shook hands 
with Alex Barrientos, the president of the 
company’s main trade union, when they 
struck a deal on September 28th that could 
allow the carrier to start flying again. The 
only obstacle remaining is the need for 
union members to ratify the deal. Their al- 
ternative is to lose their jobs. Yet the out- 
come could have been very different. 

Mr Tan, a local tycoon, has controlled 
the debt-ridden loss-making airline since 
1995. He carried out his threat to close it on 
September 23rd, when the unions failed to 
agree to a ten-year suspension of collective 
bargaining in return for shares in the com- 
pany and seats on the board. Mr Estrada 
had pressed both sides to keep talking, but 
the unions accused him of taking the side 
of management and supporting a rich busi- 
nessman against oppressed workers. Mr 
Estrada, a former tough-guy film star, took 
office in June after portraying himself in 
the preceding election campaign as a 
champion ofthe underdog. 

Mr Estrada further angered the unions 
by refusing to use government money to 
rescue the airline. Many saw its collapse as 
not just the demise ofa national institution 
(it claims to be Asia's first airline), but also 
the loss of a vital form of transport. The 
Philippine archipelago is made up of more 
than 7,000 islands and the national airline 
dominated about half the domestic air- 
travel market. When it stopped flying, thou- 
sands of passengers were left clamouring 
for seats on the country's smaller airlines, 
and provincial businessmen were desper- 
ate to get cargo out. 

Once again, Mr Estrada's opponents 
criticised him for blustering and blunder- 
ing. His apparent inaction in the face of 
Asia's economic turmoil, claim his rivals, 
shows he is not up to the job of president. 
Although the Philippines has not been hit 
as hard as some of its neighbours, the coun- 
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try is nevertheless close to recession. Mr Est- 
rada’s oft-repeated excuse for not taking ac- 
tion is that the government does not have 
the money to do the things he would like it 
to do. In the case of the bust airline, a lack of 
cash probably served him well. 

The turning-point came when Mr Estra- 
da called in Hong Kong’s Cathay Pacific to 
help out. Only five days after Philippine 
Airlines stopped flying, Cathay Pacific be- 
gan operating on some of its domestic 
routes. Although this inflamed nationalist 
sentiment, it pushed the national carrier's 
management and employees back to the 
negotiating table. The unions then agreed 
to almost the same deal they had rejected a 
week earlier. Some domestic services may 
resume in about a week, though interna- 
tional ones may take longer to restart. How- 
ever, foreigners are being invited to invest 
in the airline, and Cathay Pacific and 
America’s Northwest Airlines are among 
those interested. 

All this means Mr Estrada now appears 
as the saviour of the airline. His reputation 
for crisis management has also been 
boosted. And his concern for ordinary peo- 
ple has been demonstrated by his role in 
helping to save not just the jobs of several 
thousand of the airline’s employees, but 
also of lots of others who depend on it for 
their livelihoods—from the porters at air- 
ports to the fishermen whose valuable tuna 
catch has to be flown out to customers. 

Mr Estrada did all this without giving 
in to pressure to abandon the free-market 
principles that he says he espouses. He re- 
sisted calls to use emergency powers to take 
over the running of the airline, used no gov- 
ernment money and made a tempestuous 
union face reality. The affair has provided 
Mr Estrada with a much-needed fillip. Be- 
fore he was elected, the president hit back at 
critics who said he could not handle the 
job: “They are underestimating me. So I'll 
give them the surprise of their lives.” The 
deft way he turned the airline dispute to his 
advantage was certainly that. 
NEE 


29 





WV CM d 


A 
Aa 


1 
4 


ASIA 
India and Pakistan 


Can they arrange a cold war? 


DELHI AND ISLAMABAD 


Even talks, and signatures on the test-ban treaty, will leave the region nervous 


OW good is the news that India and 
Pakistan are prepared to talk to each 
other and, eventually, to sign a treaty ban- 
ning nuclear-weapons testing? Anyone 
who thinks this thaw will melt down South 
Asia’s small stockpiles of nuclear weapons 
or unfreeze the two countries’ positions on 
Jammu & Kashmir, an Indian region part 
of which Pakistan covets, will be disap- 
pointed. Nevertheless, there may be more 
modest grounds for hope. 

With their recent announcements at the 
UN General Assembly, the Indian and Paki- 
stani prime ministers narrowed the gap 
with the United States, which imposed 
sanctions on both countries after they 
tested nuclear weapons earlier this year. 
Signing the Comprehensive Test-Ban 
Treaty (CrBT) is one American demand. 
Atal Behari Vajpayee, India's prime minis- 
ter, and Nawaz Sharif, his Pakistani coun- 
terpart, now say they will do so before Sep- 
tember 1999, when signatory countries 
meet to discuss how to put the treaty into 
effect. Both governments also recently soft- 
ened their opposition to talks on a treaty 
banning production of fissile material 
used to make nuclear weapons. 

Yet neither has promised to refrain 
from testing missiles or arming them with 
nuclear warheads, another American de- 
mand. Their most encouraging commit- 
ment is simply to talk, on trade, drugs, ter- 
rorism and other “confidence-building 
measures”, after the bellicose exchanges 
that followed their nuclear tit-for-tat. 

The Indians insist that tensions with 
Pakistan are no more likely to provoke nu- 
clear war than did the half-century cold 
war between America and the Soviet 
Union, and that they can be trusted with 
nuclear weapons. The analogy is worringly 
wide of the mark. Alaska was not Kashmir: 
it did not harbour a sometimes mistreated 
minority, nor did the Sovet Union lay 
claim to it. Russian-backed guerrillas did 
not massacre American civilians. The two 





superpowers fought only proxy wars. Paki- 
stan and India have fought three wars since 
independence in 1947 and their troops 
routinely shell each other across the “line 
of control” that divides Kashmir (see map). 
Where America and the Soviet Union had 
elaborate safeguards against the sort of mis- 
calculation that could trigger a nuclear ex- 
change, Indian and Pakistani procedures 
are rudimentary and often ignored. Ac- 
cording to a recent paper by the Stimson 
Centre, a Washington-based think-tank, the 
two armies use their hotline “perfunc- 
torily” and evade requirements to notify 
the other side of large troop movements. 


Talking broadly 

The talks, set to start on October 15th, will 
cover a broad agenda, as India had wanted, 
taking in everything from cross-border 
shelling and deployment of missiles to 
trade in energy and a proposed bus service 
from Delhi to Lahore. But Kashmir, which 
Pakistan regards as the main issue worth 
discussing, will also be on the agenda. It 
should be remembered, however, that a 
previous series of talks between India and 
Pakistan broke down in 1997 with little to 
show in the way of progress. 

Much depends on whether the two 
countries’ leaders can keep politics from 
polluting diplomacy. The omens are not 
encouraging. Mr Vajpayee’s government is 
a shaky coalition of a dozen parties, which 
can be rallied only by chest-thumping on 
highly charged issues like Kashmir. The rul- 
ing Hindu-nationalist Bharatiya Janata 
Party is itself split over how quickly to pro- 
ceed with economic reforms. This is not a 
good time for concessions. 

Mr Sharif is in worse trouble. Sanctions 
have hit Pakistan hard and the country is 
struggling to repay its foreign debt. Paki- 
stan should be eager to scramble back into 
the West's good graces, if only to open the 
way for an iMr-led bail-out that would save 
the country from outright default. But 
events are pushing the other way. The 
American attack on terrorist bases in 
Taliban-led Afghanistan, an ally of Paki- 
stan, the threat ofwar between Afghanistan 
and Iran, and growing hardship within Pa- 
kistan are hardening opinion against 
America and its demands. And Mr Sharif, a 
moderate compared with Islamic funda- 
mentalists and some of the military men 
who might seek to replace him, also faces 
allegations of corruption, which he denies; 
even so, he may now find it more politic to 
provoke than to placate India. 
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A pointed message 





Even under the best conditions, Kash- 
mir will take decades to sort out. No Paki- 
stani politician will dare suggest that the 
country's claim to India's only Muslim-ma- 
jority state is anything less than total. With 
somewhat less conviction, India demands 
the return of that part of Kashmir now con- 
trolled by Pakistan. Some Indian diplo- 
mats say privately that the only solution 
lies in turning the current line of control 
into a permanent border. But when the 
country's chief negotiator on nuclear issues 
with America hinted at such a settlement 
recently, he was roundly criticised and ob- 
liged to retreat. When it comes to Kashmir, 
India and Pakistan seem to agree only on 
rejecting the idea of independence, a de- 
mand of some Kashmiri activists. 

Nor will talks lead to nuclear disarma- 
ment. Both countries refuse to sign the Nu- 
clear Non-Proliferation Treaty, which 
would in effect oblige them to scrap their 
nuclear arsenals. The established nuclear 
powers are thus in the awkward position of 
refusing India and Pakistan entry to their 
club, while admitting that their weapons 
will not disappear. America is reluctant to 
withdraw sanctions, for fear of encourag- 
ing others, including Iraq or Iran, to build 
the bomb. Yet America knows that sanc- 
tions cannot continue forever. 

On September 29th congressional lead- 
ers agreed to give President Bill Clinton au- 
thority to waive some sanctions for one 
year. That does not mean they will end 
quickly. America will insist on progress to- 
wards regional peace, on help in stopping 
further proliferation and on the signing of 
the crst, even though it does nothing to de- 
prive countries of nuclear weapons, once 
they have tested them. America may be pre- 
paring to grit its teeth and admit two new 
members to the nuclear club. 

Will they conform to the club's rules or 
blow it up? That depends on whether their 
leaders can avoid using Kashmir as a bar- 
gaining chip in domestic politics—and nu- 
clear threats as a lever in Kashmir. 
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UNITED STATES - 


“WASHINGTON, DC 


“AT THE height of hostilities between 
"X Rome and Carthage, Cato the Elder 
could not keep quiet. Every diatribe he de- 
livered in the Senate ended with the words 
- Delenda est Carthago—"Carthage must be 
^; destroyed.” Cato's battle cry incited the Ro- 
t mans to invade northern Africa, burn Car- 
^-thage to the ground and plough salt into 
the enemy soil. Although James Carville, 
Bill Clinton’s devoted pit-bull and strate- 
zogist, may not (yet) be advocating such ex- 
treme measures, his hatred of the Republi- 
“can. establishment is no less venomous, 
With Catonian zeal, Mr Carville declared 
"^on September 27th that he would “roll into 
battle” against Newt Gingrich, the House 
speaker, a man he has characterised across 
the land as “a sanctioned, certified, adjudi- 
cated and confessed liar”. It is all part of a 
larger White House strategy to villianise the 
president's foes. Evidently, Mr Clinton's pe- 
riod of contrition is over. 

The White House is not admitting this, 
of course. Mr Clinton’s press spokesman, 
Mike McCurry, distanced himself from Mr 
Carville’s comments and pledged that the 
president will maintain a "careful, digni- 
fied approach" to White House relations 
with Congress. Yet the administration is 
clearly energised to fight, once again, to 
save the president's hide. It has returned, in 
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The White House goes to war 








a sense, to the thing it does best: campaign- 
ing. Employing the “war room" mentality 
that was so successful in 1992 and 1996 (in 
which. Mr Carville always took a starring 
role), the president's advisers are now tak- 
ing on the Republican Congress as a whole. 

Who could ask for a better opponent? 
In only three weeks since the Starr report 
went to Capitol Hill, Republican leaders 
have. managed to deflate most of the im- 
peachment momentum that had gathered 
since Mr Clinton's August 17th address to 
the nation. A recent New York Times/CBS 
News poll shows Mr Clinton's approval 
rating rising as fast as Congress's is falling. 
Fully 78% of Americans believe the grand 
jury videotape should never have been 
made public. Even more promising for the 
president, 43% think that Congress should 
drop the investigation entirely, without 
even a censure of Mr Clinton. 

The day this poll was released, the presi- 
dent chose to pick a fight on territory where 
he has had success in the past: the federal 
budget. After signing a resolution to stave 
offa government shutdown for a while, the 
president accused Congress of "failing to 
meet its most basic governing responsibil- 
ity” and of choosing “partisanship over 
progress, politics over people.” Having won 
the political battle against Congress during 










































the 1995-96 shutdown, the Clinton admin- 
istration believes that it can score points by - 
once again baiting the Republicans into a. 
budget battle. As one Clinton advisor said; 
a government shutdown would even be 
“tonic for the soul". ime 
Having learned their lesson once, the 
Republicans are unlikely to be lured into 
the perils of another budget showdown. : 
Still, time is running out: By October 9th, 
the. president must sign the 13 spending 
bills that make up the 1999 budget, and 
most of the bills are still being debated on 
Capitol Hill. He has already threatened to ~ 
veto seven of them: those that contain 
controversial spending initiatives such as ` 
school vouchers, and other measures (EMF 
funding, relief for farmers) which Mr Clin- 
ton supports, but which the Republicans 
have decked with. unpalatable amend- 
ments. To avoid a presidential veto, Con- 
gress is likely to send the president only | 
those bills he is sure-to sign, passa "con- 
tinuing resolution” to keep the government . 
running, and tackle the controversial issues — 
after the November election. On the taxing 
side of the ledger, although the House has 
approved an $80 billion tax cut (which M: 
Clinton also vows to veto), Republica 
may agree to a smaller cut to avoid 
standoff. 
While the president’s wonks are debat- 
ing budget minutiae, his lawyers are busy 
polishing another prong of the White 
House campaign: settling the Paula Jones 
case. As The Economist went to press, law- 
yers for Mrs Jones and the president were 
wrangling overa settlement that would pay 
her compensation in exchange for drop- 
ping the case. More important, under the - 
terms of the deal, Mrs Jones would appar- 
ently not seek an apology from Mr Clinton 
a demand that has stalled previous settle- 
ment discussions. ; D 
By freeing himself from Mrs Jones's ac- - 
cusations the president may gain some le- 
verage on Capitol Hill. The White House 
could argue, as Mr Clinton did in his grand 
jury deposition, that the Jones case was a 
bogus lawsuit fuelled by right-wing money, 
and that the case built against him by 
Kenneth Starr, the independent counsel, 
over the Monica Lewinsky affair is built en- 
tirely on this unsound foundation. This 
may be faulty legal logic—the questions of 
perjury and obstruction of justice are still 
relevant, even if the Jones case is settled— 
but White House officials are hoping that it 
will shore up Mr Clinton's political sup- 
port among Republican congressmen who 
are wavering over impeachment. 
More than congressional Republicans, 
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however, it is members of his own party Mr 
Clinton must worry about. Relations be- 
tween the White House and Democrats in 
Congress are cooler than ever, as the presi- 
dent’s behaviour has dashed the party’s 
hopes of reclaiming a: majority in the 
House and Senate. Tensions. were further 
strained when it was reported on Septem- 
ber 29th that the White House was promot- 
ing a plan to enlist labour unions and civil- 
rights groups to donate money towards an 
advertising campaign condemning the Re- 
publicans’ handling of the impeachment 
procedure. Democrats on Capitol Hill were 
quick to scorn the idea, arguing that it 
would draw money away from their own 
campaign chests. The White House 
dropped the plan the next day. 

All the same, congressional Democrats 
may not be mollified. Many of them be- 
lieve that the president is placing his own 
political survival over that of his party. His 
efforts have spurred a rebound in public 
sympathy for him, but this may not trans- 
late into votes for Democratic candidates 
on election day. Turnout is likely to be very 
low and dominated heavily by Clinton op- 
ponents energised by the scandal. Ulti- 
mately, it may be the magnitude of their 
party’s slide on November 3rd that will de- 
termine whether Democrats choose to fight 
for their president. 

Given the opinion polls and the Repub- 
licans’ penchant for repeatedly shooting 
themselves in the foot, Mr Clinton’s offen- 
sive campaign may just save his political 
skin. Even so, merely surviving is no guar- 
antee that he can salvage what he most 
cares about, his presidential legacy. Mr 
Carville’s war against the Republicans may 
succeed, but in the long run it will be the 
American people who render judgment on 
Bill Clinton. It may be pertinent that when 
the Roman people memorialised Cato the 
Elder with a statue in the Capitol, the in- 
scription concentrated not on his military 
triumphs but on his moral virtues: he was 
the man who, “by his discipline and tem- 
perance, kept the Roman state from sinking 
into vice.” 

m 





The California primaries 
Muscling in 


OR almost. three decades. America’s 

most populous state has effectively had 
no say:in who is nominated to run for the 
White House. Until 1996, California did 
not stage its primary election until June— 
three months after lowa and New Hamp- 
shire~by which time the nominations had 
already been sewn up. In that year the state 
moved its primary forward to March 26th, 
only to find that other states had leap 
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WASHINGTON, DC 


THE rich get richer and 
the poor, it seems, do 
not det poorer, Accord- 
ind to the Census Bu- 
reau, the number of 
| Americans below the 
| poverty line last year was 13.3% of the 
| population, compared with 13.7% in 
1996. Moreover, for the fourth successive 
| year there was no year-to-year change in 
| overall income inequality. 
| Egalitarians may find this little to 
| cheer about, since the richest fifth of 
| American households still account for 
| halfofaggregate income and the poorest 
| fifth for less than 4%. Some statistics, 
| however, should hearten everyone. Al- 
| though blacksand Hispanics account for 
| disproportionately large shares of Amer- 
| ica'spoor, these shares are at least dimin- 
|. ishing. The number of poor black Ameri- 
| cans fell between 1996 and 1997 by 
| 
| 


BAROMET 


600,000 to 9.1m, while the number of 
poor Hispanics, who may be of any race, 
fell from 8.7m to 8.3m. 

Even those “poor” may be relatively 


| Poor, but not deprived | 


comfortable. As Robert Rector of the Her- 
itage Foundation points out, 41% of 
*poor' households own their own 
homes; 70% own a car; 97% have colour 
televisions; and two-thirds enjoy air-con- 
ditioning. As to food, most “poor” chil- 
dren, he says, are growing up to be “one | 
inch taller and ten pounds heavier than | 
the Gis who stormed the beaches of Nor- | 
mandy in World War II.” l 





997 total: 35.6m 
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MUT TRETEN SER RO UT Te as eR TIN NEN RUNS 


frogged over it. Bob Dole had already se- 
cured the Republican nomination before 
Californians went to the polls. 

That is now about to change dramati- 
cally. On September 28th, amid great fan- 
fare in Sacramento, California’s governor, 
Pete Wilson, signed a bill that will move the 
state’s primary to the first Tuesday in 
March, three weeks earlier than the current 
date and the earliest date that is allowed 
under the arcane rules that govern such 
things. Five other states—including giant 
New York—have also moved their prima- 
ries to the same day, and more are expected 
to follow. This will create a new landmark 
in the political calendar, a giant national 
primary that will henceforth seal the fates 
of aspiring presidential candidates. 

This will undoubtedly be good for Cali- 
fornia. A state that accounts for one in every 
eight delegates to national political con- 
ventions will at last have a say in whom 
those conventions nominate. That will put 
California at the centre of the national de- 
bate and increase the chance that one of its 
candidates will reach the White House. In- 
deed, the whole of the west coast may bene- 
fit. Oregon’s secretary of state, Ralph 
Munro, has already set the machinery in 
motion to move his state’s primary so that 
it coincides with California’s, and Wash- 
ington state may do likewise. That would 
create a west-coast primary that would ac- 
count for almost.a quarter of the votes 
needed to select the Democratic Party's 


nominee and over a fifth ofthose needed to 
select the Republican Party's. 

The new arrangements will probably be 
popular with the press corps which, come 
March 2000, will be able to swap the snow 
of Manchester, New Hampshire, for the 
sun of Los Angeles. But will it be good for 
the country? Sean. Walsh, Mr Wilson's 
Spokesman, argues that giving more promi- 
nence to New York and California, with all 
their diversity and dynamism, will force 
candidates to address national issues 
rather than focusing on parochial concerns 
or pandering to the political extremes. But 
others are not so sure. 

The new primary schedule will com- 
press the nomination process into about 
four weeks, with more than half America's 
states and three-quarters of its population 
voting in a feverish eight-day spell in 
March. This will give a huge boost to well- 
known candidates who already have giant 
political and fund-raising machines in 
place. But it will all but rule out the wild 
cards who used to be able to seize national 
attention on the strength of their perfor- 
mances in lowa or New Hampshire. 

Pete Wilson would dearly like to add his 
name to that list of well-known candidates. 
Come January 1999, he will be without a 
job in politics for the first time in more 
than three decades. His political ambitions 
recently received a boost from a Los Ange- 
les Times poll that showed his approval rat- 
ings at record levels. The change of date for 
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the primary plays into his hands, allowing 
him to concentrate on the east coast while 
his rivals have to campaign on both coasts 
at once. It will also allow him to spend his 
time wooing liberal voters in the north-east 
rather than fending off attacks from hard- 
line Republicans in the heartland who 
loathe his pro-choice views on abortion. 
Such a view is too optimistic, however. 
Even with the state’s economy booming, 
Mr Wilson is less popular in California 
than the scandal-ridden Bill Clinton. Two- 
thirds of the Californians polled by the Los 
Angeles Times said that they did not want 
him to run for the presidency. Still, even if 
Mr Wilson’s own presidential ambitions 
are destined to come to nothing, he will 
now go down in history as the governor 
who finally allowed California to punch its 
proper weight in presidential politics. 





The West 
Shudders from 
Asia 


N LAS VEGAS there are fewer Asians at 

the baccarat tables; in Hollywood the in- 
dependent film producers are selling fewer 
films to Asian distributors; in Colorado, 
the Merix Corporation is to close its Love- 
land factory because of lower Asian de- 
mand for high-tech circuit boards; in New 
Mexico, Japan’s problems have forced Ful- 
crum Direct, a mail-order firm in Rio Ran- 
cho, to shut and have persuaded Intel, Phil- 
ips Semiconductor and 
Sumitomo to delay their 
expansion plans. Are these 
signs that “Asian flu” has 
crossed the Pacific and will 
soon lay low the American 
West? 

At first glance it seems 
unlikely. After all, America 
remains in robust eco- 
nomic health, and it is the 
western states that have led 
the nation’s prolonged 
economic boom. From Ar- 
izona to Washington jobs 
have multiplied and in- 
vestment has risen. Cali- 
fornia, for example, was 
deep in recession in 1990- 
93; now it leads the nation 
in high-tech jobs, employ- 
ing more than 720,000 
people at an average wage 
in 1996 of almost $58,000. 
In Oregon, personal in- 
comes per head were 
90.9% of the national aver- 
age in 1992; by last year, 
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they had risen to 96.1%. 

Indeed, from Seattle to San Diego the 
common complaint—partly answered by a 
congressional vote in September to allow 
more visas for foreign computer nerds—is 
ofskilled-labour shortages. Since only Wyo- 
ming, with its tiny population and declin- 
ing oil and gas revenues, has lagged behind 
on the western states' journey to ever- 
greater prosperity, their economists are 
surely entitled to describe the potential im- 
pact of Asia's problems as *a bump in the 
road" rather than a damaging pot-hole. 

Unhappily, second glances are less reas- 
suring. One reason is an above-average de- 
pendence on Asia for export markets. 
Whereas around 30% of America’s mer- 
chandise exports conventionally go to Asia, 
the share for Oregon is almost two-thirds 
and for California, the nation's biggest ex- 
porter, just over half (see table) Whereas 
most of America hangs on every word from 
Alan Greenspan, the chairman of the Fed- 
eral Reserve, westerners tend to worry more 
about the nuanced statements of Japan's 
latest prime minister, Keizo Obuchi. After 
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all, Japan is both the single biggest market 
for most of their high-tech exports and the 
now-sputtering engine of Asian economic 
growth. As long as Japan remains in reces- 
sion, so will the western states' other export 
markets in East and South-East Asia. 

A second reason for worry is that eco- 
nomic diversity provides little immunity. 
High-tech exports may be affected by 
slumping demand and sliding currencies 
in Asia, but so too are agricultural products 
and minerals. Washington apple-growers 
had been anticipating a growing appetite 
in Japan; instead, they have seen their ex- 
ports in the past year drop by a third. In Se- 
attle the Boeing aircraft company, nor- 
mally the country’s single biggest exporter, 
is having to adjust to the fact that Asia’s air- 
lines are now flying almost empty. Exports 
of coal, copper and other minerals from 
Utah, Wyoming and Montana are begin- 
ning to slip because of falling demand in 
Asia and cut-price competition from Rus- 
sia and China. Moreover, if the investors 
who have fled Asia and Russia abandon 
Latin America, too, then the West will really 
be in trouble: Mexico, for example, is Cali- 
fornia’s biggest market after Japan. 

All this prompted a sobering warning 
at a recent conference in Denver from Kelly 
Matthews, chief economist of Utah’s First 
Security Corporation. “The deflationary 
impact of Asia on the world’s economy”, he 
said, “in all likelihood will be more severe 
and prolonged than current consensus ex- 
pects.” Is Mr Matthews a Cassandra, or will 
history prove him wrong? The optimists 
can mount some powerful arguments. 
Boeing, for example, is used to reschedul- 
ing aircraft deliveries for hard-pressed cus- 
tomers (cancelling a firm 
order can cost a customer 
dear). Similarly, many 
high-tech Asian compa- 
nies, however strapped for 
dollars, will have no op- 
tion but to keep buying 
parts and software from 
American companies. 

As for the western 
states’ mineral and farm 
exports, they will surely 
grow over time as less de- 
veloped Asian countries 
such as China, Vietnam 
and Indonesia increas- 
ingly industrialise and 
switch to more meat and 
grain in their diets. Too op- 
timistic by half? Maybe so. 
But in the meantime, to the 
relief of the potato farmers 
of Idaho and Washington, 
there is one export so far 
holding its share of the 
Asian market: the Ameri- 
can “French fry”. 
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| erwise, Bill Clinton might never 






The amazing Mrs Clinton 


O` Esummer weekend two years ago, America’s newspapers 
and talk shows shared a jolly laugh at the expense of Hil- 
lary Clinton. A new book claimed that the first lady had commu- 
nicated, through a spirit medium, with the dead Eleanor Roose- 
velt; and the image of this super-rational lawyer resorting to 
psychic comfort was cruelly entertaining. The following Mon- 
day, Mrs Clinton was due to appear in public for the first time 
since her humiliation, to address a conference in Nashville. The 
audience waited, cringing on her behalf. Then a beaming figure 
appeared upon the stage. “This conference is a terrific way of 
bringing together people,” she purred; “I had one of my con- 
versations with Mrs Roosevelt, and she thinks this is a terrific 
idea as well" Journalists and 
conference-goers dissolved into 
laughter, and any lingering psy- 
chic embarrassment was in- 
stantly forgotten. 

Nobody, save perhaps her 
husband, shrugs off public hu- 
miliation as elegantly as Mrs 
Clinton. Time and again since 
she drove down to Arkansas to 
manage her future husband's 
1974 congressional campaign, 
she has had to confront allega- 
tions of his infidelity: with 
Gennifer Flowers and Paula 
Jones; with a host of long-forgot- 
ten names; and now with Mon- 
ica Lewinsky. Time and again 
she has done more than merely 
stick with him; she has de- 
fended him. Had she done oth- 


have reached the White House; 
had she denounced him over 
the Lewinsky affair, his career 
might now be over. Future his- 
torians will remember the current scandal in many ways: for the 
president's childish squandering ofhuge political talents, for the 


| obsessive inquisition conducted by Ken Starr, for the disturbing 


influence of Internet-borne leaks, for the gap between the chat- 
tering classes and the public. But future biographers will focus 
on America’s remarkable first lady. 

When Ms Flowers sold her story ofa 12-year affair with candi- 
date Clinton to.a supermarket tabloid, Mrs Clinton dismissed 
the whole business as “trash for cash”, and compared rumours 
about her husband's sex life to uro sightings. When Mrs Jones 
sued President Clinton for sexual harassment, Mrs Clinton ad- 
vised him to settle out of court, despite the humiliation that 
would follow from her husband's implied admission of infidel- 
ity. When the Lewinsky story surfaced in January, some thought 
this would. be the last straw: they worried that Mrs Clinton 
would march out, destroying her husband both emotionally 
and politically. But MrsClinton stuck by him again, blaming the 
allegations on a "vast right-wing conspiracy". Now, even though 
the worst Lewinsky rumours have proved true, Mrs Clinton is 
still there, loudly defending her husband's record. 

This would be remarkable enough. But Mrs Clinton does all 
this without asking anyone for sympathy. She refuses to discuss 
her feelings; indeed, she reveals nothing of herself whatever. On 
a recent money-raising campaign swing, she assured anybody 











impertinent enough to ask that she was “Just fine!” Even officials 
who have worked with her for years seem mystified by her. One 
White House aide, no great Hillary fan, recalls a téte-à-téte with 
the First Lady at a particularly bad moment in the Lewinsky 


saga. Throughout lunch she. was “completely calm, chatting | 


about life”. Her self-control, her knack of sweeping problems 
into some corner-cabinet of her mind, is even more amazing 
than her husband's. 

Through all this, moreover, she manages to be popular. She 
exudes as much empathy as a management consultant with flu; 
she is the most ruthless of her husband's spin doctors; she has, in 
short, the qualities that would doom most public figures. But she 
has recently become the most 
popular speaker at Democratic 


to one recent poll, 54% of men 
see her as a good role model, 
and 6696 of women feel that way 
about her. It used to be that Mrs 
Clinton was especially popular 
among career women who 
identified with this lawyer- 
mum, but less so among house- 
wives. Now the polls suggest 
that non-career women are Mrs 
Clinton's keenest supporters. 

There is à message in this 
popularity, and it is not the one 
that seems most obvious. It 
would be tempting to conclude 
that Mrs Clinton's image-mak- 
ers have successfully disguised 
her ambitious side, conning 
Middle America into identify- 
ing with her. Over the years, Mrs 
Clinton has forsaken frizzy 
brown hair in. favour of soft 
blonde locks; she has traded 
nerdish spectacles for contact lenses; she has even boasted about 
her low-fat cookie recipe. After a bad spell as a front-line wonk, 
leading her husband's failed effort to reform health care, she has 
retreated to safely feminine issues like children. And yet, despite 
this careful repositioning of her brand, it would be wrong to 
think that Americans have been taken in. They do not see herasa 
traditional wife, standing meekly by an abusive man. On the 
contrary, 48% of Americans view the Clintons’ marriage as.a 
practical career relationship; and, because of this, 56% expect her 
to divorce Bill Clinton when he leaves office. 

In short, Americans see Mrs Clinton for what she is: a laser- 
brained careerist, who met her future husband in the Yale law 
library and has propelled him, not always scrupulously, to the 
White House. They are prepared to believe that she skirted the 
law in a property deal known as Whitewater; they may not en- 
tirely dismiss the extreme view, put about in recent days, that she 
defends her husband because she needs a presidential pardon 
to save her from indictment. And yet, seeing her this way, a ma- 
jerity of Americans remain fond of her. The conventional wis- 
dom holds that politicians must be packaged as feeling family 
types, rather than thick-skinned, sharp-elbowed machines dedi- 
cated to self-advancement. But America thrives on a healthy re- 
spect for ambition, even in its raw extremes. It would be a lesser 
place ifit did not admire the amazing Mrs Clinton. 


fund-raising events. According: | 
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CRIME IN AMERICA 





Defeating the bad guys 


America’s plunging crime rates have attracted attention across the world, not 


least in Britain. What’s the secret? 


OR the past six years, crime rates have 

been falling all over America. In some 
big cities, the fall has been extraordinary. 
Between 1993 and 1997 in New York city 
violent crime fell by 39% in central Harlem 
and by 45% in the once-terrifying South 
Bronx. The latest figures released by the FBI, 
for 1997, show that serious crime contin- 
ued to fall in all the largest cities, though a 
little more slowly than in 1996. 

Violent crime fell by 5% in all, and by 
slightly more in cities with over 250,000 
people. Property crimes have fallen, too, by 
more than 20% since 1980, so that the rates 
for burglary and car-theft are lower in 
America than they are in supposedly more 
law-abiding Britain and Scandinavia. And 
people have noticed. In 1994, 31% of Ameri- 
cans told pollsters that crime was the most 
important challenge facing the country. In 
1997, only 14% thought so. Some cities’ po- 
lice departments are so impressed by these 
figures, it is said, that they have lately taken 
to exaggerating the plunge in crime. 

Why this has happened is anyone's 
guess. Many factors—social, demographic, 
economic, political—affect crime rates, so it 
is difficult to put a finger on the vital clue. 
In March this year, the FBI itself admitted it 
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had “no idea" why rates were falling so fast. 

Politicians think they know, of course. 
Ask Rudy Giuliani, the mayor of New York, 
why his city has made such strides in beat- 
ing crime that it accounts for fully a quarter 
of the national decline. He will cite his pol- 
icy of "zero tolerance". This concept, which 
sprang from a famous article by two crimi- 
nologists in Atlantic Monthly in March 
1982, maintains that by refusing to tolerate 
tiny infractions ofthe law—dropping litter, 
spray-painting walls—the authorities can 
create a climate in which crime of more 
dangerous kinds finds it impossible to 
flourish. The Atlantic article was called 
“Broken Windows"; if one window in a 
building was left broken, it argued, all the 
others would soon be gone. The answer: 
mend the window, fast. 

The metro system in Washington, DC, 
was the first place where zero tolerance 
drew public attention, especially when one 
passenger was arrested for eating a banana. 
The policy seemed absurdly pernickety, yet 
it worked: in a better environment, peo- 
ples behaviour improved, and crime 
dropped. Mr Giuliani, taking this theme to 
heart, has gone further. He has cracked 
down on windscreen-cleaners, public 


urinators, graffiti, even jaywalkers. He has 
excoriated New York's famously sullen cab- 
drivers, and wants all New Yorkers to be 
nicer to each other. Tony Blair, visiting 
from London, has been hugely impressed. 

But is this cleanliness and civility the 
main reason why crime has fallen? It seems 
unlikely. “Zero tolerance" can also be a dis- 
traction, making too many policemen 
spend too much time handing out littering 
tickets and parking fines while, some 
streets away, young men are being mur- 
dered for their trainers. It is localised, too: 
though lower Manhattan or the Washing- 
ton Metro can show the uncanny orderli- 
ness of a communist regime, other parts of 
the city—the areas of highest crime—may be 
left largely untreated. 

William Bratton, New York's police 
commissioner until Mr Giuliani fired him 
for stealing his thunder, has a different ex- 
planation for the fall in crime. It came 
about mostly, he believes, because he reor- 
ganised the police department and re- 
stored its morale: giving his officers better 
guns, letting them take more decisions for 
themselves, and moving them away from 
desk jobs and out into the streets. Mr 
Bratton made his precinct commanders 
personally responsible for reducing crimes 
on their own beats. There was no passing 
the buck, and those who failed were fired. 
Within a year, he had replaced halfof them. 


On the street 


In most cities, reorganisation of the police 
force has been accompanied by an increase 
in the number of policemen, which had 
dwindled in the 1970s and 1980s. The extra 
numbers have usually been accompanied 
by a collection of policies known as “com- 
munity policing”. This means encouraging 
officers to get out from behind their desks 
and on to the beat, where their visibility 
will reassure the public. In some cities it has 
also meant officers becoming more actively 
involved with residents, youth organisa- 
tions, schools and other local groups. Com- 
munity policing has two clear advantages. 
Astrong police presence can deter crime, or 
get officers speedily to a crime scene; and 
the police themselves get to know their 
patch thoroughly enough to prevent 
crimes, not just pursue the criminals. 
Community policing has become so 
popular that it was the pillar of the 1994 
crime bill, in which President Clinton 
promised 100,000 more policemen on the 
streets (and eventually provided money for 
about 70,000). This played heavily to Mr 
Clinton's advantage in the 1996 presiden- 
tial election; and many mayors will bear 
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CRIME INAMERICA | 
witness that a heightened police presence 
has plainly produced lower crime rates. 

In Los Angeles, the addition of more 
than 2,000 policemen since 1993 seems 
precisely to track the fall in the murder rate. 
In other parts of the country, the connec- 
tion can be harder to make. Because the 
money was spread widely and thinly, in 
many places the extra police were hardly 
enough to account for drops in crime. The 
proof will come when the money runs out; 
the crime bill provided money for these ex- 
tra cops on the understanding that, within 
three years, local governments would meet 
thecost themselves. Many ofthem may not. 

In some cities, community policing is 
taken so seriously that it has turned into 
something not far from social work. The 
Boston Police Department is widely cred- 
ited with the most successful campaign in 
the country against juvenile crime. This in- 


times grow so intimate with criminals that 
they cross over to the other side; it hap- 
pened a few years ago in Philadelphia. Be- 
cause human beings, even in blue, are so 
corruptible, some crime-fighters argue that 
the most dependable new ingredientin the 
police armoury is not human leg-power, 
but computerised intelligence. 


On thescreen 

The man behind this notion, Jack Maple, is 
a dandy who affects dark glasses, homburgs 
and two-tone shoes; yet he has become 
something of a legend in America's police 
departments. For some years, starting in 
New York and moving on to high-crime 
spots such as New Orleans and Philadel- 
phia, he and his business partner, John 
Linder, have marketed a two-tier system for 
cutting crime. 

First, police departments have to sort 
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cludes co-operation between officers and 
civilians to scrub off graffiti, run youth 
clubs, provide tutoring and counselling 
services and keep an eye open for truants. 
Asa direct result (so the police believe) only 
two juveniles have been killed with a gun 
in Boston since July 1995, compared with 
ten in 1990 alone (juveniles are the most 
common victims of other juveniles). 

As long ago 351985, a study by Michigan 
State University into the future of commu- 
nity policing predicted that a force much 
like Boston's would become the national 
model: the officer on the beat would also 
become “the sponsor of the youth team, the 
community advocate, the block club orga- 
niser, the community problem solver...” 
And occasionally make an arrest, too. 

Community policing of this intensity 
seems hard to fault. But some civil-rights 
campaigners complain that it is too intru- 
sive; in New Orleans, after more intensive 
policing methods. were introduced last 
year, citizen complaints of verbal or physi- 
cal abuse by officers went up. by 11% And 
the policy has occasionally increased 
crime, rather than reduced it. Officers who 
become involved in their “patch” some- 





themselves out: root out corruption, 
streamline their bureaucracy, and make 
more contact with the public. Second, they 
have to adopt a computer system called 
Comstat which helps them to analyse sta- 
tistics on all major crimes. These are con- 
stantly keyed into the computer, which 
then displays where and when they have 
occurred on a colour-coded map, enabling 
the police to monitor crime trends as they 
happen and to spot high-crime areas. In 
New York, Comstat’s statistical maps are 
analysed each week at a meeting of the 
city’s police chief and precinct captains. 

Messrs Maple and Linder (“specialists 
in crime-reduction services”) have no 
doubt that their system is a main contribu- 
tor to the drop in crime. When they intro- 
duced it in New Orleans in January 1997, 
violent crime dropped by 22% in a year; 
when they merely started working infor- 
mally with the police department in New- 
ark, New Jersey, violent crime fell by 13%. 
Police departments are now lining up to 
pay as much as $50,000 a month for these 
two men to put them straight. 

It is probable that all these new policies 
and bits of technical wizardry, added to- 








gether, have made a big difference to crime. 


But there remain anomalies that cannot be 
explained, such as the fact that crime in 
Washington, pc, has fallen as fast as any- 
where, although the police department has 
been corrupt and hopeless and, in large 
stretches of the city, neither police nor resi- 
dents seem disposed to fight the criminals 
in their midst. 

The larger reason for the fall in crime 
rates, many say, isa much less sophisticated 
one. It is a fact that crime rates have 
dropped as the imprisonment rate has 
soared. In 1997 the national incarceration 
rate, at 645 per 100,000 people, was more 
than double the rate in 1985, and the num- 
ber of inmates in city and county jails rose 
by 9.4%, almost double its annual average 
increase since 1990. Surely, some criminol- 
ogists argue, one set of figures is the cause of 
the other. It is precisely because more peo- 
ple are being sent to prison, they claim, that 
crime rates are falling. A 1993 study by the 
National Academy of Sciences actually 
concluded that the tripling of the prison 
population between 1975 and 1989 had re- 
duced violent crime by 10-15%. 

Yet cause and effect may not be so obvi- 
ously linked. To begin with, the sale and 
possession of drugs are not counted by the 
FBI in its crime index, which is limited to 
violent crimes and crimes against property. 
Yet drug offences account for more than a 
third of the recent increase in the number 
of those jailed; since 1980, the incarcera- 
tion rate for drug arrests has increased by 
1,000%. And although about three-quarters 
of those going to prison for drug offences 
have committed other crimes as well, there 
is not yet a crystal-clear connection be- 
tween filling the jails with drug-pushers 
and a decline in the rate of violent crime. 
Again, though national figures are sugges- 
tive, local ones diverge: the places where 
crime has dropped most sharply (such as 
New York city) are not always the places 
where incarceration has risen fastest. 


The larger picture 

Statistically, each of these new changes in 
law-enforcement has made some differ- 
ence to the picture. Yet it seems probable 
that the factors that have really brought the 
crime rates down have little to do with po- 
licemen or politicians, and more to do with 
cycles that are beyond their control. 

The first of these is demographic. The 
fall in the crime rate has coincided with a 
fall in the number of young. men between 
the ages of 15 and 21, the peak age for crimi- 
nal activity in any society, including Amer- 
ica. In the same way, the rise in the crime 
rate that started in the early 1960s coin- 
cided with the teenage years of the baby- 
boomers, As the boomer generation: ma- 
tured, married, found jobs and shouldered 
mortgages, so the crime rate fell. 

This. encouraging trend was quickly 
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CRIME IN AMERICA 


overshadowed, starting in the mid- 
1980s, by a new swarm of teenagers 
caught up in a new sort of depravity: 
the craze for crack cocaine. Crack 
brought with it much higher levels of 
violence and, in particular, soaring 
rates of handgun murders by people 
less than 25 years old. Yet the terror be- 
came too much, and the young began 
to leave crack alone. Within a few 
years, at least in most big cities, the 
drug market had stabilised and set- 
tled, even moving indoors; the turf- 
wars were over, and crack itself had be- 
come passé. Studies of Brooklyn by 
Richard Curtis, of the John Jay College 
of Criminal Justice, show the clear 
connection: around 1992, many 
young bloods decided to drop the danger- 
ous life ofthe street in favour of steady jobs. 
In direct consequence, the local crime rate 
fell. 


Murder rates among Americans older 
than 25 had already been declining since 
1980. Here, according to Alfred Blumstein, 
a professor of criminology at Carnegie-Mel- 
lon University, there may be even longer- 
term social factors involved. In an age of 
easy divorce and more casual relation- 
ships, men and women are less likely to 
murder their partners: between 1976 and 
1996, such murders fell by 40%. The decline 
in alcohol consumption, too, means that 
fewer bar-room brawls leave a litter of 
corpses on a Friday night. 

It seems that changing social trends 
also sometimes lie behind the fall in prop- 
erty crime. Burglars tend not to steal televi- 
sion sets now because almost everyone has 
one; their value on the street has plum- 
meted. At the same time, the fact that peo- 
ple stay in watching their sets, rather than 
going out, deters would-be burglars. Extra 
garages are standard in the suburbs, to safe- 
£uard extra cars; credit cards mean that 
shoppers carry less cash in their pockets; 
people working from home, by means of 
computers, can keep a closer watch over 
their streets. 

Lastly, people are going to greater 
lengths to protect themselves and their 
property than they did in the past. This is 
partly because ofthe huge fear of crime that 
preceded the present decline, and partly 
because—even with recent increases in the 
number of policemen—the ratio of police 
to violent crimes reported is still way below 
what it was in the 1960s. 

One American home in five now has a 
burglar alarm, up from around 1% in 1970; 
sales ofcar alarms have risen 40 times over; 
spending on private security, including 
private guards, has risen ten times (to $80 
billion) since 1975. There are indications 
that all this may do more for citizens' confi- 
dence than it does for crime: that property 
criminals, being mostly opportunists, will 
merely move toa place where potential vic- 
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Cop or counsellor? 


tims are less diligent. Yet the police are 
happy to attribute a 53% decline in the bur- 
glary rate in Washington's inner suburbs, 
between 1977 and 1997, to Neighbourhood 
Watch and car alarms. 

Some people suppose that increasing 
prosperity may affect crime in more funda- 
mental ways. When people are better off 
and unemployment is low (it is 4.5% at 
present), there is simply less incentive to 
rob others, and perhaps less incentive even 
to hurt them. Historically, crime rates tend 
to fall in boom years; the lowest recorded 
point for murder occurred in the mid- 
1950s. Yet research has also shown that lo- 
cal economic booms (especially when 
caused by the introduction of gambling ca- 
sinos into a depressed region) can actually 
cause certain sorts of crime to rise. 


The inevitable upturn 

The "social-trend" explanations are bother- 
some not only because they are ambiguous. 
Each of them is also reversible. This is why 
the news of falling crime rates has been 
greeted with only muted joy. The economy 
may sometimes seem to be breaking free of 
old cycles, but sooner or later there will 
probably be a downturn. And demography 
is fairly predictable. So is the tendency of 
drug dealers to find some new kick to sell to 
the young once their current wares go out of 
fashion. The police are well aware of this. As 


Odd ones out 
Number of murders 





Boston’s police commissioner said, 
immediately after noting how juve- 
nile murders had fallen to zero in his 
city, “There is only one way the statis- 
tics can go.” 

Within a few years, the numbers of 
15-21-year-olds in the country will be 
rising again. Yet the point is not the 
sheer number of teenage boys; it is the 
number living messy lives. More omi- 
nously, by 1999 the first generation of 
babies born when their mothers were 
addicted to crack will start to reach pu- 
berty. By 2000, three-fifths of black 
youths turning 15 will have been born 
to single mothers. Police departments 
are expecting a wave of “super-crimi- 
nals"—at worst drug-addicted, at the 
least deprived of paternal discipline, and 
probably heavily armed—to hit the streets 
then. The scourge will be compounded if by 
then the economy is looking worse. 

Police departments also know that 
some sorts of crime—especially juvenile 
crime and property crime—have not fallen 
back to anywhere near the levels of the post- 
1945 years; and they know, besides, that 
crime has not fallen everywhere. There are 
signs that it may merely have moved to new 
terrain. Because the big cities, wired and 
well-policed, have become difficult for 
criminals to work in, or because the drug 
market there is saturated, they have moved 
to more modest-sized cities in areas that 
were once relatively crime-free. Drug gangs 
are now found in small towns throughout 
the mid-west and the Rockies; crack, once a 
plague of the ghettos, is now devastating 
the poorer parts of the rural South. 

The numbers tell the story. Whereas the 
biggest cities—New York, Chicago, Los An- 
geles—congratulate themselves on plum- 
meting rates of crime, crime rates have 
risen since 1993 in places like Nashville, 
Phoenix, Milwaukee and Charlotte, North 
Carolina: pleasant cities, which no one 
would call deeply troubled, but whose 
population has been growing rapidly. 

In fact, crime rates are rising in most 
medium-sized towns across the country. 
And, though crime in central Washington, 
DC, has fallen, in some parts of that city's 
suburbs crime rates have doubled since the 
1970s, growing much faster than the popu- 
lation. The irony is that there are signs that 
refugees from city centres, driven out to the 
suburbs by fear of crime, have drawn the 
criminals after them. 

In short, crime seems to behave much as 
a flu virus does. It adapts itself to new fac- 
tors and new forces, and inoculation 
against one strain does not guarantee any 
immunity from the next one. It moves 
around as people do and, like most social 
activities, follows fashions. For at its base, 
of course, is flawed human nature: which 
is, unfortunately, a statistical constant. 
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PARIBAS 


Two elephants are sitting on a log. The little 
elephant is the big elephant's son, but the 


big elephant is not the little elephant’s father. 
How is this possible? 


PARIBAS 
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fig. 1 i BANKING 
“If you are not my father, À 
| wonder who is?" Total assets 


US $290 billion 


Net worth 
US $12 billion 


"The bigger question is: 70% of revenues 
who am |?” 
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SIZE IS MISLEADING 


The question above demonstrates how language and prejudice can make us leap to conclusions. 
Corporate banking is particularly rife with misconceptions 

Few realize, for example, that Paribas with total assets of over US $270 billion is one of the top 
three banks in commodities and trade finance and a major player in media where it ranks N°2 in Europe. 

More than the two thirds of our business activity is concentrated in high added-value structured 
financing and in growth sectors such as Projects, Export, Aerospace and Healthcare. 

Yet to some people who view banking from a distance, a more familiar name somehow just 
sounds bigger. And often for no reason at all 

Which brings us back to that log and those elephants and the moral of this story which is 


“never assume" 


We assume that because we say “big elephant” it must be male. In fact, the big elephant is the 
little elephant's mother. htt 
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first flying people. Mobil lubricants 
were used in the first aeroplane ever, and 
today. our jet oils are in nearly half of 
the world's commercial airliners. Pilots are 
fanatical about reliability (they can't exactly 
pull over to the side of the road), so we're 
proud to have earned their trust. But then, 


we've worked for it. Mobil scientists are the 





pioneers of synthetic lubrication, which is. 
especially valued in the sky. Jetliners reach 
35,000 feet in minutes, while temperatures 
plunge to 40 below zero, a serious test for an: : 
oil. As a passenger, you don't think about 
that, but it's the kind of extreme that Mobil 
research thrives on. Needless to say, it has 
lifted us to altitudes our marketing department 


likes too. Learn more at www.mobil.com. 
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THE AMERICAS 


Colombia's drug-bedevilled 


hopes of peace 


BOGOTA 


The United States made life hard for Colombia’s recently departed president. 
It may be about to do the same for its new one 


T WAS never going to be easy for Presi- 
‘A dent Andres Pastrana to fulfil his elec- 
tion promise of bringing peace to Colom- 
bia after nearly four decades of civil war. He 
faced an uphill struggle merely to bring the 
army, the guerrillas and the country’s 
paramilitaries anywhere near a negotiat- 
ing table. Now, it looks as though he may 
also face an obstacle from an unexpected 
quarter: the United States. 

On September 24th, Mr Pastrana was in 
Washington, hoping to win support for his 
peace initiative, the centrepiece of his agen- 
da. He had reasonable hopes of help: 
though the Americans had undermined 

the presidency of Ernesto Samper, whom 
‘they said had ties to drugs mobs, they cheer- 
ed Mr Pastrana's election victory in June. 
Yet the lengths to which he had to go to win 
support for his plan have left Colombians 
wondering whether the United States un- 
derstands exactly how much is at stake. 
The heart of the matter is Mr 


tence that the war on drugs must come 
above all else may get in the way of the 
search for peace. Just before Mr Pastrana 
got to Washington, the American House of 
Representatives had passed a measure that 
would cut off anti-drugs aid to Colombia if 
the government disrupted the coca-eradi- 
cation scheme by its demilitarisation plan. 
Mr Pastrana struggled to convince Mr Clin- 
ton’s officials of the wisdom of his peace 
plan. Officials at the American embassy in 
Bogota have voiced strong support for Mr 
Pastrana, in contrast to the criticism the 
combative former ambassador, Myles Fre- 
chette, heaped on Mr Samper. But they too 
insist that peace plans must not get in the 
way of anti-drugs operations. 

Why, ask perplexed Colombians, is the 
United States so determined to pursue its 
dead-end coca-eradication policy, even at 
the price of peace? And why mainly in the 
FARC's southern strongholds? They point 





out that the United States’ anti-drugs efforts 
in Colombia leave areas of cultivation out- 
side the south largely untouched. 

Cordoba and Antioquia, provinces 
near the Panamanian border, highlight this 
bias. The north-west is a traditional hub of 
the drugs trade: it contains smaller but im- 
portant areas of coca cultivation, and its 
heroin trade is said to be the lifeblood of 
the paramilitaries that dominate the re- 
gion. Most of the country's drugs exports, 
and its armsimports, pass through the area, 
Carlos Castaño, the country’s most power- 
ful paramilitary warlord, has his headquar-. 
ters there; American drugs officials have > 
fingered him as a major trafficker. And few 
guerrillas operate in the area, which might 
make a crackdown easier. Yet the Ameri- 
cans do not seem to be pushing at all for a 
drugs clampdown in the region. 

The reason, suspect conspiracy theo- 
rists, is old cold-war thinking: the United 
States is willing to tolerate drugs-running 
by right-wing groups, but not by leftists. The 
answer may be different-ignorance per- 
haps. Whatever the real explanation, Mr 
Pastrana did score a victory of sorts in 
Washington: he won a “partial agreement" 
from the Clinton administration to go 
ahead with his demilitarisation plans. 

That deals with one of the FARC's main 
demands. Others, such as an exchange of . 
political prisoners for kidnapped soldiers, .- 
are thorny but negotiable. Mean- 








Pastrana’s agreement to demilitar- [ 
ise five municipalities in southern 
Colombia, an area roughly the size 
of El Salvador, as a precondition 
for talks with the country’s most 
“powerful guerrilla group, the Revo- 

-lutionary Armed Forces of Colom- 
bia (FARC). The Americans howled 
that this might interrupt the aerial 
eradication of coca in the south—a 
controversial plan carried out 
chiefly at the Americans’ insis- 
terice, using their money and 
equipment. They seem fixated, 
even though the scheme has done 
nothing to reduce the total amount 
of coca grown in Colombia. 

Mr Pastrana seems to under- 
stand this. He prefers to view coca 
cultivation as a social problem, 
with roots in the migration and 
poverty caused by decades of po- 
litical violence. Now that a Colom- 
bian president is ready to acknowl- 
edge the extent to which drugs have 
shaped his country’s conflict, a so- 
lution might conceivably be found. 

Frustratingly, American insis- 
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while, the smaller guerrilla group, 
the National Liberation Army, will 
hold its own “talks about talks" ata... 
national convention with govern- 
ment and other representatives 
later this month. But whatever pro- 
gress is made with the guerrillas 
may be undone by a bigger obsta- ; 
cle: disagreement over the exact na-: 
ture, and proper role in the peace: 
talks, of the paramilitaries. 

Manuel “Sureshot” Marulan- 
da, the FARC's leader, insists that no 
substantial developments are pos- 
sible until Mr Pastrana “calls off 
the dogs”. That is an unsubtle refer- 
ence to the fact that the state often 
knows exactly what the supposedly 
independent paramilitaries are up 
to. Indeed, Jose Miguel Vivanco, di- 
rector of Human Rights Watch: 
Americas, says he has evidence—in 
contradiction of what the army 
says—showing that, in some of Co- 
lombia's most violent areas, mili- 
tary units directly promote or sup- 
port paramilitary activity. 

Paramilitary leaders, who now 
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meet regularly to plot strategy, are trying to 
bludgeon their way to political status and a 
place at the negotiating table. Both guerrilla 
groups are resisting that. But whether any- 
one has the means or the will-to rein in the 
paramilitaries is doubtful. 

Unless the dirty alliance between some 
senior army officers and the paramilitary 
thugs is broken, there can be no real hope 
for peace. That is because the paramilitary 
units, already ascendant, will surely ex- 
pand their operations--thus upsetting the 
fragile, temporary balance of forces that has 
allowed the current flurry of peace efforts to 
emerge. If Colombian and American offi- 
cials do not have the courage to expose the 
paramilitary groups for what they are, the 
future is bleak, The country may end up 
merely stumbling about in search of peace. 
The paramilitaries and their allies may 
then decide they are strong enough to un- 
leash the kind ofbloodyattacks on the guer- 
rillas that hardliners have been calling for 
all along. Millions of decent Colombians 
are hoping otherwise. 
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Chile 
The cold winds 
blow 


SANTIAGO 


€€ TVE just lost several years’ work," la- 

ments a depressed company execu- 
tive. Like many Chileans, he invested in his 
firm's shares, but has seen them drop by a 
fifth over the past two months, eating away 
his savings. Despite a recent rally, Chile's 





PORT OF SPAIN 


ee LX oh daddy. Me can't leave 
"me father here so," cries an eight- 
year-old girl. Daddy lies dead in the road. 
Out buying groceries, he was one of more 
than half-a-dozen people killed or badly 
wounded during riots last week in Kings- 
ton, Jamaica’s capital, In three days of vio- 
lence, a dozen: illegal. roadblocks. shut 
down the city centre. The main hospital 
took emergency cases only. An armoured 
bus belonging to a crack police unit, the 
anti-crime task-force, was set on fire. 
coc Why the trouble? The rumour was that 
“Zeeks” Phipps, a gang leader arrested 
that day, had been shot. Hundreds sur- 
rounded the central police station, chant- 
ing "No Zeeks, no peace!” Zeeks was trot- 
ted out on to a balcony, and appealed for 
calm. The crowd went home. But there 
was gunfire that night, and protesters’ 


main share index is a third lower than it 
was. in January. And the country that led 
Latin America into the world of market eco- 
nomics, and lifted millions out of poverty 
(sée chart) with years of spectacular growth, 
is looking gloomily ahead—through no 
fault of its own--at the prospect of little, 
maybe no, economic expansion. The politi- 
cal consequences may be disagreeable. 
Chile has been caught 





The younger ones find the going particu- 
larly hard. Theirs is the generation that has 
known only the good times, a decade of 
economic growth averaging 7% a year. At 
the other end of the social scale, people are 
also suffering. The inhabitants of Taltal, for 
instance, a small fishing and mining town 
in northern Chile, on Independence Day 
last month bedecked the town not with the 

traditional national stan- 





in the world’s financial 
storm. Its Asian customers 
have slid into recession. Its 
Mercosur partners in 
South America are shiver- 
ing on the edges of the ty- 
phoon, hoping it will turn 
away from them. Copper 
symbolises Chile's woes. It 
accounts for about two- 
fifths of exports. As world 
demand has slid and the 
price has slumped, Chile's 
current-account deficit has 
widened, threatening to 
reach 7% of Gp this year. 

The Central Bank has 
fought back, painfully. The 
high interest rates it has im- 
posed, now running at 
around 14%, are rapidly 
cooling the economy. The 
government has also helped, though most 
Chileans would not use that word, by pre- 
senting an austere budget for 1999. Offi- 
cials still hope for nearly 4% growth next 
year. The figure may be closer to zero. 

The results are visible throughout soci- 
ety. As companies battle with high interest 
charges and paralysed investment projects, 
businessmen are showing signs of strain. 





% of households below 
he poverty line 





dard but with black flags, 
in mourning for lost jobs. 
With its fishing industry al- 
ready hit by El Nino's ef- 
fects on the sea, the town is 
now reeling from the clo- 
sure of small copper mines 
nearby. About one worker 
in three now has no job. 

San Antonio, Chile's 
largest port, is suffering 
too. Job losses there started 
last year, also because of El 
Niño. Now, empty taxis, of- 
ten bought with redun- 
dancy pay, prowl the 
streets in search of non-ex- 
istent customers. Crime, 
say locals, has soared. 

The national rate ofun- 
employment is still a toler- 
able 6.4%. But, as growth 
slows, many economists expect it to climb 
to 10% by the middle of next year, the first 
double-digit figures in a decade. For a coun- 
try that has grown used to an ever brighter 
economic future, that is a nasty shock. 
Poorer Chileans, who make up more than 
half the population, have become used to 
material well-being unimaginable a de- 
cade ago. But shopping in splendid malls 


per person 








Welcome to paradise, Jamaica-style 


roadblocks were up again next morning, 
On September 25th, Zeeks was out on 
bail. Things went back to normal. 

But normal, in Jamaica, means vio- 
lent: Jamaica has a: murder rate 20 times 
that of London. Roadblocks are a weekly, 
if not more frequent, occurrence through- 
out the island, They are usually erected 
not by criminals but by desperate locals 
appealing through the news cameras for 
road repairs, a water supply, or, on one 
occasion, the inclusion of a well-liked 
player in the national soccer team. 

Gang warfare, however, is another 
matter. It dates back to the left-right politi- 
cal tribalism of the late 1970s, when Ed- 
ward Seaga’s Jamaica Labour Party 
brought down the government of Mi- 


chael Manley's People's National Partyin ` 


a sideshow to the cold war. Now, with ide- 


ology dead, the gangs make money from 
drugs and extortion. “Dons” keep order 
in their areas, punishing rapes or robber- 
ies and paying school fees. Their selective 
largesse substitutes for a welfare system. | 
For outsiders, meanwhile, large parts of | 
the city are unsafe, even by day. 

Increasingly, the violence is also | 
driven by despair. Economic mismanage- | 
ment by successive governments has been 
spectacular. High prices, desperate pov- 
erty and chronic unemployment have 
made Jamaicans ever angrier. 

Meanwhile at a plush resort on the 
north coast, in another world from Kings- 
ton, the Caribbean Tourism Organisation 
held its annual conference in riot week. 
Officials worried that “sensational” for- | 
eign. media would scare away the custom- | 
ers. But tourism adjusted to violence 20 
years ago, and it probably will do so now: 
Even when Kingston is burning, foreign- 
ers in all-inclusive enclaves suffer few dis- 
comforts other than sunburn. 
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with their credit cards has also made them 
especially vulnerable: increases in interest 
rates have made consumer credit much 
more expensive. 

The economic slowdown is bad news 
for the centre-left coalition that has ruled 
Chile since General Augusto Pinochet 
stepped down eight years ago. While pros- 
perity was on the rise, voters did not seem 
to question the coalition’s acceptance of 
the market economy introduced by the dic- 
tatorship, nor even its failure to spread the 
new wealth more equally. But that could 
now change. The private-sector pension 
funds, one of the main symbols of Chile's 
market system, have been reporting losses 
as share values have tumbled. Those who 


have lost their jobs are also wondering 
aloud why their government has so far 
failed to keep a promise to introduce a new 
unemployment-insurance scheme. 

This does not mean that Chileans will 
take to the streets, as they did in the 1980s 
recession. Then, they were protesting as 
much about military dictatorship as about 
economic misfortune. Nor is the slowdown 
a gift to the right-wing opposition, even 
were it to turn to populism. For many vot- 
ers, part of the right is still tainted by its sup- 
port of the military dictatorship. But Chil- 
eans may simply decline to give their 
electoral support to anyone. With a presi- 
dential election due next year, the govern- 
ment is already worried. 





Mexico 


Echoes of a shooting 


MEXICO CITY 


The truth has yet to emerge about a massacre of Mexican students 30 years ago 


N 1968, he was a schoolboy aged 16, a 

sympathetic but diffident observer of 
the student protests that, in Mexico as else- 
where, swept up an idealistic, angry and 
eventually disillusioned young generation. 
On July 23rd of that year, he was unlucky 
enough to be at the first ofa series of violent 
clashes between youth and law; riot police 
caught and, he says, beat him. On October 
2nd, he was lucky enough not to be at the 
last of the clashes, in the Plaza de las Tres 
Culturas in the Tlatelolco district of Mexico 
city, when the army and police trapped 
thousands of students at a peaceful meet- 
ing, and opened fire. The official death toll 
has varied between 22 and 43. For the real 
one, estimates run from 150 to 500. 

In 1992, he was minister of education. 
Aware that Mexico’s children were taught 
nothing of that period of their country’s 
history, he tried to insert a short, neutral 
paragraph about Tlatelolco into primary- 
school textbooks. Objections were made— 
the real pressure, it was said, came from the 
army—and eventually his boss, the presi- 
dent, ordered the paragraph withdrawn. 

Now, Ernesto Zedillo is president him- 
self. And many former student leaders are 
high up in the government, the press, and 
the opposition that may win the next presi- 
dential election, in two years’ time. Yet even 
now, 30 years after the massacre, nobody 
has ever been held clearly responsible, 
much less brought to justice; the numbers 
of the dead are still unknown; and the 
schoolbooks remain silent on all Mexican 
history after 1964. The opposition, which 
now controls the lower house of Congress, 
is demanding answers. Cuauhtemoc Car- 
denas, Mexico city’s mayor and the main 
opposition figure, last week called for an of- 
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ficial version of events that did not let high 
officials off the hook. 

Intellectuals too are arguing about the 
significance of Tlatelolco. Some see it as a 
turning-point, the start of Mexico's slow 
crawl towards true democracy. Others 
think it sparked only the unrest and guer- 
rilla activity of the 1970s. But it would 
surely be less significant were it not so mys- 
terious. As much as the killing itself, the 
misinformation afterwards convinced 
people—and for the first time, people from 
the capital and the middle classes, who 
would later become influential—that theirs 
was not a benevolent government. 

Ofcourse, there has been progress in the 
past three decades. The official version of 
events claimed that the student movement 
was part of a communist-backed conspir- 
acy; that the real purpose of the meeting in 
Tlatelolco was to storm the nearby Foreign 





Young Zedillo, wild-eyed radical? 
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Ministry; and the shooting was started by 
the students themselves. This account was 
discredited almost immediately but main- 
tained for a while by the heavily controlled 
Mexican press, and is even now repeated 
by a few former officials and generals. 

Eyewitness accounts have, however, 
told a different story, especially about the 
Olympic Battalion, a military force created 
to safeguard the Olympic Games that 
started eight days later. The battalion's 
members had been ordered to dress as stu- 
dents, to carry no identification save for a 
white glove or handkerchief on their wrists, 
and to block the exits from the plaza. Flares 
dropped from helicopters or a nearby 
building were the signal for the security 
forces to start shooting, which they did with 
abandon: some 15,000 rifle rounds were 
fired, and heavy weapons were also used. 

Over the years, soldiers have also talked, 
backing up the eyewitness accounts. One 
historian, Enrique Krauze, is planning to 
publish information from members of 
similar units that worked elsewhere in the 
country. They say there was widespread, 
concerted repression of dissent that re- 
ceived little publicity. 

Never, though, has there been an offi- 
cial investigation. Moreover, though the 
events of that night are now known in de- 
tail, the decisions that led to them, and who 
took the decisions, are less clear. In 1993 a 
group made up largely of former student 
leaders tried to persuade the government to 
open the files. It was rebuffed. A year ago a 
band of congressmen tried too. It had a bit 
more success, showing that Luis Echeverria, 
interior minister at the time, who now 
placesall blameon the president ofthe day, 
Gustavo Diaz Ordaz, in fact spoke to him 
on the morning of the Tlatelolco incident 
to plan how to deal with it. 

Much is evidently missing from the na- 
tional archives. And even if enough evi- 
dence were ever uncovered to bring 
charges, those still alive to face them would 
probably escape because too much time 
has elapsed. But truth, rather than justice, is 
still a reasonable goal. Some congressmen 
are hoping to take their request for more in- 
formation to the Supreme Court, and a 
group of survivors will be asking the na- 
tional human-rights commission to open 
an investigation. 

However, these institutions, though 
more independent now than in 1968 or 
even in 1992, are probably too weak to per- 
suade the government to release its darkest 
secrets. Only one man could do that: the 
man who remembers what it was like to be 
beaten by police at the age of 16, even 
though he was not a real rebel. But opening 
the files so close to election time could 
damage the ruling party, whose grip on 
power is already tenuous. Only a real rebel 
would take that risk. 
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A continent goes to war 


Four conflicts at the heart of Africa could suck in all the neighbours 


AR now consumes Africa from the 

Horn to Namibia. Nearly a third of 
sub-Saharan Africa’s 42 countries are em- 
broiled in international or civil wars, and 
more and more African rulers are seeking 
military solutions to political problems: at 
least 13 have sent troops to neighbours’ 
wars. Other countries are plagued by gangs 
of armed criminals, who can be as disrup- 
tive as political rebels. The cost is alarming. 
The World Bank predicts that Africa’s me- 
dian economic growth rate this year will be 
down to 3.8%, which barely matches the 
rate at which its population is growing, and 
is far below last year's 4.5%. 

Only a few months ago, Africa's prob- 
lems seemed to be diminishing. When he 
made his six-country tour in March, Bill 
Clinton praised Africa's “new leaders" and 
spoke warmly of African successes. “One 
hundred years from now,” he said, “your 
grandchildren and mine will look back 
and say: this was the beginning of a new 
African renaissance." Such talk now seems, 
at best, misplaced, at worst, fantastical. De- 
clines in commodity prices partly account 
for the World Bank's revised growth predic- 
tions but the biggest threat to Af- 
rica now comes from war. 

Most of Africa's wars are 
fought between a national army 
and guerrillas representing dif- 
ferent regions or ethnic groups. 
The tactics are to deny resources 
to the other side. Food is stolen, 
towns looted and roads mined. 
Villages are often burned, the 
young men forced to become 
fighters, the women and children 
porters. Hearts, minds and wel- 
fare are rarely matters of concern. 
Thousands flee to seek survival in 
the bush or in camps supplied by 
aid agencies. 

War is no stranger to Africa. 
But until now, except where 
South African or Portuguese ar- 
mies were involved, wars have 
rarely. involved one country 
sending troops into another, or 
bombing neighbours from the 
air. Today, however, some coun- 
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Stepping out—towards bloodshed and poverty 


tries are at each other's throats (Ethiopia 
and Eritrea); others are helping to squash 
rebellions next door (Senegal in Guinea- 
Bissau, South Africa in Lesotho); and many 
of the states bordering on or close to Congo 
have been drawn into the fighting there. In- 
tervention has become commonplace. 

Diplomacy is not dead, but it is increas- 
ingly being left to the locals under the ru- 
bric of “African solutions to African prob- 
lems”. Three regional economic groupings 
have been encouraged to take more respon- 
sibility for policing their areas. The Inter- 
Governmental Authority on Development 
is the forum for peacemaking in Sudan, 
and is so far doing its work through diplo- 
macy alone. But the Economic Community 
of West African States (ECOWAS) and the 
Southern African Development Commu- 
nity (SADC) have turned themselves into se- 
curity organisations with the mandate— 
not authorised by the United Nations—to 
intervene in their respective regions. They 
are increasingly seeking military solutions 
to political problems. 

ECOWAS sent a force into Liberia eight 
years ago and into Sierra Leone shortly af- 


ter, but found at first that its members took 
opposite sides in the civil wars. Nigeria, the 
local giant, did deals with its neighbours 
and took firm control of the operation. In 
Liberia, a Nigerian-led Ecowas force se- 
cured a ceasefire and an election. In Sierra 
Leone it restored the elected president. The 
interventions were neither sanctioned by 
the UN Security Council nor discouraged; 
indeed western countries supplied Nigeria 
with military equipment for peacekeeping. 

Those two actions may be counted as 
successes, in that the two wars are now dor- 
mant, but for a flare-up in Liberia a week 
ago. Less successful have been Senegal’s in- 
tervention in Guinea-Bissau in June and 
South Africa’s recent venture into Lesotho. 
Senegal and South Africa both invoked re- 
gional mutual-defence agreements, though 
Senegal did so only after it had intervened. 
Both actions were clumsy, and antagonised 
the locals, making the rescued govern- 
ments even less popular than before. Nei- 
ther intervention will end soon. 

Angola, Zimbabwe and Namibia sent 
their troops to Congo in August, acting on 
SADC's behalf, they said, to protect a legiti- 
mate government from the “Rwandan and 
Ugandan invasion". This decision was op- 
posed by South Africa and has split sapc 
(see box on next page). It has also brought 
much of southern Africa, citing mutual de- 
fence, into direct confrontation with much 
of East Africa, citing self-defence. Divisions 
are spreading. Chad said this week it was 
sending troops to support President Lau- 
rent Kabila of Congo. More significantly, 
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Congo is now co-operating militarily with 
Sudan so both countries can together 
squeeze their common enemy, Uganda. 
Angola’s war is also about to restart and 
the government there is seeking SADC sup- 
port for its offensive against UNITA rebels. 
That may further deepen the divisions in 
the region. Angola's prime motive in inter- 
vening in Congo may have been to attack 
UNITA's bases there. One result could be the 
creation of an alliance between UNITA, 
now isolated and friendless, and the rebels 
in Congo. There is no sign of co-operation 
yet but they would be natural allies. 
Farther north, the long-running war in 
Sudan seems to be about to intensify. This 
week the government declared national 
mobilisation and. closed schools and uni- 
versities. It is taking advantage of the war 
between Eritrea and Ethiopia which is also 
expected to restart soon—both sides have 
been moving men and arms to the border. 


These two countries were once united with 
Uganda in supporting the rebels fighting 
Sudan's Islamist government; but Ethiopia 
is now seeking better relations with Sudan 
and this week restored air links. 

As Africa is devoured by warfare, the UN 
is limiting its role to pleas for peace. One 
danger is that, if the wars in Sudan, Angola, 
Congo and the Horn all become linked, 
they may split Africa from top to bottom. 
But amid the gloom are two glimmmers of 
light. One is that some countries—notably 
Zambia, Tanzania and Kenya—are still try- 
ing to remain neutral; Zambia is keeping 
talks going. The other is that Nigeria seems 
to be headed at last towards democratic 
rule and economic reform, which could 
give it the clout its size deserves. If it re- 
mains as benign as it appears now, it could 
play a decisive peace-making role in an in- 
creasingly fiery continent. 








NE of the victims of Congo’s war 
may be the Southern African 
Development Community (sapc). Set up 
in 1980 to reduce the region’s economic 
dependency on apartheid South Africa, 
it later embraced majority-ruled South 
Africa and, in 1995, set about acquiring a 
new political.and security role. But the 
calls for help from Congo, which became 
a member last year, have brought about a 
split that threatens not just SADC's secu- 
rity ambitions but also its economic 
activities. 

Apart from quarrelling over Congo, 
SADC's main problem is that South Af- 
rica, in economic terms, is nearly three 
times as large as its 13 other members 
combined. It has a far more developed 
economy and most of its trade is outside 
the region. Many members fear that 
South Africa's huge companies just want 
them to produce commodities for South 
African industry, threatening whatever 
manufacturing capacity they may have 
built up. As Zambia's prime minister 
said when sADC was set up, South Africa 
would always be an elephant sur- 
rounded by chickens. 

In its foreign policy South Africa has 
tried not to play the bully on the block, 
but it often does—maybe out of habit (of 
its old white diplomats) or out of inex- 
perience (ofits new black ones) Other Af- 
rican countries ‘see it as politically too 
close for comfort to. the United States. 
Nowadays South Africa has. disputes 
with almost all other members except 
Botswana. Still, it loses some, such as a 
recent. row about sending troops. to 
Congo. After prevaricating, South Africa 


A diplomatic casualty 




















was obliged to climb down and accept 
that SADC countries could send troops to 
help Congo's president, Laurent Kabila. 
The atmosphere in sADC is. further 
soured by personal rivalries: Robert Mu- 
gabe of Zimbabwe is patently jealous of 
Nelson Mandela. When SADC set up a se- 
curity arm, Mr Mugabe was made chair- 
man. South Africa wanted it to act only 
by consensus, but Mr Mugabe wanted a 
mandate to do what he thought best. A 
recent meeting in Mauritius to define se- 
curity policy got nowhere. In other areas, 
co-operation is diminishing: bureau- 
crats discussing issues such as common 
tariffs and banking arrangements find 
the bitterness has spread to their politi- 
cal masters. By admitting huge, unstable 
Congo, sanc may have destroyed itself. 
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. Congo 


The cost of Kabila 


KINSHASA 


AVED by his neighbours, Angola, Zim- 

babwe and Namibia, Laurent Kabila 
has survived as president of Congo. But the 
cost has been immense: $5 billion, accord- 
ing to Congo's government. The economy, 
barely reviving after Mr Kabila's first year 
in power, has been severely battered. The 
capital, Kinshasa, is getting back on its feet 
after the rebels' seizure of Matadi, the coun- 
try's main port, in August and their sever- 
ance of food, water and electricity supplies 
to the capital. Most of its 5m people had to 
depend for their food on emergency aid 
flights for a while. Now life is returning to 
normal but outsiders are wary. Potential in- 
vestors are hanging back and mining com- 
panies evidently think it is not yet the mo- 
ment to make commitments to Congo. 
Hopes of reviving the economy turn on a 
revival ofthe mines. 

Mr Kabila, however, is enjoying huge 
popularity in Kinshasa after his nationalist 
call to arms last month to resist the rebels at 
the gates ofthe city. He presented the rebel- 
lion as a foreign invasion and called on the 
Congolese to defend their homeland. 
Much of the rhetoric on radio and televi- 
sion was racial, designed to turn opinion 
against the Tutsis supposedly behind the 
rebellion. Some were caught and killed by 
his troops or by the enraged populace, and 
thousands were rounded up and impris- 
oned "for their own safety". 

In the glow ofhis "victory", Mr Kabila is 
reaffirming that elections will be held next 
April as planned, after a national census 
this month. Western diplomats are scepti- 
cal. They wonder how such an election can 
be paid for, or indeed conducted. They are 
unlikely to offer aid to a regime with such a 
record of brutality and contempt for its 
people. And thereare no structures, or even 
ballot boxes, with which to hold elections. 
The country is vast, linked only by rivers 
and whatever air services connect its few 
airports. The east is in rebel hands or at the 
mercy of local militias. And political activ- 
ity is still banned, so parties will have little 
time to organise and campaign. Many fear 
that, ifan election is indeed held, Mr Kabila 
will try to stand unopposed. 

At present Mr Kabila has sweeping 
powers and rules by decree; There is nosign 
that the rebellion has jolted him into mak- 
ing his government more inclusive. The 
constitution is suspended while a 12-man 
commission, picked by Mr Kabila, works 
ona new one. 

The bigger question is whether Mr 
Kabila will now talk peace to the rebels 
who, with help from Rwanda and Uganda, 
control the eastern towns and the roads be- 
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tween them. He continues to declare that a 
big offensive is about to be launched 
against them, but, with only an ill-trained 
army and little transport, he will find it 
hard to make any decisive attacks or to re- 
take and hold many towns. His allies, hav- 
ing saved his throne, are beginning to real- 
ise the cost of intervention. Zimbabwe is 
said to be spending between $500,000 and 
$1m a day on keeping its 3,000 troops there. 
It says it will stay until all Ugandan and 
Rwandan troops are off Congolese soil, but 
it does not want a long war. Without a nego- 
tiated settlement, that’s what lies ahead. 





Ghana 
As good as it gets? 


ACCRA 


DOES not produce much. It doesn’t 
even have enough electricity to keep all 
its lights on. But Ghana is an African suc- 
cess story—one of a handful of countries in 
the continent that is not ravaged by civil 
war or prone to coups or collapse. Accra, 
once a dreary capital, has never looked bet- 
ter. Dirt roads have been tarred and some 
areas bustle with fancy boutiques and res- 
taurants patronised by a burgeoning mid- 
dle class, a species more often found in ex- 
ile in Europe than in Africa. The newly 
affluent live in new suburbs that were bush 
just a few years ago. Mortgages, cars and a 
decent education for their children are 
their priorities, and they work hard for 
them. They believe in God and country and 
building for the future. At weekends they 
mow the lawn. 

But this is not yet Middle America. Most 
people on a fixed salary are so badly paid 
that, unless they sell favours, they cannot af- 
ford to live in suburbs like these. Most of 
those who can are self-employed. “Govern- 
ment’s biggest contribution has been to 
stay out of our road,” says Samuel Oduro 
Mintah, who started out selling car spares 
and tools on a table in his village street and 
now owns Elrotah Trading Enterprise, a 
car-parts wholesaler. He travels overseas on 
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business regularly and is one of the 
200,000 Ghanaians who buy and sell 
shares on Ghana’s stock exchange, which, 
though tiny, is one of the world’s best per- 
forming stockmarkets this year. 

Opportunity is also drawing back thou- 
sands of Ghanaians who left during the 
early 1980s. “I vowed never to return,” said 
Reggie Lathbridge-Darkwa, an estate agent 
who lived in Britain until recently, “but the 
fact is you can make money here now.” 
Property prices have rocketed. 

Building, tourism, technology and fi- 
nancial services provide more than 46% of 
national income and are usually the main 
reason cited for the country’s average an- 
nual growth of nearly 5% for more than 12 
years. The story, however, may be more 
complicated. Reform began in 1983, year 
zero in Ghana’s history, when civil unrest 
and drought brought ruin to an already de- 
clining economy. From then on the mili- 
tary regime of Jerry Rawlings religiously fol- 
lowed the reform programmes of the 
World Bank and mr. The World Bank re- 
paid the devotion with loans making 
Ghana one of Africa’s biggest borrowers. In 
1996 aid amounted to 11% of GDP and Gha- 
naians were receiving $37 a head in aid, on 
average $9 more than other Africans. 

That is the problem. This aid does not 
reach all Ghanaians, especially those in the 
traditional agricultural industries that 
used to be the engine of Ghana's economy. 
Millions of rural poor growing crops for ex- 
port earn a pittance and face rising prices 
of inputs. A few sharp entrepreneurs are 
farming mushrooms, snails and ostriches— 
and doing well. But many small farmers 
have reverted to subsistence farming. 
Development in rural areas, where two- 
thirds of the population live, is minimal. 
Despite improvements in life expectancy 
and literacy, the current economic growth 
rate will not drag the average Ghanaian out 
of poverty for another 30 years. 

The World Bank now admits that "cur- 
rent growth cannot be sustained without 
commensurate growth in both agricultural 
and non-agricultural production.” The 
Centre for Economic Analysis, a local 
think-tank, even disputes the 5% growth fig- 
ure. It says growth has been more like 3.1%, 
which barely matches the population in- 
crease. The think-tank blames the govern- 
ment's failure to increase exports of farm 
products on its reliance on market forces. 
Ghana, it says, has been overtaken in cocoa 
exports by neighbouring Cóte d'Ivoire, 
whose government has invested heavily in 
new plantations. 

Despite huge infusions of aid and the 
sale of two-thirds of its parastatal compa- 
nies, Ghana is falling deeper into debt. The 
IMF says the debt is manageable, but it now 
amounts to four times the value of Ghana's 
exports. Debt service cost $150m last year, 
more than three years-worth of capital 
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spending. The government's efforts to raise 
taxes, notably an attempt to impose a 17% 
value-added tax in 1995, ended in riots. 
Poor rains have hit hydroelectricity pro- 
duction and made the power shortage even 
worse this year. So there were few com- 
plaints in September when the govern- 
ment imposed a 10% value-added tax and 
raised electricity prices. “We have kept gov- 
ernment at bay till now,” said Mr Mintah, 
“but the time has come to pay." 





The lifting of an 
unliftable fatwa 


TEHRAN 





Can Rushdie breathe easier? 


HE foreign policy of Iran has, for years, 

been all but paralysed by two taboos: 
talking about better relations with Amer- 
ica, the “Great Satan”, and revoking the 
fatwa—the religious death sentence— 
passed on Salman Rushdie, the British nov- 
elist who in 1989 outraged Islamic sensibil- 
ities with his book “The Satanic Verses”. No 
politician has challenged these two taboos 
and survived. 

But the popular administration of Pres- 
ident Muhammad Khatami has shown 
more courage, though it has been careful 
not to confront either issue head on. Al- 
though complying with a ban on official di- 
alogue with the United States—this week 
Iran again rejected an American call for 
talks—Mr Khatami has encouraged greater 
informal contact, hoping it will help melt 
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theice.On Mr Rushdie, the government has 
taken an even bolder step. 

On September 24th, Kamal Kharrazi, 
Iran’s foreign minister, said his govern- 
ment. did not intend to track down the 
writer and carry out the death sentence is- 
sued by the late Ayatollah Khomeini. The 
minister even proclaimed, after a meeting 
in New York with his British counterpart, 
Robin Cook, that the Iranian government 
dissociated itself from the $2.5m bounty 
placed on Mr Rushdie’s head by a radical 
religious foundation in Iran. 

Blunt Mr Kharrazi may have been, but 
was he saying anything new? No, but it was 
enough for the British government, keen to 
build contacts to deal with drugs, terrorism 
and Iran’s dangerous dispute with Afghani- 
stan, to agree to send: an ambassador to 
Tehran once-again. The European Union 
too declared itself satisfied with Mr Khar- 
razi’s “clarification” and said the last big 
hurdle to improving ties—and so to com- 


‘mercial contacts—had been removed. 


Britain; and indeed the EU, seemed to 
be recognising that the Iranian govern- 
ment could not risk upsetting Iran's reli- 
gious hardliners by denouncing the fatwa 
or cancelling the reward. Under Iranian 
law, the government has no authority to re- 
voke it; indeed, no one is sure who has. But 
already the hardliners are breathing fire 
and brimstone. “We will not let the fatwa 
be subjected to the mundane demands of 
foreign policy,” thundered Ayatollah Mu- 
hammad ‘Fazel-Lankarani, one of Iran's 
five most senior clerics. "All Muslims are 
duty-bound to execute the sentence against 
the apostate Rushdie, even if the govern- 
ment is not inclined to do so.” That was fol- 
lowed by a barrage of defiant statements 
from other clerics, religious organisations 
and fundamentalist newspapers, one of 
which dismissed Mr Kharrazi’s statement 
as his personal opinion and said: “Noth- 
ing awaits Rushdie but execution." 





Moderate officials and newspapers are 
diving for cover and blaming the foreign 
media for inventing a climbdown by Iran 
to justify closer ties. “As usual, the western 
media are trying to distort the truth and 
make it appear as though Iran relented,” 
complained the Iran. News. Iran’s foreign 
ministry said: “The improvement in An- 
glo-Iranian relations should be viewed as 
part of the West’s new understanding of the 
Islamic republic.” Just to show that Iran 
had not relented, it reiterated that the fatwa 
was irrevocable and warned Mr Rushdie 
not to defend his novel. 

Nervous as the government is about 
this backlash, it has clearly decided to im- 
prove relations with the West and bury the 
Rushdie affair. The writer himself will hope 
so: the death threat had “deformed” the 
past ten years for him, he said last week, as 
he wondered if he should ask for an apol- 
ogy. He won't get one soon. 








| Thank Allah for the Gulfies 


i 


BEIRUT 


LL across the Levant and Egypt, locals 
are heaving a sigh of relief. In the 
mountain. resort of Broumanna, above 
Beirut, the midnight traffic jams have dis- 
appeared. 1n: Bloudan, near Damascus, 
the population is diminishing to 5,000 
from its summer high of 80,000. Men in 
dishdashas, the traditional Arab robe, no 
longer choke the lobbies of Cairo’s fancy 
hotels, nor do cars with Saudi number 
plates swamp the roads of Amman. After 
months of solid bookings, spaces are be- 
ginning to open on flights to Bahrain and 
Dubai. The annual Gulf Arab tourist inva- 
sion is ending. 

In the blistering heat of summer, all 
| those who can afford to (which is most 
| full citizens) leave the Gulf states on pro- 
| tracted holidays. Traditionally, European 
|! destinations such as London and Geneva 

have attracted the big spenders. But as oil 
prices languish and the Gulf economies 
_ feel the pinch, moreand more heat-escap- 
|. ers have settled for cheaper trips to neigh- 
bouring Arab countries, Since the cost of 
living is low and many visitors come by 
car, they save.a lot of money. Moreover, 
‘they can enjoy the sea breezes of Alexan- 
dria or the cool mountain air of the Le- 
. vant without having to forsake their na- 
tive tongue and familiar food. 

In thefirstseveri months of 1998, tour- 
ism from the Khali, as Arabs call the Gulf, 
rose an astonishing 36% in Jordan. In Leb- 
anon, tourist arrivals, largely from the 
Gulf, were up 15% over the samé period. 


and Egypt have also both had bumper 


Anecdotal evidence. suggests: that Syria- 


years for tourism. 

Thebonanza could nothave come at a 
better time for these countries. All have 
been reeling from a plunge in western 
tourism caused by the region's tempestu- 
ous politics. Visitors to Egypt fell by 52% 
last December after the slaughter of 58 
tourists near Luxor at the beginning ofthe 
winter season. But early figures suggest 
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the Khalijiin were not put off, making for 
a respectable. showing in the summer, In 
Jordan, the Khaliji boom has more or less 
compensated: for. the 43% fallin Euro- 
pean: tourism during the confrontation 
with Iraq last February. As for Syria, 
whereas western tourism rose by a lean 
1996 between 1990 and 1997, Arab tour- 
ism shot up by 82%. Every bomb blast or 
rattling of an American sabre sends west- 
ern tourists running, but the Khalijiin 
"keep on coming. 





Arab tourists will never replace their | 
western counterparts. They come for | 
cooler climates and looser mores, notthe | 
history or the beaches. So hoteliers in Pe- | 
tra and the Red Sea resorts are still smart- | 
ing, while the casinos and brothels of Bei- | 
rut and Cairo are doing fine. Since 
tourism contributes quite a chunk to the 
economies of all these countries, such a 
reliable source of visitors is a godsend, | 
wherever they spend their money. | 

Yet governments in the region seem to. | 
take Gulf tourists for granted, concentrat- 
ing instead on attracting fickle 

westerners. Jordan's Ministry of 
Tourism, for example, spends 
just 10-15% of its budget in the 
Gulf, although visitors from the 
Gulf account for 67% of tourism 
revenue. Syría's tourism minister | 
rabbits on about attracting the | 
highest: class of European holi- 
day-makers, but barely has a 
word to spare for Arab visitors. 
Similarly, both Egypt and Jor- 
dan are currently debating how. 
to:cash in on the expected boom 
of Christian pilgrims in 2000. 
The Jordanians have dug up an 
ancient town which they believe 
to be Bethany, the biblical home of John 
the Baptist. The minister, leaflets in hand, 
can hardly contain his excitement at the 
tourist potential. But he does not discuss | 
how these would-be pilgrims might react | 
if serious fighting broke out in the West 
Bank when the May 1999 deadline for the 


Oslo peace process has passed. For Gulf | 
i 


tourists, of course, 2000 will be not be the 
millennium, but the more mundane 
1421—and any fighting in the West Bank 
simply par for the course. 
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The Giant Monocoque Composite MCR 
racing bicycle weighs only 19 pounds, 
yet its aerodynamic frame has the 
rigidity of a mountain bike. 
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Giant bicycles are built to 
stay ahead of the herd. Often 
with experimental materials, 
like carbon fiber which, 
through Innovalue, can be 
fabricated for less. 


Today, Innovalue - innovative 
design that creates addec 


value - is accelerating Taiwan's 


reputation for higher technology 


products, from computers t« 
molding machines. 





In Taiwan, we awarded a Symbol of Excellence 
so you'd never be caught by wild horses. 





The best carry the Symbol of 
Excellence, your guarantee of 


world class quality. To learn more TAIWAN. Your Source for 
about our expertise in design, SM 
sourcing, and manufacture, reach us V A L U E 


by fax, email or the Internet. Fax : 886-2-2723-5497 E-Mail : mitnews@cetra.org.tw http : /innovalue.cetra.org.tw 
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LOCKHEED MARTIN 


SUCCESS: Safer transportation. Global telecommunications. Improved security. These are just a few of the ways that partner- 


ship with Lockheed Martin is benefiting the world. By making long-term commitments to our partners, and backing them with expertise 

























GERMANY'S ELECTION 


First, the Social Democrats already con- 
trolled the Bundesrat, parliaments second- 
chamber, which groups representatives. 
from the Lünder, Germany's states. With 
majorities in both houses, in principle à 
red-Green team can now shove through. 
parliament almost any laws it wishes. ` v 
Second, the left will now hold a major = 
ity in the Federal Assembly, a joint Bundes- 
tag-Lünder electoral college that will meet i 
next May to choose a new federal president. 
for. five years. So the next head. of state 
seems almost certain to be a Social Demo... 
crat-probably Johannes Rau, ex-premier- 
. of North Rhine-Westphalia, who lostin ^. 
..1994.to Roman Herzog, the current conser — 
“wative incumbent, 
Third, the election result consolidates. 
the strength of the ex-communist Party of © 
“Democratic Socialism, long expected to ex- 
pire by many western Germans (and so: 
eastern ones). True, the party wins backing ij 
almost only in the east. But this time it 
picked up so much support there (more 
than 19%) that it took 5.1% nationally, thus. 
clearing the 5% minimum needed to enter 
parliament. At the last election, in 1994, the - 
ex-communists won only 4.4%, but got into 
is the Bundestag under a rule letting i in par- 
| BONN” ties that win at least three constituenc 
AE outright. Thanks to their latest boost, the « 
Germany's much-needed reform will depend on who calls the shots within communists will probably play a growi 
‘the new government role in governing the eastern states, though 
they are still shunned by all parties (so far) » 
THE oddest thing about the — ties—Christian Democrats, Bavaria's Chris- asa partnerin the Bundestag. ——— 
German election result is. tian Social Union, and the Free A. deeply depressing. specta 
the number of grins it has Democrats-were bundled out to make would think, for parties of the old centre 
induced. You would expect way fora red-Green alliance, still underne- — right coalition. But a lot of conservatives 
the triumphantleftto beeu- — gotiation but nearly certain to emerge. and liberals look as if a weight has been. 
à -!  phoric, especially the Social Thanks to their 40.9% of the vote, theSo- — lifted off them--a weight called Helmut 
Democratic chancellor-in-waiting, Ger- cial Democrats have become the largest Kohl, chancellor for 16 years and Christian _ 
“hard Schröder, who has realised his dream party in the Bundestag, Germany's lower Democratic chairman for 25. Many Chris 
ofa lifetime. But why doso many members — house of parliament. The Greens, with 6.7%, tian Democrats had long felt a change at 
of Helmut Kohl's trounced centre-right co- enter national government for the first the top would give them a better chance at: 
alition look far from glum too? time. Together they have a workable major- the. polls. But when the chancellor made. 
It is almost as though the stolid old Ger- ity over all other parties of 21 seats. But the — clear he would stand again in 1998, noone 
J mans have had a fix. Once so angst-ridden dominance of the left is even more striking — in his party had enough clout or courage to 
. at the prospect of any change, they now _ than these figures imply. talk him out ofit.in the event, the Christian uus 
- cannot, it seems, get enough of it. After re- vu 
gaining national unity eight years ago, then 
deciding to shift the capital from Bonn to 
Berlin and give up their hitherto-beloved p- 
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mark for the euro, they voted to throw out 1998 (1 994) < 
san incumbent chancellor for the first time Soa gd —. — ——' | agal Democrats — 
in à federal election since 1945. Total: 66 “chr : : 
‘That is not the only novelty. Before, D un MM 
when governments changed in postwar NE (294) | | Greens 
Germany, one partner from the previous (49) Liberals 
< -coalition survived in office. In 1969 it was SuSE 4994 2 Éccommunists. 






Totak 672 







“the Social Democrats, in 1982 the Free 
Democrats (often known simply as the lib- 
erals). This time all the government par- 
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GERMANY’S ELECTION 
Democrats and their Bavarian friends to- 
gether mustered only 35.2%, their worst 
post-war result. 

Now the Christian Democrats are mak- 
ing a new start.On November 7th they will 
probably choose Wolfgang Schauble, their 
popular parliamentary leader, as chairman 
to succeeed Mr Kohl. And in Bavaria, Theo 
Waigel is making way as party leader for the 
state's ambitious premier, Edmund Stoi- 
ber. Mr Schäuble, Mr Stoiber and the out- 
going defence minister, Volker Rühe, all in 
their 50s, are possible conservative candi- 
dates, one day, for chancellor. 

The Free Democrats feel even more 
buoyant--at least many of them do. Guido 
Westerwelle, their abrasive general secre- 
tary, believes that further attachment to Mr 
Kohl would have destroyed what was left of 
the party's liberal profile. After 13 years of 
coalition with Social Democrats and an- 
other 16 with Christian Democrats, the lib- 
erals in opposition can remind themselves 


and the world what they really stand for. 
For both conservatives and liberals, 
part ofthe attraction of opposition is that it 
may not last long. Rightly or wrongly, it is 
argued that German voters are becoming 
more volatile and that a red-Green alliance 
will soon begin to split under the pressure 
of its contradictions. That is the main rea- 
son why on election night the conservatives 
ruled out a "grand coalition" with the So- 
cial Democrats—even before the latter did. 
They may well be underestimating Mr 
Schróder. He ran a red-Green alliance 
smoothly enough for four years in his home 
state of Lower Saxony, before his Social 
Democrats won enough votes to rule alone. 
Negotiations for forming a national gov- 
ernment will be tricky and may last all 
month. But since the Green leaders who 
count most have dropped maximum de- 
mands, like taking Germany out of NATO or 
tripling the price of petrol, they are unlikely 
to collapse. The Greens want four minis- 





tries but will probably end up with three. 

The main challenge for Mr Schróder, as 
he publicly admits, is whether he can cut 
unemployment, now at 10.6% (4.1m peo- 
ple), by far Germans’ biggest worry. What, 
though, is he actually going to do? He aims 
to call together employers, trade unions— 
even the churches—in an “alliance for 
work" but the problem's roots have long 
looked plain enough: wages, taxes, social- 
security deductions and state subsidies are 
all too high, the labour market too inflex- 
ible. Jost Stollmann, the non-party com- 
puter entrepreneur who may become Mr 
Schröders economics supremo, has al- 
ready said just that—loud and clear. 

But will the Social Democrats under 
their powerful chairman, Oskar Lafont- 
aine, back the measures needed to curb 
these ills? The main challenge to Mr Schró- 
der looks set to come, not from the Greens 
or the ousted opposition, but from the 
ranks ofhis own party. 

A 





Germany and the European Union 


Welcome, whoever you are 


BRUSSELS 


The European Union's other leaders are itching to see what Mr Schróder is 
made of—and what he wants to make of Europe 


HE ostensible reason for the European 

Union's heads of government to meet 
for two days next month in Austria is for an 
informal chat about "the future of Europe". 
How, among other things, can the Union 
make itself less disliked by its citizens? But 
the real draw for 14 of the 15 leaders will be 
the chance to fuss around Gerhard Schró- 
der. Item one on the first day's agenda will 
consist of sizing him up. Item two, in a 
break with the past, will beto make him feel 
welcome. New boys used to get 


lous country in the Union, he will be its 
main paymaster—even if he can argue 
down Germany's contribution to the bud- 
get. Nothing in the Union can be done 
without Germany's say-so, and Germany 
has been expressing itself more forcefully 
with each passing year, as lingering post- 
war inhibitions have fallen away. 

Then there is the incentive for other 
countries to see if bilateral ties can be im- 
proved with the change of government. The 


stakes are highest for France (see next arti- 
cle). The cooling of Franco-German rela- 
tions has led Britain, egged on by some 
merry words from Mr Schróder, to hope for 
anew spell ofAnglo-German bonding. Brit- 
ain hankers after something closer to a tri- 
umvirate at Europe's centre, with France— 
tant pis—as third member. But such hopes 
are sure to be dashed, at least so long as Brit- 
ain remains outside Europe's single cur- 
rency. The most urgent strategic questions 
within the EU concern the euro, and are 
therefore mainly for euro-insiders. 

A final reason for Eu leaders to wel- 
come Mr Schróder is procedural. An alarm- 
ingly high proportion of Union business 
was hanging fire on a German election re- 
sult. Now work can resume, nicely in time 
for Germany's assumption of the EU presi- 
dency on January 1st. 





a fairly frosty reception at EU 
summits. They had to be taught 
the club rules; till they learnt 
them, they were liable to be- 


In particular, most EU 
countries hope Mr Schróder 
will be more sympathetic than 
Mr Kohl was to revamping the 
common agricultural policy 





have awkwardly. 

Mr Schröder, though al- 
most as preoccupied with the 
EU budget as Margaret Thatch- 
er once was, can count on a 
much more sympathetic recep- 
tion—for several reasons. For a 
start, he will be among politi- 
cal friends. His victory leaves 
Spain as. the only large Eu 
country still with à. conserva- 
tive government (see page 61). 
Mt Schroders fellow socialists 
see their own success reflected 
in his victory. 

Another reason for court- 


(CAP). This would mean lower- 
ing EU prices for meat, grain 
and butter close to world lev- 
els. Mr Kohl resisted such cuts 
because his government relied 
on a big Bavarian farm vote. 
Mr Schroder’s Social Demo- 
crats are much less beholden. 
But CAP reform is only one 
part of a package of financial 
and institutional reforms on 
which EU governments are 
supposed to agree in the course 
Of next year. New members 
from Eastern Europe can then 
be readied for admission. Mr 








ing him is that, as leader of by 
far the richest and most popu- 








Schróder will need to fight 
hard if he wants the final deal 
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to include a serious reduction in Germa- 
ny's huge budget bill. France, which does so 
well out of current budget arrangements 
that it makes almost no net contribution at 
all, will resist doggedly. Mr Schröder will 
also have to persuade Spain, and other big 
recipients of EU funds, to lower their claims 
in favour of new entrants from Central Eu- 
rope whose need for Eu cash will be much 
more urgent. 

The countries waiting to join the Union 
accept that Mr Schröder faces much the 
same pressures and calculations as Mr 
Kohl did. In the long term Germany wants 
stable and prosperous neighbours to its 
east. But in the short term it fears an influx 
of cheap labour from Poland and Hungary. 
So, for a decade or more after they join, Mr 
Schröder will be wary of giving new en- 
trants fully free movement of labour. 

And Europe's common foreign and se- 
curity policy? Quite a few European leaders 
hope MrSchróder will be less cautious than 
Mr Kohl was in trying to create one. Later 
this year the EU is due to appoint a *high 
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ELMUT KOHL is said once to have 
told France's late president, Fran- 
| çois Mitterrand, that he would be Germa- 
ny's “last pro-European chancellor”. That 
is exactly what many French now fear. 
Not that they have anything specific 
against Gerhard Schróder. But he is little 
known in France—and what is known 
about him, as a Protestant from Hanover, 
in Germany's north, and as a reputed An- 
glophile, makes him seem worryingly dif- 
| ferent from Mr Kohl, a Catholic Franco- 


| Mr Schröder, they hear, belongs to a 
| new generation of Germans wanting to 
| put national interests before those of “Eu- 
| rope”—an ideal he mentioned remark- 
| ably seldom during his election cam- 

paign. He is the first post-war chancellor, 

notes the leftleaning Le Monde, no 
| longer weighed down by the “burdens of 
the past". The newspaper describes his 
Germany as "décomplexé". He does not, 
it seems, share Mr Kohl's belief that fur- 
thering European unity is a “matter of 
war and peace in the 21st century", or that 
nurturing friendship between France 
and Germany is the very bedrock of Euro- 
pean harmony. Galling, too, was Mr 
Schróder's suggestion, at the end of last 
year, that the Franco-German couple 
could be extended into a ménage à trois 


But it is not just the arrival of a less 


The French fear that Gerhard Schróder may pay them too little attention 


ardent European as Germany's new lead- 
er that has put a spanner in the Franco- 
German motor. Actually, it has been sput- 
tering for several years. Remember, in 
1995, Germany's lack of sympathy when 
France resumed nuclear tests in the Pa- 
cific? Or German annoyance when 
France—without informing Germany— 
said it would have an all-professional 
army? Or French irritation at German in- 





Jospin and Schróder, not yet purring 


representative" for foreign policy—Mon- 
sieur PESC, to use the French acronym for 
the common foreign and security policy. 
Germany has favoured giving the job to a 
bureaucrat unlikely to mount much of a 
challenge to the prerogatives of national 
governments. Italy, the Netherlands and 
smaller Eu countries are keen to have an ex- 
perienced, big-shot politician to take the 
world stage in Europe's name. 

None of these issues involves classic 
left-right divides. It remains to be seen 
whether Mr Schróder will press for more 
active social policies in Europe. His Green 
allies in government will demand more 
consumer protection and environmental 
legislation at the European level—though 
these days even the European Commis- 
sion, weary of criticism, wants Europe to 
regulate less intrusively. Ideology also per- 
meates the argument about how far Eu- 
rope's new central bank should submit to 
political control. Mr Kohl, the conservative, 
backed the central bankers' total indepen- 
dence. Mr Schroder, the socialist, may be 


GERMANY'S ELECTION 


sistence on a "stability pact" to ensure 

strict adherence to the rules of Europe's 

single currency? Or France's reluctance to 
let a Dutchman head the new European 

Central Bank? 

Naturally, on his first visit to France as 
chancellor-elect, on September 30th, Mr 
Schroder declared his loyal devotion to 
the German axis. But awkward questions 
have been nagging policy makers in Paris 
for several years. Does a powerful, re- 
united Germany still need French friend- 
ship quite as much as before? Without it, 
could France go on moulding Europe in 
accordance with its own desires? 

Now, with an unknown in charge in 
Bonn—and one who will soon 
move to the old imperial capital, 
Berlin, with its window on to the 
east—will Europe's leading duo 
happily oversee the continent's 
emerging new shape, not to men- 
tion the EU's finances? As an edito- 
rial in Le Figaro, the leading Gaull- 
ist newspaper put it, "the [Franco- 
German] couple is no longer the 
motor of European construction". 

The first ugly moment, with Mr 
Schróder as chancellor, could oc- 
cur in Vienna in December, when 
EU leaders will discuss the Union's 
budget for the seven years after 
2000. France will be desperate to 
avoid a row—while still being re- 
luctant to pay an extra few billion 
dollars into Europe's coffers. Even 
ifthat early problem is sorted out, a 
more pragmatic, less emotional, 
sort of relationship is likely to 
grow, 


more sympathetic to political intervention. 

Whatever he does, he will have to con- 
tend with the perception that he is a lesser 
leader than the man he replaces—that with 
Mr Kohl's going Europe has lost not only its 
doyen but also its wise man and institu- 
tional memory. Whereas Mr Kohl saw Eu- 
ropean integration as a historical impera- 
tive, his successors are liable to see it more 
as a series of tactical decisions, primarily 


economic in nature. 


Ifthe Eu’s capacity for strategic thinking 
does shrink, the loss will scarcely show in 
the next year or two. Countries that join the 
euro will be furiously busy, harmonising 
and integrating their economies in thou- 
sands of large and small ways. But the new 
currency's arrival and the approach of east- 
ward expansion will put strategic issues 
back on the agenda soon enough. Then Mr 
Schróder will face the test of reconciling 
Germany's national and European desti- 
nies with the authority that was his prede- 


cessor's badge. Europe awaits. 
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EWAS not amused. Oskar Lafontaine, chairman of Germa- 

ny’s Social Democratic Party drummed his fingers on the 
table, then twice leaned over with whispers of advice to the 
speaker on his left answering journalists’ questions. Nothing 
odd in that—except. that the person being so peremptorily 
prompted was none other than Gerhard Schroder, fresh from his 
general-election triumph a day earlier. And surely a chancellor, 
even one in waiting, is well able to speak for himself. 

Times change. No one dared on such occasions to interrupt 
Helmut Kohl, the outgoing chancellor; not even when he waf- 
fled, as he not infrequently did. Besides, Mr Kohl was (and for the 
moment still is) head: of his party, the Christian Democratic 
Union, as well as government leader. He did not have to share 
the podium with even: à potential 
niggler. But now Mr Kohl's 16-year 
solo is giving way to.a Social Demo- 
cratic duet, and Mr Lafontaine may 
well turn out to have the more. pow- 
erful—at least persuasive—voice in it. 

How so? Isn’t Mr Lafontaine a 
chronic loser who badly wanted to 
become the Social Democrats’ candi- 
date for chancellor this year but was 
pipped by Mr Schröder? Did he not, 
when running against Mr Kohl in 
the election of 1990, German unity 
year, lead his party to its lowest share 
of votes—33.5%—since 1957? True, he 
has been a popular premier of the 
Saarland since 1985. But that is a pip- 
squeak state with a lot of debt, even 
less of a power base than unexciting 
Lower Saxony, run for the past eight 
| years by Mr Schröder. To emerge 
from all that as arguably Germany's 
most influential politician needs 
some explaining. 

All the more so since over the 
past two decades Mr Lafontaine has 
managed to upset one bigwig after 
another in his own party, as well as 
to infuriate conservatives. At the start 
of the 1980s his opposition to atomic power and NATO's missile 
strategy put him at odds with the Social Democrats’ then chan- 
cellor, Helmut Schmidt. Mr Lafontaine had plenty of party back- 
ers on both issues; but even they were repelled when he snapped 
that the qualities of staunchness and sense of duty which Mr 
Schmidt esteemed were "secondary" ones—useful, perhaps, for 
"running concentration camps". In 1987 Mr Lafontaine could 
have had the party chairmanship but he turned it down at that 
stage with near-contempt, temporarily losing himself still more 
|. allies. What he wanted was the chancellorship. 

^ In 1990:he failed to get it and, thanks to his reservations 
about the rush to German unity, he also ran foul of the party's 
elder statesman, Willy Brandt, who was as much ofa unity fan as 
"Mr Kohl. The same year he narrowly escaped death when a de- 
mented woman slashed him with a knife during a campaign 
rally. Bouts: of deep depression followed. The message from 
party colleagues, sometimes delivered with crocodile tears, was 
"Oskar has had it." Still, he is not nicknamed Napoleon just be- 
cause of his stocky build, often imperious manner and love of 
France (which the Saarland adjoins), a love that extends to fine 








Oskar Lafontaine's commanding German presence 








cuisine and the game of boules. He contrives to bounce back 
after often self-inflicted setbacks, he knows how to bide his time 
until the foe is weak, and he can rouse the rabble with speeches 
ofa fury wholly at odds with his cherubic features and twinkling 
eyes. Ask Rudolf Scharping, whom Mr Lafontaine thrust from 
the party’s chair in a brilliantly ruthless putsch at a congress in 
Mannheim three years ago. By this time Mr Lafontaine had de- 
cided he would like the leadership after all—so he grabbed it. | 
Much of that applies to Mr Schröder too. Both are rebels—in | 
part, some claim, because they lost their fathers in the war and 
grew up without paternal discipline. Both have had privatelives | 
about as tumultuous as their public ones: Mr Lafontaine has 
been married three times, Mr Schróder four. But Mr Lafontaine 
is the niftier, more intellectually rig- 
orous debater, perhaps because he 
was educated by Jesuits. At 55, he is 
only a year older than his colleague. 
But when the two appear together, as 
at that post-election. press confer- | 
ence, Mr Lafontaine managestolook | 
the senior partner, and Mr Schröder | 
tends to yield to him with at least as | 
much respect as irritation. Oskarcan | 
get away with it. Others not. | 
Besides, Mr Schröder knows who | 

he has to thank for smoothing his | 
path to the chancellery, and who he 
| 

i 

| 

| 
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will need to keep him there. It was 
Mr Lafontaine who helped convince 
the public that Mr Kohl was played 
out by organising a near-total block- 
ade of the government's tax reforms 
in the Bundesrat, the second cham- 
ber of parliament. As Mr Kohl's grip 
on his Christian Democrats began to 
falter, so Mr Lafontainetightened his 
hold on the Social Democrats. What 
price will Mr Schróder have to pay 
for all this? 

For one thing, Mr Lafontaine can 
have any job he wants, as well as the 
party chair. He might just opt to lead 
the Social Democrats in parliament, but more likely he will go 
for the finance ministry—arguably now the weightiest job in 
government. In some ways it would suit him down to the 
ground. He has long been a fan of the euro (unlike the sceptical 
Mr Schróder) and urges a European initiative, led by Germany, 
Franceand Britain, to help bring greater international currency 
stability. Ironically, on this issue hesounds much like his old foe, 
Mr Schmidt, co-founder of the European monetary system. 

Having Mr Lafontaine in the finance job might just pay off 
for Mr Schróder too. Only the party's chairman could curb de- 
mands by the faithful—and by Greens—for big spending. Mr La- 
fontaine has the clout. But the will, too? Unlike Jost Stollmann, 
Mr Schróder's would-be economics minister, he is all for revers- 
ing previous efforts to trim pensions and sick pay. He is keen to 
raise family allowances, wants wages up to boost domestic de- 
mand, and favours heavier petrol taxes (which Mr Schröder, a 
member of Volkswager/'s supervisory board, fears could cost 
jobs). Putting Mr Lafontaine in charge of finance, his critics say, 
would be like setting a wolf to guard a sheep pen. Perhaps—ex- 
cept that he might just turn out to be a sheep in wolf's clothing. 
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EUROPE 


A continental drift—to the left 


Left-of-centre parties have swept to power across the European Union. But that 
does not mean they can agree on what they stand for 


66" HIS whole election result has been 

a tremendous triumph,” gushed 
Tony Blair, Britain’s prime minister, after 
the victory of Gerhard Schröders Social 
Democrats in Germany, “for him, and the 
fact that we have governments in France 
and Germany and Great Britain and else- 
where who share the same perspective.” 
And, he might have added, in Italy and the 
Netherlands and Greece and Portugal and 
Sweden and Luxembourg and Denmark 
and Finland and Belgium and Austria. For 
Mr Schróder's election brings to 13 the tally 
of EU countries where the left either holds 
power or shares it as a chief party. That 
means all Eu countries bar Ireland, whose 
main parties defy the poles of left and right, 
and Spain, where the right squeaked in af- 
ter 13 years of socialism. This tilt of Europe 
to the left is startling. Does it matter? 

The left certainly believes so. For the 
first time since 1929, the heads of the big 
three EU governments—France, Germany 
and Britain—are ofthe left, and a left that is 
flush with the self-confidence of its elec- 
toral triumphs. The hope is not only that 


A reddish 


Centre-left governments in the European Union 


% cabinet 


governments will share ideas, nor just that 
they might for once pull in the same direc- 
tion in the EU. It is that, call it what you 
like—the third way (Blair) democratic so- 
cialism (Jospin) the new centre 
(Schróder)—this marks the rebirth ofa mod- 
ern, fashionable, pan-European centre-left. 

Already, the election of leftish govern- 
ments in Britain and France last year has 
breathed new life into the left-wing pan-Eu- 
ropean party network. Not so long ago the 
meeting-houses for a political faith in de- 
spondency, gatherings such as those set up 
by members of the Party of European So- 
cialists (Pes), an umbrella group of socialist 
and social-democratic parties to which all 
13 governing parties belong, have begun to 
have influence—on the continent at least, if 
not in more sceptical Britain. So in June 
Sweden's Social Democrats held a day's 
round-table, with like-minded Europeans, 
on jobs. The French Socialist Party holds 
another, on social matters, on October 3rd. 
A week later, the Italians will talk education 
in Bologna. Ministers often turn up. Next 
month there are six more to digest, not to 


Liberals, D66 — 


None 





Enough said 


mention other bilateral party think-ins. 
On top of this, leftish ministers in every 
field get together about four times a year. A 
few years ago, tentatively, only finance 
ministers met; now they all do. Germany's 
Social Democratic victory will give these 
shindigs even more clout: Rudolf Scharp- 
ing, who could become Germany's foreign 
minister, is the Pes president. Indeed, the 
PES summits of party leaders have turned 
into something of a caucus ahead of meet- 
ings of the European Council of Ministers; 
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Britain’s new Labour, at first suspicious of 
continental socialists still daring to call 
themselves such, is taking such meetings 
more seriously. 

In government, too, there is more shut- 
tling back and forth. French and German 
officials have long spent time in and out of 
each other’s ministries, regardless of the rul- 
ing party's hue. Mr Schröder may even take 
on as an adviser Brigitte Sauzay, a French 
woman who used to work for Francois Mit- 
terrand and helped out in the recent Ger- 
man campaign. Still somewhat reluctant to 
take their mesmerised eyes off their Ameri- 
can friends, even the British have been 
making an effort. Members of Mr Blairs 
Downing Street policy unit regularly visit 
and e-mail those in Lionel Jospin's cabinet. 
Even before the election, Mr Blair's young 
men in suits were bustling about, trying to 
pep up Mr Schróder's glitzy election cam- 
paign, and peddling his new centre. 

All of which might help the left draft a 
common leftish manifesto, however vague, 
for next year’s elections to the European 
Parliament. It might even spur on Europe's 
leftists to get to know one another, and 
work out how to extract concessions from 
each other in the gu. 

Itdoes not, however, add up to a shared, 
European, centre-left view. True, in govern- 
ment, the left has inched closer to the cen- 
tre. Many governments have embraced pri- 
vatisation, even trimmed income taxes on 
the rich, abandoning former articles of 
faith. Indeed, more state companies have 
been sold off under Mr Jospin than under 
his right-wing predecessor. Besides which, 
the euro has bound governments’ hands: 
its rules require them to keep inflation low 
and spending within their means. 

But there is plenty of room for division. 
The continentals still, on the whole, defi- 
antly distrust the market, which translates 
into quite different policies from those of 
Mt Blair, particularly on issues such as jobs 
and workers’ protection. While Mr Jospin is 
busy bringing in a 35-hour week and old- 
fashioned job-creation schemes, it is all Mr 
Blair can do justto swallow a 48-hour week. 
For all his Blairish electoral razzmatazz, Mr 
Schróder is unknown, while sidekicks, such 
as Oskar Lafontaine, a good friend of Mr 
Jospin’s, stand decidedly on the left: “Old 
Labour", whisper Mr Blair's people darkly. 

Through French leftish eyes, there is 
precious little to separate Mr Blair from 
continental Christian democracy—belief 
in strong families, tough on crime—except 
his zeal for the market. His social conserva- 
tism sets him quite apart from, say, the 
Scandinavian social democrats and their 
insouciance about family. breakdown. 
When Mr Blair and Bill Clinton went last 
week to a seminar in New York on the third 
way, which symbolically did not take place 
in Europe, Romano Prodi, Italy’s prime 
minister, who counts Mr Blair asa pal, was 


the only other Eu leader to turn up. 

The most conspicuous absence was that 
of Mr Jospin, who was “busy”. The word in 
Paris is that it would have been an embar- 
rassment for him, who governs with Com- 
munists and Greens, to be seen hob- 


nobbing with people who sound like trans- 
atlantic neo-liberals. “If the third way is 
between communism and ultra-liberalism, 
I'm in favour of it" Mr Jospin declared re- 
cently. "If it's between liberalism and social 
democracy, I'm against it." 





Russia 


How do they survive? 


BARKI 


Despite Russia’s economic collapse, most ordinary Russians are managing to 
survive, but not thanks to any help from their government 


cc RISIS, what crisis?” says Boris 
scornfully, scratching the back of a 
gigantic pig. Nearby, two teenage daughters 
are energetically digging manure into the 
potato patch. Boris’s wife, Masha, is at the 
roadside, selling milk, fresh from their two 
cows, to passing drivers. Beside her is Piotr, 
who sells goat's milk and fresh eggs from 
his two dozen chickens, and a taciturn man 
offering ragged joints of freshly slaughtered 
lamb from his flock of 200 sheep. 
Viewed from the village of Barki, in the 









































countryside not far from Moscow, the 
chaos in the Kremlin, not to mention the 
economy, seems irrelevant. There is plenty 
to eat, and a fair amount of money too: Rus- 
sia’s richest people have their country 
houses nearby, and pay well for fresh food. 

The villagers of Barki will survive the 
winter without difficulty. Even elsewhere, 
grim though this winter will be, most Rus- 
sians expect to get through it just as they sur- 
vived previous ones—on their own initia- 
tive, with their own food (see table). Few are 
paid much money; but few seem to starve 
either. They get by, just, on home-grown po- 
tatoes or hand-picked wild mushrooms, 
kasha (crushed grain) still cheaply avail- 
able in shops, plus bits and pieces from 
their employer if they are lucky. 

Not many expect the state to help. The 
government does have 20m tonnes of grain 
stockpiled. Even with this year’s bad har- 
vest, this ought to be enough to keep the 
country in bread and porridge—if, that is, 
the distribution system works. 

All the same, after Russia's economic 
collapse, this winter could be particularly 
bad. Murray Feshbach, a demographer at 
Georgetown University in Washington 
who monitors Russia's appalling health, 
says malnutrition is spreading. On Septem- 
ber 3oth the International Committee of 
the Red Cross launched a $15m appeal for 
the 1.4m neediest Russians, such as big fam- 
ilies and pensioners, in the 12 regions worst 
battered by the economic troubles. Its Mos- 
cow office now talks of the menace of 
"mass starvation" if things get worse. 

In Noginsk, for example, a depressed 
and depressing textile town an hour's drive 
east of Moscow, pensioners tend not to 
have their own garden plots, and therefore 
no independent source of food. "I'm a city 
person," explains one. Her pension, of 400 
roubles a month, used to be worth about 
$60; after the devaluation in August it is 
worth halfthat. In any event, ithas not been 
paid for two months. Her son, the only per- 
son who might help her, lives in Kamchat- 
ka, in Russia's remotest far east. He has not 
been paid for five months. 

Thetown's economy is rotting. As thelo- 
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BRATISLAVA 


LADIMIR MECIAR, the backward- 
looking bully who has been running 
Slovakia since its “velvet divorce” from 
the Czech Republic five years ago, says he 
will bow out, after the bloody nose Slova- 
kia’s voters gave him in a general election 
last weekend. But until a new govern- 
ment is in place, many Slovaks will keep 
their fingers crossed. Mr Meciar has been 
| apast-master at using semi-legal constitu- 
tional chicanery—and worse—to wriggle 
out of seemingly unwinnable positions. 
The figures give him little scope for 
manoeuvre. His outgoing coalition, in- 
cluding a far-right nationalist party that 
goes out of its way to be nasty to the 10% of 
Slovaks who are ethnic Hungarians, won 
only 57 out of parliament's 150 seats. And 
that despite the fierce bias of state-run 
television in Mr Meciars favour and 
crude attempts to rig the electoral law. 
But opposition unity is frail. And Mr 
Meciars entourage of cronies has good 
reason to sabotage a transfer of power. If 
the main centre-right opposition does 
take over, its leaders have promised to set 
up inquiries into alleged murders, state- 
sponsored terrorism and kidnapping, 
embezzlement and dubious privatisa- 
tion deals, in which chunks of the state 
have been sold off at knock-down prices. 





cal textile factory went on shedding jobs in 
recent years, many workers became traders, 
shuttling cheap toys, shoes or make-up 
from Turkey or Poland, and selling them in 
Russia’s big outdoor markets. It was ardu- 
ous, chancy work, but it fed the family. Now 
that has stopped. The implosion of the 
banking system has wiped out their money. 

Trouble has spread even to places con- 
sidered a model of how to adapt to new 
ways. Not far from Noginsk, Chernogol- 
ovka is one of Russia’s brainiest towns. 
Once a pampered research centre, the town 
has done all the right things. Its labora- 
tories, some of them world-class, have con- 
tracts with companies such as Siemens of 
Germany and NEC of Japan. Nearly one in 
five of its 22,500 residents has an e-mail ad- 
dress. It has a new vodka factory, run by re- 
tired army officers. The town was thriving 
until the economic collapse, which has 
thrown budgets into chaos, and made it 
impossible for scientists, or distillers, to set 
prices for future contracts. “The govern- 
ment has changed the rules, without telling 
us the new ones,” says one scientist. “If this 
carries on, hundreds of our best people will 
simply emigrate.” 

Russians may be fed up, but will they 
revolt? Opinion polls suggest that about a 
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Slovakia’s strongman bows out 


Yet Mr Meciar seems to have run out 
of escape-routes. True, his party got the 
biggest vote—27% against the 26% won by 
the biggest of four respectable opposition 
parties. So he had first shot at forming a 
government. Presidential powers reside 
with parliament's speaker, a Meciar loyal- 
ist, Mr Meciar having previously blocked 
the election ofa new head of state. But this 
time Mr Meciar failed to find enough 
partners to form a government. 

The door is now open to a Christian 
Democrat, Mikulas Dzurinda. If he can 
gathertogether the sensible bits ofopposi- 
tion, he should have more than the two- 
thirds majority needed to change the con- 
stitution and elect a head of state. 

Mr Dzurinda particularly wants to 
push Slovakia back up to the front half of 
the queue to join the EU and NATO, which 
have spurned the country under Mr Mec- 
iar. Mr Dzurinda also says he will tighten 
Slovakia's purse-strings. Despite figures 
suggesting strong growth of over 5% a 
year, the economy is built on sand. Local 
banks are rocky. Nearly half of GDP con- 
sists of short-term debt repaid at very high 
rates, mostly to foreigners: shades, per- 
haps, of Russia, to which Mr Meciar and 
his "red barons" from the old nomenklat- 
ura have been notably friendly. 


quarter of the population would take part 
in mass protests; about a half think such 
events are likely this winter. The first test 
will come on October 7th, when unions 
and the Communist Party have called a na- 
tional strike, designed to oust President 
Boris Yeltsin, rather than the government 
of Yevgeny Primakov, the prime minister. 
A strike, a demonstration—or even, 
when tempers fray, a riot—in Noginsk, and 





Will Meciarletgo? - | 


If Mr Dzurinda is to rid Slovakia of Mr 
Meciar and his cronies, he may have to 
back Rudolf Schuster for president. Mr 
Schuster is an ex-communist and former 
ambassador to Canada who has become 
popular as mayor of Slovakia’s second 
city, Kosice. This year he set up his own 
middle-of-the-road Party for Civic Recon- 
ciliation, doing well to get 8% of the recent 
vote. But Mr Schuster has been wary of 
joining in a coalition. He, as much as Mr 
Dzurinda, may be the man to watch. 
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towns like it, might prod the government 
into doing something. It has begun to pay 
wage arrears, albeit in ever feebler roubles. 
But what ordinary Russians need as much 
as anything is a secure and stable place to 
live and work. The diligent smallholders of 
Barki, for example, who trade by the road, 
dare not sell their produce at markets for 
fear of the mafia. And getting rid of the ma- 
fia, these days, is still a pipe-dream. 





Kosovo 


The sabres are rattling 


PRISTINA 


The stakes in Serbia's rebellious province are getting even higher 


ITHIN a few weeks, NATO could find 

itself virtually at war with a country 
of 11m people, whose armed forces, albeit 
in severe decline, were once among the 
most formidable in Europe. Such, at least, is 
the sort oftalk that has been heard recently 
in western capitals, particularly Washing- 
ton, as anxiety mounts over the human 
(and political) cost of leaving unchecked 
the repression of ethnic Albanians in 


Kosovo by Yugoslavia's troops and police. 
Pressure for the use of NATO air power 
toclipthe wings of Slobodan Milosevic, the 
Yugoslav president behind the crackdown, 
is growing in America's Congress. Bill Clin- 
ton is lending a more sympathetic ear. Be- 
cause the “hawks” over Kosovo include 
venerable Republicans, Mr Clinton need 
not fear being accused of launching mili- 
tary adventures to escape his personal tra- 
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vails. The spectre of 50,000 ethnic Albani- 
ans braving winter unsheltered, and: of 
another 250,000 souls displaced, has con- 
centrated minds in the corridors of power. 

That, in part, is why both diplomatic 
and military preparations for a NATO inter- 
vention in Kosovo have speeded up. On 
September 24th, western defence ministers 
agreed to issue an "activation warning"— 
notice that forces (mainly aircraft) were 
likely to be called up for a military opera- 
tion. At least four more procedural steps 
with arcane names have to be carried out 
before any bombing raids begin. An impor- 
tant diplomatic milestone will come on 
October 7th or 8th, when the United Na- 
tions receives a report on whether its latest 
resolution is being heeded. Already west- 
ern governments, with hints that cruise 
missiles, among other weapons, may be un- 
leashed, are telling Mr Milosevic that this 
time they really do mean business. 

And business would presumably mean 
air attacks on targets throughout Serbia 
and its ally Montenegro, aimed initially at 
suppressing air-defences and then at para- 
lysing the communications and logistics of 
Yugoslavia’s forces. Mr Milosevic presum- 
ably knows that his armed forces would be 
little match for a serious NATO offensive, 
and his best hope of avoiding one is to di- 
vide the alliance through tactical conces- 
sions. This may help explain the Yugoslav 
government's announcement on Septem- 
ber 28th that its campaign against the 
Kosovar separatists was at last over. “Peace 
reigns in Kosovo," said its prime minister. 

But if such a lofty proclamation was 
meant to soften western ire, it failed. Over 
the next three days, evidence emerged of 
particularly brutal slaughter by Yugoslav 
security forces in the Drenica region over 
the weekend. In the village of Gornje Obrin- 
je, reporters and western diplomats saw the 
bodies of 16 people, including six women 
and four children, who had been horribly 
killed. And at least 14 men from another 
village had been shot in cold blood. 

On September 30th, some 400 police 
left the Drenica area, indicating some kind 
of withdrawal, perhaps only tactical. But 
even as they talk tough to Mr Milosevic, 
western governments must hope that his 
climbdown is real. Not because of doubts 
about a military strike’s feasibility, but be- 
cause of the risks of the political strategy 
that must go with a bombing campaign. 

American policymakers are hoping to 
use NATO air raids—or perhaps just the 
threat of them—to extract from Mr Milose- 
vic a promise of substantial autonomy for 
Kosovo. Many believe that the Serbian boss 
might actually welcome NATO's bombs be- 
cause they would give him the excuse to 
face down his own hawks and make con- 
cessions that he sées as inevitable. 

Under one widely discussed possibil- 
ity, America would: apply to Kosovo the 








same methods that brought peace to Bos- 
nia three years ago: a robust bombing cam- 
paign, followed by a deal with Mr Milose- 
vic and a western-guided peace process. In 
Bosnia, the strategy has worked better than 
expected, despite the gains made by Bos- 
nian-Serb nationalists in last month's elec- 
tions. But in Kosovo, where ethnic hatreds 
run as deep as in Bosnia, the idea of NATO 
and Mr Milosevic co-sponsoring a peace 
process sounds laughable. 

If western governments are prepared to 
take political risks, it is because the alterna- 
tive is so ghastly. The Kosovo war has al- 
ready destabilised the region. In Albania, a 
30-year-old prime minister-designate, Pan- 
deli Majko, is struggling to keep the lid on 
political ferment and anarchy. Relations 
between Slav and Albanian in both Mac- 
edonia and Montenegro, already tense, 
may break down if repression in Kosovo 
£oes on. Somehow the rot must stop. 





Greece 
Euro-worries 


ATHENS 


HE ancient Greeks called it fthonos, a 

sort of jealousy that makes people try to 
unseat their more successful rivals. It is still 
around. The latest victim may be Yannos 
Papantoniou, the bouncy Socialist finance 
minister trying to drag Greece into Eu- 
rope's single currency by 2001. Despite de- 
nials on high, the capital has been buzzing 
with reports that he may be dumped. 

Mr Papantoniou still sees eye to eye on 
economics with Costas Simitis, the reform- 
minded prime minister, and is backed by 
the modernising faction in the ruling Pan- 
hellenic Socialist Movement (Pasok). But 
his success in making Greece a serious can- 
didate to join the euro has annoyed Pasok's 
barons. If Greece were to succeed in that 
aim, Mr Papantoniou would become the 
front-runner to succeed Mr Simitis. 

Akis Tsochatzopoulos, the defence min- 


ister, who lost a long battle with Mr Simitis 
for Pasok's leadership, would still like to 
step into his shoes. Another contender is 
Vasso Papandreou, the development min- 
ister and former Eu social-affairs commis- 
sioner (and no relation of Pasok's late, long- 
serving populist prime minister, Andreas 
Papandreou), who hopes to be Greece's first 
woman prime minister. But the toughest 
challenger may be Alexander Papadop- 
oulos, the quiet interior minister who 
launched the tax reforms a few years ago 
that dave such a boost to revenues. He 
would like to grab Mr Papantoniou's job 
before the deal on Greece's entry to the euro 
is wrapped up—next summer at the earli- 
est-and then take the credit. 

Greece now seems to have at least a fair 
chance of meeting its self-prescribed dead- 
line for reaching eurodom. By December it 
should meet three of the four criteria laid 
out in. the Maastricht treaty. Under Mr Pap- 
antoniou the budget deficit, long-term in- 
terest rates and the public debt have gradu- 
ally been shrinking to acceptable levels. 
The drachma has made a strong recovery 
after a 12.1% devaluation against the ecu in 
March, which accompanied its entry into 
Europe’s exchange-rate mechanism—the 
waiting-room for the euro club. 

Hitting the fourth target, inflation, is 
proving trickier. In August the annual rate 
was 5%, still well above the Eu's average. But 
Mr Papantoniou is to try some new ways of 
squeezing it below 2.4% next year. He plans 
to freeze prices for electricity, telephone 
calls and public transport. Special taxes on 
new cars, whisky and other luxuries will 
come down. Mr Papantoniou is preparing 
to punish wholesalers who put big mark- 
ups on television sets and washing ma- 
chines after the drachma's devaluation. 

Mr Papadopoulos and the other Pasok 
barons are eagerly waiting for Mr Papant- 
oniou to trip up. So far he has managed to 
keep squeezing inflation without freezing 
wages. But the public-sector unions, which 
are mostly Pasok-controlled, are gunning 
for him because they dislike his plan for a 
speedy sale of banks and utilities. A six- 
week strike at Ionian Bank, the biggest one 
on the list, wrung concessions out of Mr 
Papantoniou: he agreed that the buyer 
would have to keep on all 3,500 people 
who worked there for at least three years. 
And the first attempt to sell Ionian Bank 
failed in August. 

Could Greece get into the single cur- 
rency by 2001 without Mr Papantoniou? 
Perhaps. But it would probably be hard: fi- 
nance ministers of the 11 countries due to 
merge their currencies in the new year have 
been impressed by Mr Papantoniou during 
his four years as Mr Drachma—and may be 
lenient: if-Greece is on the borderline to 
meet the criteria. The same might not go for 


< Mr Papadopoulos: 
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Time for another round 


TA birthday party in Geneva, revellers are cele- 
brating the soth anniversary of the General 
Agreement on Tariffs and Trade (GatT), and a local 
television crew is making a documentary about the 
World Trade Organisation (wro), the GATT's succes- 
sor. The film might have featured grey-suited trade 
ministers congratulating each other on 50 years of 
trade liberalisation, but instead the camera cap- 
tures a colourful crowd of demonstrators on the far 
side of rolls of barbed wire. They denounce the 
organisation and all its works. Free trade, they 
claim, despoils the environment and enslaves dis- 
possessed peoples. “God is dead,” reads one ban- 
ner; "The wro has replaced Him." Most of them 
protest peacefully, but a few start throwing stones 
and bottles, then overturn cars and set them ablaze. 
It would be easy to dismiss the protesters as 
cranks. After all, the wro has plenty to celebrate. 
Global trade has grown 16-fold since 1950 (see chart 
1, next page), far outstripping the growth in GDP. It is 
freer than at any time since before the first world 
war, and possibly freer than ever. The wro is an in- 
creasingly popular club: its membership now 
stands at 132 (see chart 2, next page), with another 
30-odd, including China and Russia, in the queue 
to join. 

But the free-traders are not having it all their 
way. President Clinton has failed to win “fast-track” 
negotiating authority from Congress for new trade 
agreements, and is now distracted by other matters. 
Much more importantly, the global economic out- 
look has deteriorated from the merely worrying to 
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the critical. Already the economies of Japan and 
much of Asia are shrinking. America, having en- 
joyed a prodigious boom for the past seven years, is 
slowing down and may yet tip into recession. If it 
does, the world economy will face its worst crisis 
since the Great Depression of the 1930s. 

Mention of that awful decade should make 
politicians shudder. Then, governments responded 
to economic crisis by embracing protectionism, 
with disastrous results. This time should be (and so 
far is) different. There have been a few unwelcome 
signals—the odd tariff increase here, introduction 
of capital controls there—but as yet nothing like a 
retreat from free trade. Indeed, the strongest bul- 
wark against a return to protectionism is the exis- 
tence of the wro itself: the GATT, after all, was set up 
after the second world war precisely to avoid a repe- 
tition of the economic follies of the 1930s. 

The danger is that the global economic wobble 
will prompt politicians to scramble for shelter. 
Some American and European companies are al- 
ready being overrun by competition from Asian 
goods, made much cheaper by drastic devaluations. 
Ifa global recession does come to pass and markets 
start to shrink, more businessmen and workers may 
demand protection from their governments. 

This, therefore, may be an odd time to call for 
trade to be made freer still. Why rock the boat when 
the weather is stormy? And is trade not free enough 
already after half a century of liberalisation? 

It is not. The lesson of the 1930s is that free trade, 
far from being a luxury affordable only when times 
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4 SURVEY WORLD TRADE 





A short tour of 
economic theory 

















are good, becomes utterly essential when times are 
bad. This survey will argue that the time is ripe fora 
new round of global trade talks not in spite of but 
because of the current economic troubles. 

The argument that trade is already free 
enough—-or even, as some claim, "unfettered"—is 
unsustainable. Plenty of barriers to trade remain. 
Indeed, as conventional trade barriers, such as tar- 
iffs and import quotas, have come down over the 
past half-century, others, such as discriminatory 
regulations, have sprung up to take their place. 
Moreover, as the global economy has become more 
integrated, the meaning of “free trade” has become 
more elusive. Perhaps 20 years ago most trade nego- 
tiators would have settled for the definition in an 
elementary economics textbook: an absence of tar- 
iffs and quotas on goods. This will no longer do. Yet 
a more up-to-date definition is hard to pin down. 

For a start, trade is not restricted to goods. Ser- 
vices too, from telephone calls to architects’ plans, 
can be sold internationally. Instead of straightfor- 
ward cross-border exchanges, the vehicle for trade 
in both goods and services can be foreign direct in- 
vestment. Moreover, economists and trade negoti- 
ators realised long ago that barriers to trade are not 
confined to tariffs and quotas. National regulations 
can also thwart trade. 

The Uruguay round of GATT negotiations re- 
flected these changes in the nature both of trade 
and of trade barriers. The treaty to seal the round, 
signed in 1994, enormously increased the scope of 
trade rules. The wro not only took over the old 
GATT, which dealt with trade in goods, but also took 
on new agreements on services, investment, intell- 





ectual property, technical barriers to trade; sanitary 
measures and plant health. Agriculture and textiles, 
sectors: subject to extraordinary protection, were 
brought into GATT rules for the first time. The wro 
also has a new system for settling trade disputes, 
with more teeth than that of the GATT. Since the end 
of the Uruguay round, agreements have been 
reached on trade in telecommunications, financial 
services and information technology. 

The telecommunications deal is a good exam- 
ple ofhow trade and trade rules are evolving. It in- 
cludes a commitment, made by most of the 69 
countries that signed the deal, that telecoms regula- 
tors will be independent of suppliers. The idea is to 
prevent national monopolists from being both 
player and referee, and keeping out foreign compe- 
tition. In effect, part ofdomestic competition policy 
has been subsumed into world trade rules. 

However, the transformation of trade rules is in- 
complete. There are as yet no coherent rules to deal 
with either foreign direct. investment or compe- 
tition policy. Regional agreements on trade and 
economic integration have proliferated, prompt- 
ing questions on whether these help or hinder 
global free trade. And plenty of trade barriers of the 
old-fashioned kind remain. Talks on liberalising 
trade in agriculture and services are already sched- 
uled to begin in the next couple of years. There is 
easily enough work to justify launching a new 
round of global trade talks. 

At the same time the spread of freer trade, and 
the success of the wTO, is causing friction between 
free-traders and defenders of ideas such as environ- 
mentalism and human rights. Until recently, the 
wro has fought shy of confronting its critics. In pre- 
paring for a new round, trade ministers must also 
tackle these political problems. This survey will of- 
fersome suggestions on how they might set about it. 

















Why trade is good for you 


CONOMISTS are usually accused of three sins: 

an inability to agree among themselves; stating 
the obvious; and giving bad advice. In the field of 
international trade, they would be right to plead 
not guilty to all three. If there is one proposition 
with which virtually all economists agree, it is that 
free trade is almost always better than protection. 
Yetthe underlying theory is not readily understood 
by non-economists. And the advice that follows 


from it—-protection does not pay—is seldom wrong. 

The argument for free trade is based on the the- 
ory of comparative advantage. This is one ofthe old- 
est theories in economics, usually ascribed to David 
Ricardo, an Englishman who wrote in the early 19th 
century. To see how it works, imagine two coun- 
tries, East and West, which both produce two kinds 
of goods, bicycles and wheat. In a year, an Eastern 
worker can make two bikes or grow four bushels of 
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| wheat. A Westerner, however, can manage only one 
|. bushel or one bike. Each country has 100 workers, 
|- and initially both of their workforces are split 
.| evenly between the two industries. So East pro- 
: | "duces 200 bushels of wheat and 100 bicycles, 
"|. whereas West produces 50 bushels and 50 bikes (see 

- table 5, first panel). 

«Since East can produce both wheat and bicycles 
|: more cheaply than West, it has an absolute advan- 
: tagein both industries. Even so, Easterners will ben- 
„efit from trading with Westerners. This is because 
East is relatively more efficient at growing wheat, 
where it is four times as. productive as West, than it 
| is at making bikes, where it is only twice as produc- 

tive.In other words, it has a comparative advantage 
‘|. in wheat. At the same time, West has a comparative 

` advantage in making bikes, even though it has no 
absolute advantage in anything. 
According to Ricardo's theory, both. countries 
will be better off if each specialises in the industry 
|. where it has a comparative advantage, and if the 
two trade with one another. Specialisation. in- 
creases world output. Suppose that East specialises 
in wheat growing, shifting ten workers from its bi- 
cycle factories to its fields, and producing 240 bush- 
els and 80 bikes. West moves 25 workers from wheat 
farming into bike making, where its comparative 
advantage lies, and produces 75 bikes and 25 bush- 
els. Global production rises (see second panel). 

The point of economic activity, however, is not 
to produce but to consume. Both countries can en- 
.joy more bikes and more wheat if they trade on 

terms at which both will gain. If East is going to im- 
4^ port bikes, it will pay no more than two bushels in 
| return (faced with a higher price, it would be better 

.. off moving workers back to the bike factory). Simi- 
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larly, West will pay no more than 
one bike per bushel. Suppose that 





the “terms of trade”, as economists 
call the ratio of export to import 





prices, are set at one-and-a-half 
bushels per bicycle, and that 33 
bushels are traded for 22 bikes. The 





result (third panel) is that both 





countries are better off. 
In essence, the theory of compar- 
ative advantage says that it pays 





countries to trade because they are 
different. West's relative deficiency 





in bike manufacture is less than in 













wheat farming. It is impossible for a 
country to have no comparative advantage in any- 
thing. It may be the least efficient at everything, but 
it will still have a comparative advantage in the in- 
dustry in which it is relatively least bad. And even if 
a country were the most efficient in every industry, 
giving it an absolute advantage in everything, it 
could not have a comparative advantage in every- 
thing.In some industries, its margin would be more 
impressive than in others. 

Economists’ next argument for free trade is that 
opening up markets to foreign suppliers increases 
competition. Without free trade, domestic compa- 
nies may have enjoyed monopolies or oligopolies 
that enabled them to keep prices well above mar- 
ginal costs. Trade liberalisation will undermine 
that market power. Competition should also spur 
domestic companies to greater efficiency because 
they will not be able to pass on the costs of slackness 
in higher prices. 

In addition, free trade means that firms are no 
longer limited by the size of their home country, but ` 

















An angelic mix 





of its complications in the hope of 
making sense of it. Real life is a lot mess- 
ier, but economic theory can still help to 
|; explain it. Take a look, by way of illustra- 
«tion, at the trading activities of one city, 
| < Los Angeles, and the forces that have 
|. shaped it. 
| * Luck. LA's best-known export is films. 
| 
i 
i 
| 
i 
| 


| 
| 
| CONOMIC theory strips the world 
| 


Nowadays, this is easy enough to ex- 
plain in terms of comparative advan- 
tage. California’s lead in movie making 
is enormous. Initially, good light and 
fine weather may have helped, but other 
places had those too. Luck, a hundred 
years of practice and economies of scale 
probably mattered more. 

* Geography. Thanks to a deep harbour 
| onthe Pacific coast, the twin ports of Los 
| Angeles and Long Beach are the busiest 
| in America and the third busiest in the 
world. Moving containers in and out of 
| the ports and to and from the rest of 
| America is a big business in itself. The 
| Port of Los Angeles reckons that it sup- 
| ports over 250,000 jobs in southern 


California—more than one in 24 of the 
region's total. 

* People. La's location helps explain its 
rich ethnic mix. Besides Latinos, whites 
and blacks, this includes Chinese, Kore- 
ans, Vietnamese, Japanese, Indians and 
many others, creating an intricate pat- 
tern of international commerce. Link- 
ing up all these different networks can 
create further business. In El Monte, one 
of the La conurbation's 88 municipal- 
ities, John Leung of Titan Group, a prop- 
erty company, plans a business park 
aimed at helping small LA companies 
find their way into international trade. 
* Technology. The days when raw ma- 
terials were produced in one country 
and turned into finished goods in an- 
other are long gone. The making of even 
the simplest goods ís chopped up into a 
number of different stages, reflecting 
relative costs in different countries and 
falling international transport costs. 
Charlie Woo, chief executive of Mega- 
toys, explains how a child's pinwheel, 
consisting of plastic sails pinned to a 

















stick, is made in three different coun- . | 
tries. The plastic is produced in America. 
and cut to shape in China. The toy is 
then assembled in Mexico and shipped 
to LA for distribution. Dru 
e Niches. Some of 14's textile industry, | 
explains Jack Kyser, a local economist, ` 
has gone south to Mexico in search of 
cheaper labour, but by no means all. 
Mexico is fine for run-of-the-mill jeans, 
but suppose that a smart department 
store quickly needs a new line of high- 
fashion dresses—perhaps just a few 
dozen, each selling for a few hundred 
dollars. A month or two later the style 
will be dead. The store might buy the 
dresses from one ofthe designers exhib- 
iting in tiny spaces on 9th Street. 

Many of those displaying here, ex- 
plains Else Metchek of the California 
Fashion Association, are based in ga- 
rages. Plenty more started up in them 
and moved on to greater things: one, 
launched 12 years ago, now turns over 
$85m a year. Even California style, how- 
ever, has to accept a measure of | 
globalisation. Knitwear production is 
so labour-intensive that it is moving 
abroad—not to Mexico, but to China. 
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Peddling comparative advantage 





Conventional 
trade barriers are 
coming down, but 
not quickly enough 


can sell into bigger markets. In industries where av- 
erage production costs fall as output increases, pro- 
ducing economies of scale, this means lower costs 
and prices. In such industries, trade also increases 
the variety of products on offer. If a car manufac- 
turer, say, were limited to its home market, it would 
have a choice between producing small quantities 
of a number of models and large quantities of just a 
few, which could be produced more cheaply thanks 
to economies of scale. But given free trade, it would 
be able to produce more models because they could 
all be produced in large enough numbers. 

All these arguments revolve around re-allocat- 
ing resources to produce one-off improvements— 
what economists call the “static” gains from trade. 
But they think there are also “dynamic” gains to be 
had: freer trade can mean faster economic growth. 

In recent years, theories of economic growth 
have become much more sophisticated. Although 
economists have long realised that productivity 
growth is a prime determinant of general economic 
growth, models of growth in the past made no at- 
tempt to explain productivity growth, but assumed 
that it was "exogenous" (caused by outside factors). 
Modern "endogenous" growth theories, however, 
do try to explain productivity growth. 

Freer trade can play a part in this in a number of 
ways. For one, by making markets bigger it creates 
more scope for "learning by doing"—ie, for firms to 





Border battles 


HROUGHOUT eight rounds of GATr talks, tar- 

iffs were trade negotiators’ staple fare (see table 
4, next page). Only in the sixth, the Kennedy round, 
did the diplomats even begin to add other trade 
barriers to their diet. After half a century at the table, 
you would think, they must have made plenty of 
progress. And so they have; but it is surprisingly 
hard to say how much, and disappointingly easy to 
conclude that they still have a lot on their plates. 

A commonly quoted statistic is that when the 
GATT was founded, developed countries’ tariffs on 


become more efficient with repetition. Larger mar- 
kets also offer bigger incentives for firms to invest in 
research and development. Moreover, trade dis- 
seminates knowledge and technology. Simply by 
participating in international markets, countries 
are exposed to other countries’ techniques, and 
have an incentive to copy and improve on them. 

All this can make the relationship between 
trade, technology and growth quite complicated. 
For example, freer trade does not necessarily mean 
faster growth all the time. Ifa country's comparative 
advantage lies in slow-growing, traditional indus- 
tries, it may cut back its production in other, faster- 
growing industries, so its growth rate may fall. But 
later on it will benefit from the technical advances 
of countries with a comparative advantage in 
faster-growing industries, which will give it better 
computers, more advanced drugs and so forth than 
if every country had tried to make everything for 
itself. Slower growth in the short run might there- 
fore be balanced by faster growth in the long term. 

Pinning down the link between freer trade and 
growth is not easy. One problem is how to measure 
the openness ofa country’s trade policy: trade barri- 
ers can take many different forms. Even so, there is 
good reason to believe that freer trade and faster 
growth generally go together. 


Exceptions that prove the rule 


So is free trade always the best policy? Not quite. 
One well-known exception is the “optimal tariff” 
imposed by countries that are big enough to exert 
an influence on the world prices of the goods they 
trade. By raising tariffs, they can significantly re- 
duce world demand, cutting the world price of the 
good and tilting the terms of trade in their favour. 
A second example, which came to prominence 
in the 19805, is “strategic trade policy”. In an indus- 
try with economies of scale, the imposition of a tar- 
iff, by reserving the home market for a domestic 
firm, allows the firm to cut its costs and, with luck, 
to undercut foreign rivals in overseas markets. 
Economists and politicians reckon that this might 
work in civil aircraft, semiconductors and cars. 
However, it is rare for governments to be power- 
ful enough to set optimal tariffs—and even rarer for 
them to have enough information to do so with 
pinpoint accuracy. They would need to be able to 
recognise a likely business proposition, and get 
their maths absolutely right. Even then, rival coun- 
tries could follow suit, leaving them all worse off. 
— —À—— 


manufactured goods averaged around 40%. Ac- 
cording to the wro, by 2000 that average will have 
tumbled to less than 4%. Most developing countries 
have further to go, but these figures convey the right 
message: trade has become freer over the past 50 
years. At the same time the figures’ precision is 
misleading. 

In particular, it is hard to pin down a meaning- 
ful average tariff rate for the late 1940s. Outside the 
United States, tariffs at that time were not even the 
main barriers to international commerce. After the 
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Republic of Slovenia 
DM 150 million 
Term Loan Facility, March 1998 


Port of Tallinn 
DM 20 million 
Term Loan Facility, May 1998 


Raiffeisen Centrobank S.A. 
US$ 80 million 
Term Loan Facility, May 1998 


Latvijas Unibanka 
US$ 45 million 
Term Loan Facility, June 1998 
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Term Loan Facility, June 1998 
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“The results of our exploration programme and presence since 1994 in 12 sub-Saharan countries demonstrate clearly 
that Africa has the potential to produce world class mines like those that have been so important to the development of - 
Southern Africa. 


4 Our most significant achievement to date is the Sadiola Hill gold mine in Mali which has continued to exceed our 
expectations in respect of lower cash costs, increased plant capacity, improved metallurgical recovery and social 
integration into the region. 


The Nyamulilima Hill prospect in Tanzania is likely to be one of several new gold mines the country may see over the 
next few years. And, with the extension of reserves at the Kabanga nickel deposit, we have in mind an underground mine 
producing over 100 000 tons of concentrate per year containing nickel, cobalt and copper. 


In the Democratic Republic of Congo, our commitment as a significant and long-term operator in Africa is demonstrated 
clearly by our participation in a consortium to rehabilitate the Kolwezi Group West project, the recent agreement with 
American Mineral Fields over the Kolwezi tailings project and in Anglogold’s important joint venture with Barrick Gold, 





Our strategy in Africa is to become a significant producer of base metals and, through Anglogold, of gold, taking care 
to ensure that each project is sufficiently low on the cost curve to weather the volatility of the commodity markets and to 
produce attractive returns. 


In developing such projects Anglo hopes to contribute, as it has throughout its history, to the development of the wider 
continent, its economies and peoples as they aspire to a better future in the twenty first century.” 


Julian Ogilvie Thompson 
Excerpted from the Chairman's Statement, 1998 
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first GaTr talks in 1947; The Economist sniffed that: 


:TFor many of the countries involved ... customs 


tariffs are at present without any influence on the 


volume of trade.” Currencies were not freely con- 
< vertible, and imports were subject to licences and 


:quotas. The trouble with quotas is that, once filled, 


| they completely insulate domestic producers 
against foreign competition, and bestow monopo- 


lies on the importers that hold them. One of GATT'S 
achievements was to establish tariffs as the least 
bad method of protection, and to negotiate maxi- 
mum tariff rates (so-called “bound” levels). By now 
nearly all ogcp countries have bound all, or almost 
all, of their tariffs. 

Another reason for treating historical data with 
caution is that in GATT's early days most tariffs were 
"specific", ie, based on the volume of imports rather 
than their value. This, according to a paper by 
Douglas Irwin of Dartmouth College*, explains 
why America's average tariff rate looked far lower in 
the early 1950s (12%) than in the 1930s (50%). Four- 

‘fifths of that fall was due to inflation. 

However, even today, measuring protection re- 
mains difficult. Quotas, licences and specific tariffs 
are still around. Although wro members are com- 
mitted to imposing tariffs on a *most-favoured-na- 
tion" (MEN) basis, which is meant to be non-dis- 
criminatory, in practice most of them do dis- 
criminate. Imports from partners in regional trade 
agreements are tariff-free. Developed countries levy 
special low tariffs on some goods from poor 


; countries. 


< Even the MEN tariffs actually imposed may be 
far below the “bound” levels. Applied tariffs are 
therefore a better guide to protection than formal 


";wrocommitments, but there is a risk that they may 
“be increased abruptly. For example, Nigeria’s 


bound tariff on most agricultural goods is 150%, 
and few industrial tariffs are bound at all; its ap- 


“plied tariffs now average 23%, but they have 


“changed frequently in the past few years. 

In addition, “average” tariffs can hide as much 
as they reveal. The measure used by the wro is to 
weight tariffs by the share of goods in a country's 


: imports. But if a tariff is pitched so high that it 
-chokes trade altogether, its weight becomes zero, 


Which is clearly nonsense. 
The oEcp's annual survey of trade barriers! uses 
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several different weighting systems, none of them 
perfect. Under one, tariffs are weighted by the 
shares of goods in the domestic production of the 
importing country, but this gives too much weight 
to highly protected products. In another, the simple 
average of all tariffs is used unweighted, which 
means it takes no account of the relative impor- 
tance of different goods. In a third, the import 
weights used are OECD averages rather than the 
country’s own. Yet OECD countries often protect the 
same industries, depressing their weights across the 
board. Even among developed countries, which 
tend to have lower tariffs than developing ones, the 
use of different weights can yield markedly differ- 
ent results. In 1996, estimates the OECD, Canada’s 
import-weighted average tariff was 5.7%, its simple 
average was 9.2% and its production-weighted aver- 
age was 12.1%. 

No matter which weighting system is used, aver- 
ages tell you nothing about extremes. In manufac- 
turing trade high tariff rates, or spikes, are less com- 
mon than they used to be, but even in developed 
countries they still persist. For example, trucks at- 
tract a tariff of 25% in America and 22% in the Euro- 
pean Union. High tariffs in the food industry often 
reflect heavy protection for agriculture. America’s 
tariff on peanut butter is 132%; the EU slaps any- 
thing between 46% and 215% on fruit juices. 

Developing countries can be spikier still. Malay- 
sia’s average import-weighted applied tariff fell 
from 15.2% in 1993 to 8.1% last year; well done. But 
tariffs in agricultural goods and car manufacture 
can go up to 145%, on top of licensing restrictions. 
Many developing countries make heavy use of high 
tariffs to protect their car makers (see chart 5). 


And so to work 


All of this suggests that the wro still has plenty of 
tariff-cutting to do. The best place to start would be 
manufactured goods. In developed countries, the 
tariffs on some of them are so low that they are 
barely worth collecting. They should be scrapped. 
In developing countries, average levels still have a 
long way to go—Mercosur’s common external tar- 
iffs, for example, range up to around 20%. And there 
are plenty of spikes that need blunting. 

The wro also has to sort out textiles and agricul- 
ture, two of the world's most protected industries. 
The Uruguay round brought both ofthese under the 






* "Changes in U.S. Tariffs: The Role of Import Prices and Commer- 
cial Policies". American Economic Review, September 1998 
1 "Indicators of Tariff and Non-Tariff Trade Barriers". 1997 edition 
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for foreign direct 
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same trade rules as other goods. That this counts as 
an achievement is a measure of how bad things 
were, and are. Although the agreements created the 
basis for further negotiation, they did little to re- 
duce protection. 

Until the Uruguay round, much of the world’s 
trade in textiles and clothing was governed by the 
Multifibre Arrangement (MFA), a cat's cradle of bi- 
lateral import quotas. Under the new textiles agree- 
ment, these quotas are being increased and items 
covered by the MFA are gradually being brought un- 
der GATT rules. “Gradually” is the operative word. 
At the start of 1995, wro members shifted items ac- 





| Feel the width of those textile quotas 


counting for 16% of their 1990 imports into the new 
system. Another 17% followed at the beginning of 
this year. A further 18% is due to move over in 2002, 
and the rest follows in 2005. 

To slow things down further, importing coun- 
tries (mostly developed ones) chose to start the tran- 
sition from the MFA to the GATT with items on 
which quotas were not fully used. In the early years, 
therefore, it makes very little difference. And even 
when all the quotas have gone, trade will be no 
more liberal than at the outset, because high tariffs 
will remain. The United States, for instance, levies 
tariffs of between 14% and 32% on most synthetic, 
woollen and cotton clothing. A $25 pair of leather 
shoes imported into Japan attracts a tariff of 160%. 
No wonder that developing countries, which tend 
to be textile exporters, feel short-changed—even 


though their own markets are rarely monuments to 
open trade. 

In much the same way as the textiles agreement, 
the Uruguay round’s agreement on agriculture 
brought farm trade under Garr disciplines for the 
first time. In a useful recent study*, Timothy Josling, 
an economist at Stanford University, lucidly ex- 
plains the fiendishly complicated results. The 
agreement did three things. First, with a few tempo- 
rary exceptions, it converted all non-tariff barriers 
and unbound tariffs into bound tariffs. These tariffs 
have to be cut by an unweighted average of 36% be- 
tween 1995 and 2000. Second, it prohibited new ex- 
port subsidies and cut existing ones. And third, it 
began to tackle the domestic subsidies which, in ef- 
fect, protect farmers against foreign competition in 
much the same way as tariffs. 

This provides the starting point for new negoti- 
ations, due to begin next year. There is plenty to talk 
about. Some of the tariffs that have taken over from 
quotas are clearly set at a level designed to stop 
trade altogether: 300% on butter in Canada, 550% 
on rice in Japan, 215% on frozen beefin the EU, 17996 
on sweet powdered milk in America. 

Further liberalisation, argues Mr Josling, is ur- 
gently needed, not only because tariffs and subsi- 
dies remain high but because the countries trying to 
join the wro include big agricultural producers 
with large state-owned enterprises, such as China 
and Russia. There are some promising signs. In its 
recent Farm Act, America took another step to- 
wards uncoupling support for farmers from pro- 
duction subsidies. American farmers, keen to ex- 
port, have been lobbying for a renewal of fast-track 
negotiating authority. In the EU, meanwhile, the 
prospect ofenlargement to the east is increasing the 
pressure for reform ofthe common agricultural pol- 
icy. 

Then again, the difficulties should not be under- 
estimated. If farm prices were to tumble, both 
America and Europe might be loth to relinquish ex- 
port subsidies, which in recent years have been kept 
down by firm markets. America's sugar, dairy and 
peanut farmers have so far held on tenaciously to 
protection, and will try to go on doing so. Europe, 
too, can still muster plenty of opposition to free 
farm trade. Agriculture nearly scuppered the Uru- 
guay round altogether. It seems more than capable 
of disrupting the next one. 


* "Agricultural Trade Policy: Completing the Reform". Institute for 
International Economics, Washington, DC, April 1998 
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Trade by any other name 


HE growth of international trade is not the 

only, or even the most impressive, measure of 
recent global economic integration. Between 1990 
and 1997 the value of goods crossing international 
borders grew by just under 60% in dollar terms, 
whereas foreign direct investment (rpi) over the 
same period nearly doubled. Most of this invest- 
ment went from one OECD country to another, but 
a growing share is now going to developing coun- 
tries, mainly in Asia (see chart 6, next page). 


Time was when economists considered FDI as a 
substitute for trade. Building factories in foreign 
countries was one way of jumping tariff barriers, 
which helps to explain the presence of foreign car 
manufacturers in countries from Brazil to South- 
East Asia. But these days economists are just as 
likely to think of Fp1 and trade as complementary. 

For example, a firm can use a factory in one 
country to supply neighbouring markets. Ring 
Gateway 2000, an American computer company, 
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When the Euro comes to fruition, 
make sure you enjoy the rewards. 





The change to a single European currency will yield countless new growth opportunities. And 
Bankers Trust is ideally positioned to help you take advantage of them. By combining in-depth 
knowledge of key industries and local markets, insightful research, financial expertise and global 
resources, we're able to provide a full array of Euro-related solutions. Which means you'll also have 
access to BT Alex. Brown's proven strengths in finance, M&A and advisory services, equity trading 
and sales, and Bankers Trust's tradition of excellence in cross-border trading, emerging markets, 
foreign exchange and structured products —all on a global scale. Moreover, our ingenuity and 
strength in Euro clearing and institutional services will make the transition even smoother, When 


you're in the right place, it's easier to pluck the rewards. 
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The globalization process is a reality. 
Companies throughout the world are 
seeking new opportunities to make profits. 
However, they are also running the risk of 
losing money. This is a very critical issue 
to every company willing to expand its 
business. Tuned up with the globalization 
reality but rooted in the domestic markets, 
Banco do Brasil is able to build the bridge 
among customers' expectations. We are 
able to link your company and give you 
access to more than 300,000 companies 
throughout Brazil supported by our network 
of 4,500 branches in the country as well 
as in the most important world financial 
centers. We are a 190-year-old financial 
institution, the largest in Latin America and 
a leader in the major business in Brazil — 
the Brazilian privatization program and 
also foreign trade markets. With an in-depth 
knowledge of the markets, we invite you to 
benefit from our expertise and leadership. 


Building Global Businesses with Local Solutions. 








from anywhere in Europe, and your call will be an- 
swered (and your order assembled) in premises 
near Dublin airport. A lot of Fpi is also explained by 
the trend towards splitting up manufacturing 
among several countries. America’s official statisti- 
cians estimate that one-third of all their country’s 
trade takes place within companies. And some in- 
vestments, especially in service industries, are es- 
sential prerequisites for selling to foreigners. Who 
would buy a Big Mac in London if it had to be sent 
from New York? 

All this raises two questions. First, why should 
governments treat FDI, and the trade associated 
with it, any differently from other kinds of trade? 
Answer: in principle, they should not—although in 
practice the issue is hotly disputed. Second, what is 
the equivalent for FDI of free trade? The answer to 
that is more complicated—and just as hot 
politically. 


Put out the welcome mat 


Edward Graham, an economist at the Institute for 
International Economics, a Washington think- 
tank, suggests some criteria, similar to existing WTO 
rules on trade in goods. One is “national treat- 
ment". In the GATT, this means that imports, having 
crossed the border, should not be subject to special 
taxes or other forms of discrimination. For FDI, 
however, there could be a weak or a strong version 
of national treatment. Under the weak one, foreign 
investors, once established, would be treated the 
same as locally owned companies. Under the 
strong version, foreigners would also have the same 
right of establishment as locals. This is the FDI 
equivalent of zero tariffs. 

In line with another GATT doctrine, says Mr Gra- 
ham, foreign investors should have “most-fa- 
voured-nation” status: host governments should 
not discriminate among investors from different 
countries. There should also be a forum for settling 
disputes. If the host government were to default on 
its commitments, investors should be able to seek 
redress before special tribunals or national courts. 
This would bea change from the wroO's existing pro- 
cedures, in which the only plaintiffs and defen- 
dants are governments. 

Existing wTo rules on investment give foreign 
investors far fewer rights than these. The current 
rules were laid down in three separate Uruguay 
round agreements. The first, the Agreement on 
Trade-Related Investment Measures (TRIMs), deals 
only with investment in manufacturing. It stops 
governments from requiring investors to use a 
minimum level of local inputs, and to export at 
least as much as they import. 

The second, the General Agreement on Trade in 
Services (GATS), recognises “commercial presence" 
(wro-speak for setting up shop) as one of the ways 
in which services are traded, but it does not oblige 
WwTo members to throw open all their service indus- 
tries to all comers. Although they must subscribe to 
its general principles, they need open up only those 
industries listed in their "schedules of commit- 
ments". In many cases, these lists are pretty short. 

The third, the Agreement on Trade-Related As- 
pects of Intellectual Property Rights (TRIPs), obliges 
WTO members to grant minimum periods of pro- 
tection to copyrights, patents and trade marks. 
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Developing countries have more 
time than rich ones to bring their 
laws into line. The TRIPS agreement 
protects foreign investors by stop- 
ping locals from pinching their in- 
ventions and brands. 
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The chances of creating a single 
FDI accord incorporating Mr Gra- 
ham’s criteria look slim. True, the 
principles he outlines are already 
enshrined in regional trade agree- 
ments and some of the 1,600 bilat- 
eral investment treaties (BITS) 
signed so far. Companies estab- 
lished in one Eu country are free to 
go wherever they like within the Union. The North 
American Free-Trade Agreement allows investors 
to take host governments to tribunals, but the few 
cases that have been brought so far have proved 
controversial. 

Moreover, the OECD's efforts to build a multilat- 
eral investment agreement (MAI), seen by some as a 
springboard for a wro agreement, stalled earlier 
this year. Governments have been unable to agree 
on how far investment should be liberalised. Envi- 
ronmentalists, trade unions and other non-govern- 
mental organisations denounced it as a multina- 
tionals charter that would leave governments 
powerless to protect either workers or the planet. 
That scared politicians into retreat. 

The oreco deal, on which talks are due to re- 
sume soon, might not be worth much anyway. Most 
OECD countries already have liberal FDI regimes, 
and the MAI would not have addressed their biggest 
sin: the huge subsidies they shell out to attract for- 
eign factories. Even so, the MAr's troubles do not au- 
gur well fora wro agreement. 

On top of this, many developing countries are 
opposed to any Fp! deal at the wro. Manmohan 
Singh, the finance minister who began India's eco- 
nomic liberalisation in the early 1990s, explains 
that several Brrs have been signed granting na- 
tional treatment to foreign investors, but that: “We 
are not ready as yet for right of establishment. You 
have to remember our history as a colony. The East 
India Company came here as a trader and ended 
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up owning the country.” 

So what should governments do? America still 
favours persevering with the OECD talks. “It’s a little 
premature to say it won’t produce anything. It may 
produce a lot,” says Charlene Barshefsky, the United 
States trade representative. But Sir Leon Brittan, the 
EU's trade commissioner, who has long been press- 
ing for a wro accord, disagrees. "The difficulties of 
the MAI should make the climate more propitious,” 
he says. “Among developed countries, there’s been 
a feeling that although we'd like to talk at the wro, 
let’s not get in the way of the Mal.” By way of reassur- 
ance to developing countries, Sir Leon stresses that 
he is not proposing an investment free-for-all. 

Given the way trade negotiations work, a wro 
deal of some sort is not impossible. India’s reluc- 
tance might be overcome if, say, rich countries 
moved smartly to open their textile markets. And a 
free-for-all could be avoided by an agreement simi- 
lar to the GArs, in which governments settled on 
general principles but opened up sector-by-sector. 

The larger question is whether a wro agreement 
on FDI is worth pursuing. These days, governments 
that were once suspicious of foreign investors are 
welcoming them with open arms, especially in 
manufacturing. They hope that investors will bring 
expertise and technology that will be passed on to 
local firms and workers, helping to sharpen up 
their whole economy. Foreign investors, for their 
part, have needed no prompting to pour money 
into factories in developing countries, especially 
China. And where rpi is not forthcoming, as in sub- 
Saharan Africa, investors are unlikely to be swayed 
by the reassurance offered by a wro accord. 


Open wider 

However, argues Bernard Hoekman, an economist 
at the World Bank, there are still important barriers 
to foreign investment in service industries. He reck- 
ons that under the Gars, rich countries agreed to 
open about half of the service industries covered by 
the agreement, but developing countries managed 
only one-sixth—and in many of these markets the 
opening was less than complete. 

In failing to liberalise services, governments are 
harming their own economies. Services such as 
transport and telecommunications are vital for the 
efficient functioning of the rest of the economy. In- 


deed, write Mr Hoekman and Carlos Primo Braga, 
another World Bank expert, in a recent paper*, pro- 
tecting service industries can undo the benefits of 
liberalising goods trade. Cutting tariffs will expose 
manufacturing industries to foreign competition, 
but if poor roads, railways and other communica- 
tions stop goods from getting to market quickly, 
those manufacturers will be hobbled. 

Just look, say the two authors, at the gains Chile 
reaped from liberalising its merchant shipping in- 
dustry. Increased competition spurred the intro- 
duction of new technology, such as refrigeration, 
which helped Chile to become a successful exporter 
of salmon and kiwi fruit. By contrast, the United 
States is paying dearly for the Jones Act, which re- 
stricts shipping between American ports to Ameri- 
can-flagged ships. This has pushed freight rates to 
between twice and four times what they would be 
under free trade. 

Moreover, foreign investment in services may 
bring more skills into host economies than invest- 
ment in manufacturing, because goods production 
is more easily split into its constituent parts than 
services production. A manufacturer might set up a 
“screwdriver” plant in Mexico while keeping its re- 
search and development department in America 
and its high-tech component factory in Europe. But 
a company running hotels or selling banking, in- 
surance or telecoms services will have to train local 
hoteliers, bankers, insurers and telecoms engineers. 

That advantage may not last. In time, telecom- 
munications technology will develop to the point 
where more and more services can be traded across 
borders. There may no longer be a need for, say, an 
insurer to have an office in Caracas in order to sell 
to the Venezuelan in the street. The know-how can 
stay in New York or Zurich. That prospect should 
spur developing-country governments into action: 
liberalise now, or lose out. 

If Mr Hoekman is right, then the wro's best 
course might be to concentrate on further liberal- 
isation within the Gars, rather than strive for a new 
across-the-board deal on Fpi. Still, strengthening 
safeguards for investors in goods industries would 
bea welcome bonus. 


* "Trade and Protection in Services: A Survey". Open Economies Re- 
view, 1997 





Commerce and contestability 


USPENDING disbelief, suppose that the world's 

governments had abolished all barriers to inter- 
national trade, and allowed foreign investors to set 
up businesses on the same terms as their own peo- 
ple. Would free trade have arrived? 

Probably not. Some markets would still not be 
open to competition, whether from home or 
abroad, either because as natural monopolies they 
could not support more than one supplier, or be- 
cause entrenched monopolies and oligopolies 
would keep competitors out. Private barriers to 
trade might replace those put up by the state. 

This is why in many countries the liberalisation 
of trade and rpi policies has gone hand-in-hand 


with the establishment of competition authorities. 
Since 1990, some 30 developing countries and for- 
mer communist countries have introduced anti- 
trust laws. In all, nearly 80 countries now have such 
laws (see chart 7, next page). 

Yet the actions of a country's competition au- 
thority can affect foreign companies’ ability to enter 
its market, or spill over into other countries’ mar- 
kets. Some economists and politicians feel that 
competition policies need to be more closely co- 
ordinated internationally; some, indeed, argue that 
since trade and competition policies have become 
so intertwined, the wro should embrace compe- 
tition policy as well. 
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IDBI 


The Investors’ key to India 


While India’s solid fundamentals form reassuring characteristics in 
the current economic environment, IDBI plays a key role in India’s 
industrial transformation through its innovative policies and operations 
and its nationwide network. With the emergence of infrastructure 
development as a deterministic influence on the overall industrial 
growth of the Indian economy, infrastructure finance has also 


become the thrust area of IDBI’s business for the future. 


For foreign investors looking for opportunities in India, IDBI offers an 
ideal relationship in financing and related services. Equipped with 
professional expertise, intimate knowledge of the markets and customer- 
friendly products and services, IDBI has all that you can expect from 
a forward looking financial institution which is playing a pivotal role 


in helping India to its rightful position in the global market. 


Industrial Development Bank of India 


Developing India Through Innovative Finance 
IDBI Tower, WTC Complex, Cutie Parade, Mumbai -400 005, India. Ph: 91-22-21891 17. Fax :91-22-218041 1/2188137 
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including new sources of funds and 
banking partners specialized in public- 
sector lending on a European scale. 

DGZ in Frankfurt is such a bank. 


As a central institution of Germany's. 


Savings Banks Organization, . the 
country's largest banking sector, DGZ 


is a leading wholesale bank with | 
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" Bank's specialized lending officers 


are recognized for their ability to 


tallor loans — of any size or com- 











plexity — to the requirements of each 
borrower. This expertise is backed by 
DGZ's strong funding capacity, en- 
hanced by its position as a prominent 
issuing house. and through access to 
the Euromarkets via its subsidiary DGZ 
International S.A. in Luxembourg. 
DU your projects call for a bank with 
European savoir-faire, just call on DGZ. 


DGZ - the small team with big resources 


Deutsche Girozentrale 
*Deutsche Kommunalbank: 


Taunusanlage 10; D-60329 Frankfurt am Main, Tel.: (49) 60-26 93-0, Fax: (49) 69-26 93-2490; Bismarckstrasse 101, D-10625 Berlin, Tel; (39) 30-3159 67-0; Fax: (49) 30-3159 67-30; Luxembourg Branch: 
16; Boulevard Royal; i249 Luxembourg, Tel.: (352) 4743 60, Fax: (352) 46 24 77; DGZ International S-A. 16, Boulevard Royal, L-2449 Luxembourg, Tel.: (352) 4624 71-1, Fax: (252) 4624 77 
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Competition policies can spill over into trade 
An several ways. Examples include: 
* Aircraft. A merger or alliance between two com- 
panies from the same country might affect compe- 
tition in other countries, Thus American regulators 
"were happy for Boeing, a giant manufacturer of 
civil aircraft, to take over McDonnell Douglas, an 
ailing smaller firm. But the EU's competition com- 
missioner, Karel Van Miert, was worried that the 
merger would reduce competition in Europe, to the 
detriment of Boeings European rival, Airbus, 
though in the end the deal went through. 
c -@ Airlines. A merger or an alliance between two 
| companies from different countries might affect 
competition in the two markets in different ways. 


| 
| 
| 
| 
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For example, American regulators nodded through 
the mooted alliance between British Airways and 
American Airlines because they felt it was unlikely 
to hurt competition at the American end oftransat- 
lantic routes. But Mr Van Miert, looking at the deal 
from a European angle, thought it would do some 
damage, and insisted that BA give up some take-off 
and landing slots at London's Heathrow airport. 

* Fortress Japan, as seen from Detroit. A monop- 
oly or group of companies in one market may be 
helped by slack competition policy to block entry 
by foreigners. Time and again in the past two de- 
cades, American businessmen have complained to 
the United States trade representative that the Japa- 
nese market was impossible to break into, despite 
low tariffs. In 1995, America came close to imposing 
punitive tariffs on Japanese luxury cars in retalia- 
tion against the exclusive ties between Japanese car 
makers and showrooms. It eventually backed 
down. In 1997, America lost a case at the wTO in 
which it had argued that Fuji, Japan's market leader 
in photographic film and paper, was keeping Ko- 
dak, America's number one, out of the Japanese 
market by controlling distribution and retailing. 

* International cartels. Companies may collude to 
fix prices internationally, or agree not to.compete 
ineach other's markets. To fight this, several compe- 
tition authorities may need to exchange informa- 
tion and act jointly. 

* Export cartels. In some countries companies are 
allowed to form export cartels because the resulting 
higher prices will affect only foreign customers. In 
practice such cartels account for only a small pro- 
portion of trade, but there is a strong economic ar- 





































HROUGHOUT history, interna- 

tional trade has been helped by all 

manner of technical advances, from the 

«| ‘development ofthe tea clipper to thein- 

|| vention of powered flight and the tele- 
| 





communications revolution. The last of 
|| these, and especially the Internet, could 
; have a huge effect on trade in the next 
|. Electronic commerce should boost 
1o trade in goods: hard-to-find books or 
| music recordings, for example, have be- 
|. come easier to track down on the Inter- 
| net. But trade in services should benefit 
| even more. Anything that can be put 
into digital form will be tradable. For ex- 
| ample, architects will be able to send 
| 
| 
| 
i 
H 





and amend designs electronically. Doc- 
tors may be able to diagnose and dis- 
pense to patients abroad whom they 
never meet. 

One of the best things about elec- 
tronic commerce is that it is fairly free 
from interference by governments. 
America wants to keep it that way. It has 
called for a wro accord on electronic 
commerce that would keep the elec- 
tronic transmission of digitised in- 
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formation free of customs duties. 

This looks like a trade diplomat’s 
dream. In the absence of any barriers at 
present, nothing needs to be negotiated 
away. The wrTO's agreement on trade in 
telecommunications services already 
guarantees the freedom of some aspects 
ofelectronic commerce. And a deal can 
almost certainly be done without fast- 
track negotiating authority for Presi- 
dent Clinton. 


Can you drop it on your foot? 
Despite all these plus points, electronic 
commerce raises two difficulties for the 
WTO. First, it blurs the distinction be- 
tween a good and a service. This matters 
because wro rules treat goods and ser- 
vices differently. Goods tend to be sub- 
ject to tariffs; services are not, but trade 
in services is limited by restrictions on 
“national treatment" or quantitative 
controls on access to foreign markets. So 
the rules that will be devised for elec- 
tronic commerce may affect the choice 
between physical and digital methods 
of trade. | 

For example, a compact disc sent 





from one country to another is clearly a 
good, and will incur a tariff as it crosses 
the border. But ifthe music on the discis 
sent electronically from a computer in | | 
one country toa computer in another, is | 
it still a good, even though it can no | 
longer. be. dropped on your foot? |. 
Customised data and software, which |. 
can also be put on CD, are usually | 
treated as services. Who can tell? 
Second, electronic commerce poses. |. 
aheadache for national regulators, espe- 
cially in service industries such as medi- 
cine and financial advice where suppli- | | 
ers are much better informed than their | 
customers. Watchdogs may be helpless 
to stop the electronic sale of quack treat- 
ments or dodgy investment schemes. 
They could impose trade restric- 
tions, insisting, for example, that finan- 
cial firms selling on the Internet to resi- 
dents of their country must also have an 
office there; or they could work more 
closely together, with officials in the sell- 
ers country monitoring cross-border 
sales on behalf of regulators in the buy- 
ers country. But such invigilation 
would take away some of the Internet's 
free-wheeling charms. More sensibly, 
they might decide to leave well alone 
and let the buyer beware. 
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gument for outlawing them all. 

The wro is divided over how to deal with these 
problems. The Eu is keen on a wTO agreement on 
competition policy. Its trade commissioner, Sir 
Leon Brittan, would like all the organisation's 
members to commit themselves to introducing ef- 
fective competition laws, covering mergers, 
monopolies and restrictive business practices. 
These laws would have to meet minimum stan- 
dards: proceedings would have to be transparent, 
and the rules would have to be backed up by sanc- 
tions. Domestic and foreign firms would have to 
have equal access to national courts. 

By contrast, Joel Klein, the head of the antitrust 
division of America’s Department of Justice, sees no 
value in a WTO agreement setting minimum stan- 
dards. "I strongly suspect that nearly all of the 
world's 70-odd competition laws, accounting for 
nearly all important trading nations, would likely 
meet the requirements of any minimum substan- 
tive rules the wro could adopt,” he says. “So what is 
the point?" 

The Americans also say that it would be very 
hard to agree on competition rules. In the Boeing 
case, for example, America and the Eu read the 
same facts in different ways. The effects on the two 
markets were not all that different, because both 
Airbus and Boeing sell to both American and Euro- 
pean airlines. Moreover, Americans and Europeans 
treat "vertical restraints", such as exclusive deals be- 
tween retailers and manufacturers, in quite differ- 
ent ways. In the EU most such arrangements are ille- 
gal unless they have specific exemptions. In 
America each case is considered on its merits. 

Mr Klein thinks there is more to be gained from 
bilateral arrangements between national compe- 
tition authorities than from a wro deal. In particu- 
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lar, he favours greater use of “positive comity”, 
which allows a competition watchdog in one coun- 
try to ask its counterpart in another to investigate 
anti-competitive practices on its behalf. The Eu and 
America have had such a deal since 1991. 

Yet when Mr Klein says there is “no point" in a 
WTO agreement setting minimum standards, he 
conveniently overlooks the fact that some 60 WTO 
members still have no competition policies at all. 
For those countries, some standards, however mod- 
est by Mr Klein’s lights, would be better than none. 
And in the past GATr commitments have been 
treated not as an end in themselves, but simply as 
the starting point for further improvement. Just as 
GATT has brought down tariffs in the past 50 years, 
so the wro could raise the standards of compe- 
tition policy. 


Whisperit not 

However, there is one important link between trade 
and competition policies that neither America nor 
the EU wants to discuss. The unspeakable practice is 
anti-dumping. Under wro rules, countries are al- 
lowed to impose anti-dumping duties on imports 
sold at below “normal value"—which can mean the 
price in their home market or the cost of produc- 
tion. The fact that the wro permits anti-dumping 
may make it sound respectable. It very rarely is. 

Its defenders say that it helps firms deal with 
“unfair” foreign competition, but in reality it is an 
arbitrary form of protection. The information from 
which “normal value" is calculated is often sketchy. 
Trade authorities listen to producers hurt by 
“dumping”, but take no account of the views of con- 
sumers, who might well prefer cheaper goods. In a 
recent study* of anti-dumping petitions in Amer- 
ica, the EU and Canada in the 1980s, Robert Willig, 
an economist at Princeton University, set out to es- 
tablish whether the practice was justified on com- 
petition-policy grounds, and concluded that in 
more than 90% of successful petitions it was not. 

In time, as developing countries make in- 
creased use of anti-dumping duties (see chart 8), the 
EU and America may become more inclined to talk 
about the subject. And if more countries adopt com- 
petition policies, the rationale for anti-dumping, al- 
ready weak, will look flimsier still. 


* “Competition Policy and Anti-Dumping". Brookings Trade Policy 
Forum, forthcoming 
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Alphabetti spaghetti 


RIVING around the ever-spreading factories of 

Tijuana, Enrique Mier y Teran points to one 
foreign-owned plant after another: jvc, Sony, 
Messer Griesheim, all making goods for the Ameri- 
can market. Then he stops between two factories. 
The one on the right, he explains, can export Tvs 
duty-free to the United States because it uses tubes 
made in the one on the left. The one on the left is a 
product of the North American Free-Trade Agree- 
ment's “rules of origin": for a Tv to enter America 
duty-free, some critical components—in this case, 
the tubes—must be made in NAFTA countries. 

Mr Mier y Teran's tour neatly captures econo- 
mists’ ambivalence over regional trade agreements. 
Thanks to free trade between Mexico and the 
United States, Americans now import from their 
southern neighbours things that they used to make 
for themselves at greater cost. Economists call this 
"trade creation", and it is all to the good. Yet were it 
not for the rules of origin, the tube factory would 
have been somewhere else, probably in Asia. Amer- 
ica imports those Tvs, or at least the tubes inside 
them, from Mexico only because NAFTA discrimi- 
nates against non-NAFTA goods. This is called 
“trade diversion", and it is not a good thing at all. 

In the past few years, economists have had a 
£reat many regional agreements to scratch their 
heads over. Besides NAFTA, the Americas have seen 
the creation of Mercosur in the south, and one day a 
Free-Trade Area of the Americas may be born. The 
European Union, the grandmother of them all, has 
formed the European Economic Area with the re- 
maining members of the European Free-Trade 
Association. It also has Europe Agreements with 
Central Europeans as well as deals with North Afri- 
can countries and Mercosur. In Asia there is APEC, 
the Asia-Pacific Economic Co-operation forum, 
which has a grand goal of *free trade in the Pacific 
by 2020" (but no formal trade deal at present), as 
well as the ASEAN free-trade area and ANZCERTA, à 
pact between Australia and New Zealand. All told, 
in the past 50 years 153 regional trade agreements 
have been notified to the GATT or the wro, of which 
most are still in force. Almost half of these—some, 
admittedly, revisions of previous deals—have been 
set up since 1990 (see chart 9). 

This deluge of alphabet soup has deeply di- 
vided economists. Even language has become an is- 
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sue. Jagdish Bhagwati of Columbia University, per- 
haps their most vocal critic, insists on calling them 
“preferential” rather than “regional” or (heaven for- 
bid) “free” trade agreements, lest anyone forget 
their trade-diverting effects. 

As international commerce has become more 
intricate, so have the arguments. For a start, regional 
deals do not take place in a vacuum; they affect the 
climate of global trade negotiations. But are they, in 
Mr Bhagwati’s phrase, “building blocks” or “stum- 
bling blocks”? The first, says Fred Bergsten of the In- 
stitute for International Economics. In the early 
1980s, he recalls, the thought that America might 
embrace regionalism, previously anathema in 
Washington, shocked the Eu into Garr talks. The 


The genuine NAFTA article 


same thing, he believes, happened in the 1990s: the 
rise of APEC persuaded the Eu to bring the Uruguay 
round to a close. 

Mr Bhagwati agrees with Mr Bergsten's reading 
of the 1980s, but considers his view of the 1990s 
“fanciful”. Politically, he thinks, NAFTA has made 
the liberalisation of trade between America and 
poorer countries more difficult. Contrast that with 
the Uruguay round, in which there was only mild 
political resistance to freeing America's trade with 
much poorer India. 

A second complication is that manufacturers 
increasingly carry out different stages of produc- 
tion in different countries. It is this which gives rise 
to rules oforigin. Regional agreements need to spell 
out whether, for example, a Tv assembled in Mex- 
ico, which might contain components from all over 
the world, is Mexican enough to be allowed duty- 
free into the United States. This is a nonsense, says 
Mr Bhagwati. Preferential trade ageements create a 
“spaghetti bowl" of overlapping rules of origin that 
are sure to distort some investment decisions. 

Third, as Bernard Hoekman of the World Bank 
describes in a recent paper*, regional agreements 
are pushing the definition of free trade beyond the 


Are regional trade 
agreements a good 
idea? 














HAT BROUGHT THEM TOGETHER? A WORLD OF OPPORTUNITIES. 
WHAT KEEPS THEM TOGETHER? A WORLD OF SOLUTIONS. 


On the one hand: issuers from all points on 
the planet. On the other hand: individual and 
institutional investors looking for opportunities. 
e What brings them together? The world's 
widest range of solutions in global custody, 
depositary receipts, securities lending, currency 
management services, cash management, and 
execution services. e Right now, thousands 
of investment managers, bankers, brokers, 
and finance officers in public and private 
organizations are using The Bank of New York 
to create, maintain, and enhance relationships 
with their investors. e No other bank offers 


more solutions than The Bank of New York. 
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"national treatment" principle. Under n 
treatment, all goods and services, once inside the. 
country, are subject to the same rules, regulations 








Greenery and | 
globalisation — 
do not mix. 








and taxes, regardless of their origin. Thus all compa- 
nies are subject to the same antitrust and merger 


cal equipment, say, have to pass the same safety 
tests as those produced at home. Doctors and ac- 


countants must hold the country's professional 


qualifications to be able to practise. 


Secret weapon 

However, such rules can act as barriers to trade. 
Sometimes they are deliberately used in that way: 
for example, Mexico used to insist that imported 
American pigs be vaccinated against hog cholera, a 
disease that disappeared from the United States in 
the 1970s. But even if national rules are applied in 
all innocence, they can still gum up trade. Having 


_ been tested for safety at home, goods must be tested 


again before being sold abroad. Professionals have 
to take more exams before they can practise abroad. 
Some countries are now trying to get round these 
problems by harmonisation or mutual recognition 
of standards, . 

^ The prime examples of such agreements are to 
be found within the EU. In 1979, the European 
Court struck down a German ban on Cassis de Di- 
jon, a French liqueur, imposed because of its low 
alcohol level. This established the principle of mu- 
tual recognition: that goods sold in one member 
state could be sold in all. As well as mutual recogni- 
tion, in some fields the EU is pursuing harmonisa- 
tion. For instance, products are subject to common 
minimum safety standards. National competition 
laws are supplemented by pan-European legisla- 
tion. And a dramatic act of harmonisation is due to 
begin next year, when 11 countries will adopt the 
same currency. 

Within other regional trade agreements, govern- 
ments have also sought mutual recognition and 
harmonisation agreements, if not to the same ex- 
tent as within the Ev. Nevertheless, Mr Hoekman 
points out, a trade agreement is not a prerequisite 


‘for a deal on standards. The gu and America have 















rules. Imported pharmaceuticals, food and electri-. 


tecently struck such a deal even though there is no 
prospect of a transatlantic trade agreement. In sev- 
eral sectors, ranging from medical and electrical 
equipment to pharmaceuticals, the two sides have 
agreed that European organisations can test goods 
to American standards on behalf of American test- 


ing organisations, and vice versa. This falls short of 





mutual recognition, but is a step in that direction. 

This kind of integration is often as much about 
politics as about commerce. Even so, harmonisa- 
tion and recognition agreements can both create 
and divert trade. The new agreement between 
America and Europe should boost transatlantic 
trade in electrical goods, but the deal also gives 
American and European products an edge in each 
other's markets over goods from other countries. It 
is worth noting, says Mr Hoekman, that the EU is 
loth to negotiate mutual-recognition agreements 
with developing countries. 

The wro does have rules on regional agree- 
ments, but they are vague and out of date. Article 
xxiv of the GATT says that a regional deal must 
cover "substantially all trade" among its members. 
Define that if you can. It adds that barriers to non- 
members must not be raised. This is a weak test of 
trade diversion. 

In 1996 the WTO set up a committee to examine 
regional trade agreements. It replaced a bunch of 
working parties on the compatibility of individual 
deals with Article xxrv. They rarely reached conclu- 
sions. Whether the new committee will be more in- 
cisive remains to be seen, but it seems unlikely to 
offer strong criticism of any regional group—if only 
because of the wro's 132 members, all but three (Ja- 
pan, Hong Kong and South Korea) are members of 
some regional trade club. 

The trouble with regional deals is that they dis- 
criminate between their members and the rest of 
the. world. The best thing the wro can do to 
minimise the damage is not to try to unpick them, 
but to press on with multilateral trade liberalisa- 
tion. The more progress it can make on that front, 
the less room there will be for discrimination. 








Turtle wars 


Cex LUNA leafs through photographs of a 
Na "border reality trip" to Tijuana. Corroding 
drums of chemicals litter an industrial site open to 
the elements. There is nothing to keep children out, 
says Mr Luna, a campaigner with the Environmen- 
tal Health Coalition in San Diego. Water runs down 
an escarpment towards people's homes below. He 
talks about heavy metals and acids contaminating 
the environment and damaging people's health: 


En -.. *We'te not talking about skin rashes and cold sores, 
. Dut serious long-term health problems." 
Mr Luna explains that he is not against a “just” 


free-trade agreement between America and Mexico, 
but that in Tijuana some companies are getting 
away with far too much. The side accords to the 


. North American Free-Trade Agreement, which ob- 
.. lige NAFTA countries to uphold their own labour 


and environmental laws, have no teeth. 


Environmental campaigners such as Mr Luna 
are becoming more vocal in arguing that world 
trade is already too free for the planet's good. And if 
they are cross about NAFTA, they are hopping mad 
about the wro. 

They have two main complaints. First, a string 
of national laws aimed at protecting the environ- 
mentorhuman health have fallen foul of the wro's 
dispute-settlement panels, beginning in 1995 with 
the very first case to be heard by one of these tribu- 
nals. The way in which America administered its 
clean-petrol laws was held to discriminate against 
imports from Venezuela. : 

Since then, say the greens, things have got worse, 
citing two cases decided earlier this year. In the first, 


< the wro upheld a complaint by India, Malaysia, Pa- 
_ kistan and Thailand against an American law ban- 
- ning the sale in the United States of shrimps caught 









| 
| 
| 
| 
| 
| 
| 


| 
| 
| 
{ 
H 
i 
i 
| 
| 
| 
| 
i 
I 
| 
| 
| 
i 
i 
i 
i 
| 


-THE ECONOMIST OCTOBER JRD 1998 








Do not mock turtles 


in nets that do not allow sea turtles to escape. 
Shrimp nets are the biggest killers of sea turtles, says 
Peter Fugazzotto of Earth Island Institute, a marine- 
conservation group in San Francisco. It was Earth 
Island that prodded the American government into 
taking up the turtle case. The second decision was 
that a long-standing EU ban on beef treated with 
growth hormones—ie, most American meat—was 
incompatible with wro rules. 

The environmentalists also fret that wrO rules 
may undermine some international agreements to 
protect the global environment (known as multilat- 
eral environmental agreements, or MEAS). Of the to- 
tal of around 200 such MEAs, about 20 either ban 
trade in certain pollutants or in goods made using 
them, or permit the use of trade sanctions as tools of 
enforcement. For example, the Montreal Protocol 
bans trade in chlorofluorocarbons (CFCs), which de- 
plete the ozone layer. This trade ban, says Duncan 
Brack of the Royal Institute of International Affairs 
in London, played a big part in persuading coun- 
tries to sign the protocol and end crc production. 

Luckily, so far no government has challenged 
the trade provisions of any MEA, but that luck may 
run out. For instance, a country that has not signed 
the Basle Convention on hazardous wastes (which 
bans trade in some waste chemicals and metals) 
might want to import blacklisted goods in order to 
recycle them or use them in some manufacturing 
process. Its goods might be barred by a signatory to 
the convention. The non-signatory could take the 
reluctant importer to the wro, and stand a good 
chance of winning. 

All this might worry environmentalists less if 
the wro’s dispute-settlement system were as limp 
as the old GATT's, but in fact it is remarkably effec- 
tive. If one government believes that another is 
blocking its imports in breach of wro rules, it can 
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ask for talks. If these fail to resolve the dispute, the 
complaining government can ask for a panel of 
trade officials to adjudicate. If the panel finds the 
rules have been broken, the “guilty” party is sup- 
posed to amend its laws or practice to conform with 
wro rules. Appeals are possible, but once a final de- 
cision is reached, it can be blocked only by a con- 
sensus of wro members. This is a big change from 
the old Gatr system, under which every member 
(including guilty parties) had the right of veto. So 
far, no one has ignored a panel decision, because no 
one wants to jeopardise the credibility ofthe system 
of rule-based trade. But if someone did, the of- 
fended party could eventually retaliate with trade 
sanctions of its own. 

The wro's rules do in fact allow countries to im- 
pose trade restrictions for environmental and 
health reasons. Article XX ofthe GATT permits trade 
measures "necessary to protect human, animal or 
plant life or health . . . [or] relating to the conserva- 
tion of exhaustible natural resources if such mea- 
sures are made effective in conjunction with restric- 
tions on domestic production or consumption." 

However, some supposedly *green" rules are 
not necessary to protect health or the environment 
at all, but are protectionist in either intent or effect. 
America's ban on Venezuelan petrol is one exam- 
ple. The EU's refusal to accept beef treated with hor- 
mones is another. There is little scientific evidence 
to suggest that such meat is any more dangerous 
than hormone-free beef. 

Some greens insist that the wro has no business 
sitting in judgment on laws passed by sovereign 
governments. Yet judging the compatibility of na- 
tional laws with trade accords is precisely what the 
WTO's dispute-settlement process—set up with the 
agreement of all its member states—is there for. 
Both the disputed cases are examples of govern- 
ments doing more than they should. Americans can 
surely make up their own minds on which shrimp 
to eat, helped if necessary by clear labelling. And if 
Europeans are happy to eat hormone-treated beef, 
and science judges it safe, why shouldn't they? John 
Jackson of Georgetown University Law School, an 
authority on wTo law, says the hormone case is par- 
ticularly interesting because: "It's the first to grap- 
ple heavily with the question of what scientific evi- 
dence a government has to present and the degree 
of risk [to consumers|it is obliged to negotiate.” wrO 
rules suggest that governments can decide how 
much risk they will accept in imported food. In ef- 
fect, says Mr Jackson, the £u decided to run no risk 
at all. But ifgovernments have so much leeway, they 
could get away with any import ban, however 
flimsy its scientific foundations. 


Ashrimp’s a shrimp fora’ that 

A more important reason why the wro and the 
greens are at loggerheads is another GATT rule re- 
quiring “like products” to be treated identically. 
This means that with very few exceptions—eg, 
goods made by prisoners—countries cannot ban 
imports because they do not like the way they have 
been produced: if they could, it would give rise to 
all sorts of protectionist jiggery-pokery. So wro 
panels, like carr panels before them, have re- 
garded production methods as irrelevant: a shrimp 
is a shrimp, whether or not the net in which it was 
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Farm subsidies 


caught has a turtle-excluder. 

Many environmentalists object. 
If the wro rules out all trade sanc- 
tions that. discriminate between 
more and. less conservationist 
methods of production; then what 
chance is there of cleaning up? 
There should be exceptions to allow 
countries to favour goods made in 
less polluting ways. 

According to Mr Brack, in some 
circumstances they may be right. 
Where pollution spans or crosses 
borders, the threat of trade sanc- 
tions can be an efficient way of 
achieving an environmental goal. 
The Montreal Protocol is a case in 
point. Other MEAs might be more 
effective if their trade clauses were 
immune from challenge by non-sig- 
natories at the WTO. 

But this is far from straightfor- 











How not to enforce 
labour standards 





ward. Suppose that the signatories 
to an MEA—to reduce emissions of certain gases, 
say—were mainly rich countries and the non-signa- 
tories were mainly developing ones. The develop- 
ing countries might be less concerned about reduc- 
ing pollution, or they might think they were being 
asked to bear too much of the burden. Would the 
rich be justified in banning imports from the poor? 
Clearly any exceptions to Article XX for MEAs would 
have to be chosen with care. 

In any event, where pollution is confined to a 
single country, the argument for using trade sanc- 
tions against it is hard to stand up. Different parts of 
the world, Mr Brack points out, can tolerate differ- 
ent levels of pollution, depending on climate, the 
preferences of local people and governments, and 
existing pollution levels. Imposing the same envi- 
ronmental rules on every country, backed by trade 


sanctions, would destroy the comparative advan- 
tage of many countries, especially developing ones. 
Itwould be easy for protectionists to use greenery as 
an excuse for import restrictions. 


Coming out of the shell 


The wro is looking around for ways of accommo- 
dating the greens’ complaints. For example, it plans 
to open up its procedures by allowing non-govern- 
mental organisations to provide briefs to dispute- 
settlement panels and to attend hearings. It is al- 
ready taking more advice from experts: in the 
shrimp-turtle case, for example, it assembled a 
clutch of marine biologists. That should help to de- 
flect the environmentalists' charge that the wro is 
secretive and lacks know-how. 

Changing the wro's rules, however, is a taller or- 
der. In theory, says Mr Jackson, it would be easy to 
add a paragraph to Article XX to the effect that noth- 
ing in the wrO's rules prevents the application of 
certain MEAs. But he adds: “Politically, I can't see it 
going through." Such an amendment would have to 
be approved by three-quarters of all wro members, 
and opposition from non-signatories to those MEAS 
would be robust. 

But there are things governments can do that 
would make trade freer and the planet cleaner at 
the same time. According to a recent OECD study*, 
governments continue to support agriculture, en- 
ergy and transport in ways that damage the envi- 
ronment (see chart 10). Minimum farm prices, for 
example, encourage farmers to produce too much, 
using more energy and more chemicals than they 
should. Coal subsidies encourage power compa- 
nies to use dirty methods of electricity generation. 
Such subsidies are already in decline. Speeding 
their demise would please both free-traders and 
environmentalists. 

* "Improving the Environment through Reducing Subsidies”. 1998 
ll 





Brothers up in arms 


FORMER World Bank economist recounts a 
field trip to Morocco. Her guide led her 
through the medina to watch people working in 
miserable conditions, buffing up pots for the tour- 
ist trade. Next, they ducked into a workshop lit by a 
single weak lamp where two men were making 
moulds from dirt. They went on, and down, into 
more heat and darkness, until they came to the last 
circle of this little hell: in a near-lightless room, a 
dull-eyed boy was shovelling coal into a kiln. 
"How long do you work? asked the economist. 
"Ten hours a day, six days a week, he replied. 
*How old ate you? 
‘Sixteen.’ 
‘And how Jong have you been working here? 
“Nine years, 
The boy was uneducated. His family, back in his 
home village, needed money. Sadly, his plight is far 
from the worst in the developing world, and it is 


_ anything but new. Indeed, a century or so ago, that 
“economists: European forebears may well have 


faced the same choice: work or starve. 


Trade unions, backed bysome politicians, think 
they can use international trade as a lever to make 
things better. Use trade sanctions as a punishment 
for countries that ignore minimum standards of 
decency, the argument goes, and they will come to 
their senses. But the wro disagrees: its rules do not 
ban imports made by either slave labour or child 
labour—only those produced by prison labour. 

Some wro:members, notably America, have 
long wanted to link trade liberalisation and labour 
standards. Others, especially developing countries, 
smell protection, and not without reason. Ameri- 
can unions have long argued that low wages and 
labour standards in the third world create “unfair” 
competition for American workers (see next article). 
But the wro points out that labour standards are 
the domain of the International Labour Office 
(LỌ), another organisation based in Geneva. 

The 110, a tripartite body made up of govern- 
ments, trade unionists and employers from 173 


. countries, has been going since 1919. It is quite 


happy to look after its own patch without help from 
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We wanted to switch on more people to our 


home entertainment products. To give our 
business a surge of energy. Easy access to 1.5 
billion new consumers seemed like a good place to 


start. A stable tax-free business environment free 
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At this point we moved our 


electronics business 
to Jebel Ali Free Zone. 


of bureaucracy was another obvious attraction. As 
was the easy availability of labour, warehouses, and 
a sophisticated infrastructure. World class port 
facilities, close proximity to an international 


airport, efficient administrative and engineering 


e, Dubai. 


call +9714 815000, fax +9714 817777, telex 47398 or write t 


the 


Freedom to do 


services, and unbeatable business incentives within 
a growing economy completed what we felt were 
the ideal set of components. And since we moved 
down to the jebel Ali Free Zone, our fortunes 


seem to have gone only one way. Up 


business. 








Labouring 
ILO conventions on “core” labour standards 





the wro. In June it produced a Declaration on Fun- 
damental Principles and Rights at Work which ob- 
liges its members “to respect, to promote and to re- 
alise" the principles of seven ILO conventions 
defining core labour standards, even if they have 
not ratified them (see table 11). 

The 110 makes no link between labour stan- 
dards and trade; indeed its declaration stresses that 
labour standards should not be used for protection- 
ist purposes. So how will they be enforced? Through 
shame, hopes the 110. “In the future,” says Michel 
Hansenne, its director-general, “public opinion 


| will be more important for pushing governments 


to comply with their commitments.” Not good 
enough, say trade unionists. “The 110 declaration is 
a great step forward,” acknowledges Thea Lee of the 
American Federation of Labour and Congress of In- 
dustrial Organisations (AFL-CIO). “But we'll never 
see that as a substitute for action in the trade arena. 
We're not going to give up at the wrO." 

The wro's rules and its dispute-settlement sys- 
tem, trade unionists say, have the bite they are look- 
ing for. Bill Jordan, general secretary of the Interna- 
tional Confederation of Free Trade Unions (ICFTU), 
a Brussels-based club of 206 union federations 
from 141 countries, puts it this way: "We aim to get 
the world committed to core standards. But we 
know there's no world government, so we're at a dis- 
advantage. The wro is the nearest thing we have.” 
The 1crru wants to see wro membership made 
conditional on the observance of core labour stan- 
dards, certified by the ILo: “If you want to belong to 
this club,” says Mr Jordan, “you have to believe in 
these standards.” 


Teeth or gums? 

What little information is available suggests that 
there is no strong link between observance of core 
labour standards and trade flows, so exporters in 
developing countries would not suffer much if they 
adopted the 1Lo’s conventions. By the same token, it 
seems that workers in rich countries have little to 
fear from competition with the downtrodden of the 
developing world. 

That is reassuring, but it does not mean that the 
use of trade measures to enforce core labour stan- 
dards is a good idea. There is nothing wrong with 
the intentions behind the standards: civilised peo- 
ple would agree that bonded labour or imprison- 


* “Should Core Labour Standards be Imposed Through Interna- 
tional Trade Policy?” World Bank Development Research Group, Pol- 
icy Research Working Paper 1817, August 1997 
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ment of trade unionists is wicked. But enforcing the 
standards may not always have the desired effect. If 
trade unions are recognised, wages in unionised 
sectors might rise but employment might fall. Dis- 
placed workers might be pushed into worse-paid 
jobs than they had before. 

In a paper published last year*, Keith Maskus, 
an economist at the University of Colorado at Boul- 
der, explains why using trade sanctions to try to im- 
prove people's lives may not work. Suppose, he says, 
that a developing country exports goods made with 
adult labour, but relies on an input made in an un- 
regulated industry using child workers. Other coun- 
tries, wishing to discourage the use of child labour, 
put a tariff on the developing country's goods. De- 
mand for those exports will fall, reducing demand 
for the adult workers in the industry and cutting 
their wages. There is also a knock-on decline in de- 
mand for its inputs, and therefore the labour of the 
children making them. So fewer of them work, and 
their wages fall. Both adult and child employees are 
worse off. 

This could be offset, says Mr Maskus, if the rest 
of the world recycled its tariff revenue to the target 
country (or made a contribution from other taxes) 
in return for a higher minimum working age. The 
best solution, though, would be not to use trade re- 
strictions at all, but to find other policies that avoid 
their adverse effects. For instance, children are of- 
ten put to work because their parents' incomes are 
too low to make ends meet. So it would help to cre- 
ate more and better-paid jobs for adults—which 
sounds like a case for freer trade, not more restric- 
tions. Equally, children would be less likely to work 
if education were more affordable. Subsidising 
education in developing countries would not only 
stop some children working; in the long run a more 
educated workforce would also boost the country's 
productive potential. 

Aware of these pitfalls, some advocates of link- 





gor. 
How best to stop this? 
























Are poor countries 
pinching the rich 
ones’ jobs? 








= import bans. “We don't: 


g trade and labour are shy of calling for tariffs 

to go down the sanc- 
tions route,” says Stephen Pursey, the icrru’s chief 
economist. His tentative suggestion for making the 
link is that if a country persistently failed to meet 
the 110's standards, it could be denied the right to 


bring cases to the wro's dispute-settlement system. 






But without the risk of a dispute-settlement case, 
other countries would feel free to maintain what- 


nd 


ever trade barriers they liked agait 

the recalcitrant country, or even to put up some 
newones ^". 

The losers would be exporters from the pun- 
ished country, be they good or bad employers, 
along with their workers. Better by far to stick with 
the i10. If trade unions and their allies in govern- 
ment try to borrow the wTO's teeth, they may find 
that they bite in the wrong place—if at all. 








The wages of fear 


NTIL the recent jitters, the 1990s seemed to be 

a golden age for America's economy. Growth 
was high, inflation and unemployment low. All the 
same, though, plenty of Americans were wondering 
why the economy's health was not reflected in their 
pay packets. Indeed, many Americans have seen lit- 
tle improvement in their living standards in the 
past quarter-century. After allowing for inflation, 
average hourly earnings are now lower than they 
were in 1973—although thanks to increased fringe 
benefits, average annual earnings have actually 
risen, according to Susan Collins, an economist at 
Georgetown University*. At the same time, earn- 
ings inequality has increased strikingly. Between 
1973 and 1993, the real pay of men 10% of the way 
up the earnings distribution fell by 21%; for men 
10% from the top, it rose by 8%. Women did a little 
better at the bottom, where earnings went up by 3%, 
but much better at the top, where they rose by 29%. 

In European countries, too, poorer workers are 
feeling the pinch. Like America, Britain has seen an 
increase in earnings inequality. In continental Eu- 
rope, where wages are less flexible, pay differentials 
have not widened, but unemployment has risen 
steeply. Some politicians and union leaders, and a 
few economists, argue that freer trade with develop- 
ing countries is to blame. This is being said on both 
sides of the Atlantic, but more loudly in America, 
especially since the passage of NAFTA. In 1973, only 
about one-sixth of America’s manufacturing im- 
ports came from developing countries; now the 
proportion is one-third. To many people, it seems 
that American workers’ pay is being cut by compe- 
tition with cheap foreign labour. 

But it is not as simple as that. Wages reflect pro- 
ductivity, which implies two things. First, Ameri- 
cans’ wage growth has slowed down since 1973 be- 
cause productivity growth has been lower. Second, 
the gap between wages in America 





















and wages in developing countries, 
on average, reflects Americans’ 
higher productivity. So although 
Americans generally have much fat- 
ter pay packets than workers in 
developing countries, they cost no 
more to employ per unit of output, 
and often less. Moreover, says Ms 
Collins, although America now 
buys a slightly larger share of its im- 
ports from developing countries 
than it did 25 years ago, average 
wages in its supplier countries have 
gone up relative to wages in Amer- 








ica, because wages in developing countries have 
risen much faster than those in rich countries (see 
chart 12). 

Those same trade unionists and politicians ar- l 
gue that, if some Americans are losing out from | 
freer trade, America should put up barriers against | 
imports from poorer countries. Trade with Mexico l 
and China is a favourite target. Yet import barriers | 
would make Americans as a whole worse off: Amer- | 
ican companies would be under less pressure to | 
make goods as cheaply as they can, and resources | 
would be wasted on making things that could be | 
bought more cheaply from abroad. Everything | 
would get more expensive—and poor Americansas | 
well as rich ones would have to stump up. | 


A price to pay 
Nevertheless, there are good reasons why freer trade 
might hurt some of America’s poorer workers. The 
whole point of free trade is that it makes countries 
specialise in industries where they have a compara- 
tive advantage; so when trade barriers are removed, 
resources are shifted into those industries, and 
away from less productive uses. In America, al- 
though this change undoubtedly benefits the econ- 
omy as a whole, it may work to the disadvantage of 
unskilled, and therefore low-paid, workers. | 
As any economist wili tell you, this phenome- | 
non can be explained by the Stolper-Samuelson | 
theorem, which says that a fall in the price of a | 
good—say, as a result ofa tariff cut—reduces the pay | 
of the type of labour most heavily used in making it. | 
So a fall in American tariffs on imports from Mex- | 
ico of goods that use low-skilled labour relatively | 
intensively will cut the wages of low-skilled | 
Americans, | 
Do the facts fit the theory? Economists havecon- | 
centrated on explaining the increase. in the “skill 
premium", measured in most studies by the ratio of | 
the pay of workers with college degrees to that of | 
1 
i 
| 
| 
| 
| 
I 
| 
| 
| 
| 
i 
| 
| 





high-school graduates. In the 1970s this was around 
1.3-1.4, but since 1980 it has risen fairly steadily, to 
about 1.7 now. Some studies have concluded that 
trade explains a lot of the skill premium, but most 
find the effect of trade is rather modest, accounting 
for perhaps one-fifth of the rise in the premium. 
This is partly because the evidence on prices does 
not quite fit the story: the relative prices of goods in 
low-skill industries did not fall in the 1980s, when 


* This article draws on a book edited by Susan M. Collins, "Imports, 
Exports and the American Worker", The Brookings Institution Press, 
Washington, DC, 1998 


THE ECONOMIST OCTOBER 3RD 1998. 


Actively doing business 
in 190 countries. 


Relationships with 80% 
of the Global 500. 


 Market-maker in 45 
emerging countries. 


Our most significant 
business region is 


the world. 


Growing Your Business Worldwide l 
BankAmerica provides the strength and agility to capitalize on opportunities 
anywhere in the world. | 


Both issuers and investors benefit from our global leadership in capital raising, 










asset-based lending, cash management, risk management, and foreign exchange. 
And, with an integrated worldwide network of offices and experts — plus 

extensive emerging markets experience in Asia, Latin America, and Eastern 

Europe — we can create innovative solutions for any market in which you 

do business. 


That's power in motion. That's BankAmerica in motion. 


© 1998 BankAmerica Corporation 






BankAmerica etl cd 


www.bankamerica.com 


Pons 


. 
d 
1 
-- 
a 
d 





ANDERSEN 


Hor business analysis, risk assessment and implementation services for the financial industry, you can rely on our expertise to turn uncertainty to market advantage 
f 
cH MEN NOn SALES " 


_ the skill premium rose sharply, but they probably 
| did in the 1970s, when it was constant. 

Other factors seem to have been more impor- 
tant. Richard Freeman, of Harvard University, reck- 
ons that immigration has probably had a far bigger 
effect on the market for low-skilled labour than 
trade. Workers in many service industries, from 
barbers to taxi drivers, are fairly well insulated from 
international trade, but will meet hot competition 
from immigrants. 

Most important of all seem to have been ad- 
vances in technology, which have favoured the bet- 
ter-educated at the expense of the rest. Why only 
“seem”? Because the effects of technical change are 
hard to measure directly. Most models explain as 
much as they can of the change in the skill premium 
in terms of price changes, trade flows, immigration 
and whatnot, leaving a large chunk unexplained. 
That residual is then attributed mainly to changes 
in technology. 

The effects of changes in technology and 
changes in trade are hard to unravel. Suppose that a 
foreign company discovers some new cost-cutting 
technique for making widgets, which brings down 
the price of widget imports into America. If the 
wages paid by its American competitors fall as a re- 
sult, are the workers victims of trade or technology? 

If trade has a smallish effect on the skill pre- 
mium, it has an even smaller effect on wage in- 
equality as a whole, says Ms Collins. Only about 
one-third of the increase in inequality can be put 
down to differences between workers—whether in 
education, race or sex. So at most only 7% of the in- 
crease in wage inequality can be blamed on trade. 


Never mind the economics, count the votes 


None of this, however, has stopped freer trade from 
becoming a political problem. Is it always possible 
to find anecdotes about jobs lost to foreign compe- 
tition, or of workers swallowing pay cuts to stop 
their bosses from moving their factory to Mexico. 
Moreover, the benefits of trade tend to be more 
spread out than the losses. The local effects of a fac- 
tory closure are only too obvious; the across-the- 
board effects of greater consumer spending power 
generated by cheaper imports, or of higher pro- 
ductivity brought about by increased competition, 
are far less evident. 

One way of getting round these political prob- 
lems is to compensate the losers from freer trade. In 
practice, that means those whose jobs disappear 
rather than those who merely suffer pay cuts. Since 
freer trade should benefit the economy as a whole, 
some of that benefit could be channelled to the los- 
ers through the tax and welfare systems. 

This idea has, in fact, been put into practice in 
America since the Trade Expansion Act of 1962. 
Workers displaced by foreign trade can apply for 
Trade Adjustment Assistance (TAA). This extends 
| unemployment insurance payments for up to a 
year beyond the usual six-month period, provided 
that claimants take part in a training programme. 
Since 1974, about 2m workers have been certified as 
eligible for TAA. The number taking it up has been 
much lower, because many of the workers have 
found other jobs. 

In a recent book, “Globaphobia™, four Ameri- 
can economists—Gary Burtless, Robert Lawrence, 
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At the losing end 


Robert Litan and Robert Shapiro—say that TAA 
should be reformed. The payments go on for too 
long, removing the incentive to get a job quickly. 
Workers who find a new job at lower pay should 
also be compensated, to give them an incentive to 
work for less. And the training does little to fit work- 
ers for new jobs, so it should be scrapped. 

All this would be an improvement on the cur- 
rent system, but two problems remain. First, how 
can the losers from trade be identified? Just think of 
the difficulties of unravelling the effects of technol- 
ogy and tariff cuts; then remember that trade is 
abouta lot more than border measures. What about 
deregulation to allow foreign ownership of Ameri- 
can airlines, shipping or television stations; or rec- 
ognition of European drug-testing regimes, or of 
foreign medical qualifications? 

Second, what is so special about trade? It is just 
one of many forces that send resources whizzing 
around the economy. It seems odd to pay a worker 
compensation because his firm has succumbed to 
competition from imports, but give him nothing if 
it has been put out of business by a company up the 
road, or failed to adapt to changes in technology or 
in customers tastes. Paying out in this way seems to 
support protectionists’ contention that trade is a 
blight on employment like no other. 

The four authors are aware of both these draw- 
backs. They suggest getting round the first problem 
by limiting compensation to victims of specific 
trade agreements, and by allowing Congress to 


* Published by the Brookings Institution Press, the Progressive Policy 
Institute and the Twentieth Century Fund 
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be paid. Yet as they note, the extremely complex 
Uruguay round triggered no special adjustment 
measures, even though it will have a far greater ef- 
fect on the American economy than: NAFTA, which 
did prompt such measures. The second point—that 
trade is just one of many economic forces, and 
should not be singled out—is unanswerable. 


specify the industries i in which. compensation will 


Büt perhaps such carping misses the point. Ad- 


; Justment programmes are political devices, not eco- 


nomic ones. And for freé-traders, the most be- 
wildering fact about the American economy is that, 
despite all the stability and success in recent years, 
Americans have remained nervous about freer 
trade. So have plenty of their elected represen- 
tatives. Why? 





meen lt 


Slow road to fast-track 


Does it matter? HEN Bill Clinton addressed the wro in Ge- 
neva last May, he issued an invitation to 
trade ministers: next year, come to America. Some 
governments hope that this meeting, due to start on 
November 30th 1999, will be the overture to a new 
round of global trade talks, The European Union's 
Sir Leon Brittan has long been calling for a “millen- 
nium round". Yet the Clinton ‘administration has 
been shy of endorsing a new round. Why? 

America's reticence is partly tactical. In the past, 
the Americans argue, rounds have dragged on and 
on—the Uruguay round lasted an epic seven-and-a- 
half years—because nothing is decided until every- 
thing is decided. So before starting a new round, 
American officials want to seta timetable for com- 
pleting talks on different subjects and implement- 
ing their results. 

However, there is another reason for America’s 
shyness. Mr Clinton does not have “fast-track” ne- 
gotiating authority from Congress, which has the 
constitutional right to “regulate commerce with 
foreign nations and between the several states”. 
Fast-track authority allows a president to negotiate 
trade agreements and ask Congress to pass the nec- 
essary legislation within 90 working days and with- 
out amendment. Without fast-track, trade agree- 
ments can be put before Congress as ordinary bills, 
which can be amended, or they can be presented as 
treaties. But treaties require approval by two-thirds 
of the Senate—where they can also be amended or 
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held up indefinitely by the foreign-affairs commit- 
tee. The beauty of fast-track authority is that it pre- 
vents Congress from rewriting trade deals once the 
president has signed them, and therefore boosts his 
credibility in trade negotiations. 

For most of the past quarter-century, presidents 
have had few problems winning fast-track author- 
ity. From free-traders’ point of view, that has been 
immensely useful. It has helped to push through 
five big trade agreements: the Tokyo round of GATT, 
free-trade agreements with Israel and Canada, 
NAFTA, and the Uruguay round, the last two during 
Mr Clinton’s first term in the White House. But 
since 1994 Mr Clinton has been without fast-track 
authority. Last autumn he was on the point of for- 
mally asking for it, but when it became clear that he 
would not get it no vote was taken. 


Curmudgeonly Congress 

Given the rude health of the American economy 
over the past few years, the administration’s failure 
to win fast-track authority seems remarkable. It is 
more surprising still in view of Mr Clinton’s suc- 
cess, in his first year in office, in oe NAFTA 
through Congress by forging a coalition between 
Democrats and Republicans. 

So why has he failed? In essence, because Con- 
gress is deeply divided over what a fast-track bill 
should say about labour standards and the envi- 
ronment. Most Republicans think that trade should 
not be linked to these issues at all. Most Democrats 
think it should. 

Since the Democrats are in a minority in both 
houses, there is no chance in this Congress of pass- 
ing a bill encapsulating their ideas on a trade man- 
date. Hence Mr Clinton’s attempt last year to win 
fast-track authority on the Republicans’ terms. Such 
a bill would have excluded clauses on labour and 
the environment from fast-track treatment. How- 
ever, despite the Republican majority the bill could 
not pass without some Democrat votes because not 
all Republicans support free trade. 

Mr Clinton failed to persuade members of his 
own party to support a “Republican” bill. “The 
Democrats think Clinton left them along time ago,” 
says Mac Destler, a specialist in American trade 
politics at the University of Maryland. Paradoxi- 
cally, this lack of trust has its roots in the president's 
success in building a pro-NAFTA coalition in 1993. 
At the time most Democrats were opposed to the 
agreement, which Mr Clinton inherited from 
George Bush. They worried that American workers 
would be hurt by freer trade with Mexico because 
Mexico's looser labour and environmental stan- 
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Istanbul witnessed 
centuries of trade and mutually 
profitable exchange 


of cultures. 





Diversification has been the watch word in Istanbul for milennia. This is, after all, the only city that spans two continents. 


It has been a place that has always benefited from the exchange of new ideas and opportunities. Learning a new culture 





is riches indeed. It is an idea the Istanbul Stock Exchange (ISE) takes seriously. As a result of this, Istanbul possesses a 
spectacularly developing capital market through the immense contributions 


of ISE to the economy and the progression of the stock market. Here 











are some impressive figures. The ISE National - 100 index, the main 
market indicator, showed an increase of 882% in U.S. dollar terms from 
the beginning 1986 to end 1997. ISE has the highest stock trading value 
between Western Europe and Eastern Asia with over US$ 350 million 
1 average daily trading value by June 1998. International investors like 
E yourselves now own around 50% of the free float. ISE, ranked to be the 24th throughout the world stock markets by 
FIBV (International Federation of Stock Exchanges) and the 4th among the emerging markets in terms of trading value 
by IFC. (International Finance Corporation) 

* All the figures mentioned above are as of end June 1998. P 5 
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dards would give it an unfair advantage. Mr Clin- 
ton put their minds at rest by adding side accords 
on labour and the environment. And to win over 
Hispanic Democrats, he came up with a North 
American Development Bank (NADBank) to fi- 
nance environmental projects on the Mexican bor- 
der and to help workers who lost jobs to new com- 
petition from Canada and Mexico. That brought 
enough Democrats on board. 

Four years on, however, those Democrats felt 
short-changed. The labour and environment side 
accords never amounted to much, merely obliging 
each NAFTA country to respect its own laws. The 
NADBank has, until recently, done little. And 
among the losers from NAFTA, Hispanics stood out: 
Raul Hinojosa-Ojeda, of the University of Califor- 
nia at Los Angeles, reckons that many Mexican im- 
migrants who had headed north in search of work 
saw jobs move in the opposite direction. Thus last 
year, when Mr Clinton was looking for fast-track 
votes, congressional Democrats insisted that they 
could not support a bill denying fast-track treat- 
ment to labour and environment clauses. It was 
weaker in that respect, they said, than the authority 
given to Mr Bush. 

In this Congress, fast-track is not quite dead. 
Newt Gingrich, the Speaker of the House of Repre- 
sentatives, is pushing for a vote on last year’s 
aborted bill. This would simultaneously endear 
him to the farm lobby, which is keen on fast-track, 
and make mischief for the president, who would 
rather wait until 1999. Mr Clinton has no wish to 
advertise his own party's divisions on trade so soon 
before congressional elections, and for now would 
rather use such political capital as he still has on the 
equally fraught issue of financing the International 
Monetary Fund. And without the administration's 
backing, a vote on fast-track is unlikely to be carried. 

The president's chances of winning fast-track in 
the next Congress look better, if still not good. If the 
balance between the parties after the mid-term elec- 
tions later this autumn stays much the same as it is 
now, he may try again to find some wording that 
willsatisfyenough Republicansand enough Demo- 
crats. This looks his best bet: Hispanic Democrats, 
in particular, have sounded more emollient in re- 
cent months, now that the NApBank has at last 
started disbursing money. 


Next year, some time, never? 


How much do these congressional shenanigans 
matter to getting trade agreements into place? Not 
much, says the administration. Charlene Bar- 
shefsky, the United States trade representative, reels 
off a long list of all the deals that have been struck 
without fast-track, including the wro's agreements 
on telecommunications, financial services and in- 
formation technology. The Europeans also say they 
are not fussed: "You need fast-track to complete the 
round, not to start it,” explains Sir Leon. Ms 
Barshefsky and Sir Leon seem to have precedent on 
their side. The Tokyo round began in 1973, but Con- 
gress did not give the administration fast-track au- 
thority until 15 months later. And when President 
Reagan was granted fast-track in 1988, the Uruguay 
round had already been going for two years. 

The difference, says Craig VanGrasstek, a Wash- 
ington trade-politics expert, is that in 1973 and 1986 





Barshefsky: fast-track is not a worry 


there was not much doubt that negotiating author- 
ity would be granted, nor about the likely terms. 
Now no one really knows. In the mid-1980s, there 
was a congressional coalition in favour of negotiat- 
ing trade agreements on the then-new issues of ser- 
vices trade and intellectual property, where Ameri- 
can exporters had plenty to gain and domestic 
firms had little to fear from foreign competition. 
But now labour standards and the environment are 
so divisive that building a new coalition may prove 
impossible. 

In the absence of fast-track authority, the presi- 
dent has limited scope to strike new deals without 
asking Congress's approval. In 14 sectors where 
America made “zero-for-zero” tariff offers in the 
Uruguay round, the president is still free to cut tar- 
iffs in wro negotiations. These include farm equip- 
ment, electronics, drugs, steel and toys. This free- 
dom is being used in talks on tariff reductions by 
APEC countries, which are meant to apply to im- 
ports from non-APEC countries as well. But in most 
of the sectors under discussion, including energy 
and fish, the president does not have authority to 
cut tariffs. 

In essence, he is free to make deals only if they 
require no changes in American law (which would 
require Congress's permission). This proved a seri- 
ous constraint to America in the wro talks on fi- 
nancial services and telecommunications, says Mr 
VanGrasstek. With more freedom to offer conces- 
sions oftheir own, he suggests, the Americans might 
have been able to prise more out of their negotiat- 
ing partners. America's limited room for manoeu- 
vre will also prove unhelpful in future talks. Chile 
has already made it clear that it is not prepared to 
discuss joining NAFTA until fast-track is in place 
(but has meanwhile struck deals with Canada and 
Mexico). Small beer, perhaps; but nevertheless a 
blow to Mr Clinton's planned Free-Trade Area of 
the Americas, and a sign that wro talks without 
fast-track could be sticky. 
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The right choice is “d”; which should read “a global bank in Turkey”. The bank which issued 
the first 144A Eurobond, the first IFC B Type Securitized Loan application and the first US 
Commercial Paper from Turkey. Garanti Bank in short. Wouldn't you invest in a bank, where 
all the benchmark transactions come from? 


For further information please contact Mr. Ergun Ozen, Executive Vice President. 
63 Büyükdere Caddesi, Maslak 80670 Istanbul/Turkey Tel, Fax: (90-212) 285 40 40 Telex: 27635 gati-tr bttpz//www.garantibank.com.tr 
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free trade 





Ready for liberalisation? 





India’s hesitation 


The trouble with JT IS not only in America and other rich countries 


that free trade is politically contentious. In devel- 
oping countries the arguments against free trade of- 
ten sound very similar to those in the rich world. 
Hot competition from foreigners, fear both rich 
and poor countries, will pre-empt sales and demol- 
ish jobs. The only difference is the perceived nature 
of the competition. The developed countries worry 
about the rock-bottom cost of labour on offer in the 
third world, whereas the developing countries are 
convinced that their western rivals’ ruthless effi- 
ciency will put them out of business. 

Fortunately for the cause of free trade, the pro- 
tectionists have lost more battles, in both develop- 
ing and developed countries, than they have won 
in recent years. In fact, the recent willingness of the 
developing world to embrace freer trade has been 
more remarkable than the continuing liberalisa- 





tion in richer countries. In 1980, developing coun- 
tries made up about half the Garr's membership. 
With more than 40 joining the club since, they now 
make up two-thirds of the wro's roll. 

Yet the arguments continue. Nowhere, perhaps, 
is the tension between a protectionist past and a 
liberalising present more acute than in India. In 
few places does it matter more. India, with more 
than 900m people, is the second most populous 
country on earth. Its GDP, however, is not much big- 
ger than the Netherlands’. Many ofits people live in 
terrible poverty, for which decades of protection- 
ism are partly to blame. 

If signs of a return to economic isolation are go- 
ing to surface anywhere in the developing world, 
India might be the place. Although a founder mem- 
ber of GATT, until 1991 its economy was virtually 
closed. Stifling protection and domestic controls 
had created a South Asian mouse next to East Asia’s 





tigers. In the early 1990s a number of exciting things 
happened. The government slashed tariffs, made it 
easier for foreigners to invest in India and began to 
loosen some of the choking domestic controls. 
Since then, however, the pace of progress has 
slowed. In 1996 the government imposed an extra 
tariff of 5%. And this year its successor, headed by 
the nationalist Bharatiya Janata Party (BJP), raised 
tariffs again. Is India turning inwards? 


More, please 

Probably not, but its reforms have served to high- 
light how much more remains to be done. Before 
reforms began, virtually all imports into India had 
to be licensed. Now more than two-thirds of tariff 
lines can be imported without licences; around 10% 
require special import licences, which expose In- 
dian companies to limited foreign competition be- 
fore licence obligations are removed altogether. 

Tariffs have come down a long way: in 1993, the 
WTO estimates, average tariffs (measured by a sim- 
ple, unweighted average across all tariff lines) were 
71%, with a peak of 34096; by the time the wro re- 
viewed India's trade policies in April this year, they 
were down to 35%. Moreover, those averages hide 
some dizzy extremes. Before reforms started, esti- 
mates O.P. Lohia, managing director of Indo Rama, 
a textile company based in Delhi, import duties on 
synthetic fibres were of the order of 200%; and once 
special taxes had been added, the effective figure 
was more like 500%. Now he pays 35% in import 
duties, and another 35% in other taxes. 

“You feel a little better,” says Mr Lohia. “But this 
is still very high." And indeed these rates, although 
low by India's historic standards, are pretty steep by 
most other countries' present-day standards. Some 
sectors have remained untouched by reform. Con- 
sumer goods are still covered by licences, although 
India has proposed a timetable for phasing them 
out. Agriculture, as in many other countries, is 
mollycoddled. And India's textile and clothing in- 
dustry, which moans loudly (and with good reason) 
about the trade barriers maintained by developed 
countries, remains heavily protected by its own 
government. Despite these shortcomings, says Mr 
Lohia, "Any Indian will feel we've done a great job." 

Too great for some. After being protected so 
long, some Indian businesses found that they were 
poorly equipped to deal with foreign competition. 
"Ifyou have to earn your bread through the sweat of 
your brow, it's harder than through rent-seeking," 
says Manmohan Singh, who as finance minister 
was the architect of India's reforms. Even before Mr 
Singh left office in 1996, the complaints of business 
and organised labour became more vocal, and the 
pace of reform slowed. "We're a democracy. We're 
not like China, where Deng Xiaoping could say 
what goes,” he explains. 

The arrival of a sjr-led government in March 
looked like a setback for freer trade. True, the Bjr has 
long called for the removal of government controls 
on the domestic economy; but it was also backed by 
some of the companies that were calling for more 
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external protection. The party is associated with the 
idea of swadeshi, or self-reliance. That might mean 
deregulation: with some preference for Indian com- 


- panies, if not outright protection. Moreover, soon 
after taking office the party took two steps away 


_ from trade liberalisation. First it tightened India’s 


antidumping procedures; then, in the budget in 


June, the finance minister, Yashwant Sinha, im- 
posed an extra tariff of 4%. In fact, says Arvind 
Panagariya of the University of Maryland, this 
raised prices by 6%, because it was applied after cus- 
toms duty and excise taxes. Combined with the pre- 
vious government's impost, this means that tariffs 
have risen by 11 percentage points since 1996. 


Braking, notturning? 


“| However, it is too early to conclude that India is re- 


turning to protection. For a start, the government 
insists that tariffs were increased to raise revenue, 
not to protect Indian business. Next year, says N.N. 
Lakhanpal, the director-general of foreign trade, the 
government will cut tariffs—not just back to where 
they were before this year’s increase, but beyond. 
Cynics mutter that this is just à variant of jam to- 
morrow, but for the moment no one really knows. 
Second, it is reassuringly easy to find optimistic 
Indian businessmen outside the sje’s charmed cir- 
cle. Sunil Mittal of Bharti Enterprises, which pro- 
vides telecommunications services and makes 
telecoms equipment, is one. He describes his com- 
pany as "a product of liberalisation"—the state mo- 
nopoly in telecoms ended in 1992—and himself as 
“generally positive". Indo Rama's Mr Lohia is con- 


vinced that the recent increases will be reversed. 


.. Third, the government continues to encourage 
reign direct investment. In July it put forward a 
lan allowing foreign companies to take stakes of 


-| up to 269 in Indian insurance companies, having 
|. resisted opening the insurance market to foreigners 
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-| in the past. The proposal angered supporters of the 
- swadeshi policy. “Automatic” approval of foreign 


"investment with pre-set limits of up to 100% was 
extended to more sectors of industry. 

Yet while tariffs remain so high, and both the 

-tariff and the tax system are riddled with anoma- 


lies, this is no time to pause. In a fine example of the 
- law of unintended consequences, Mr Mittal says 
: that it is cheaper for Bharti, based in Delhi, to im- 
< port. components from Hong Kong than to buy 


; them from a supplier in the capital. The company 
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would pay no tariffs on the imports, but would 
have to pay a tax on the local goods. 

Such nonsenses mean that India is wasting re- 
sources on making things that it could buy more 
cheaply from abroad, and it is handicapping its 
own producers by forcing them to pay over the 
odds for their supplies. It is also taking money out 
of consumers’ pockets by imposing high tariffs and 
licensing restrictions on consumer goods. That 
money could be better spent elsewhere. 

Reforms at the border, however, are not enough. 
India isa striking example ofthe close interconnec- 
tion between domestic and external reforms. The 
government has vowed to bring the country's infra- 
structure up to date, but power cuts remain daily 
events, and transporting goods from northern In- 
dia to Mumbai, the biggest port, takes weeks. Laws 
inherited from the British prevent companies from 
shedding workers or closing down. 

The most telling evidence of the cost of delaying 
reform is the sheer effort companies have to expend 
to cope with the country’s labyrinthine bureau- 
cracy. Foreign investors continue to seek permis- 
sion from the Foreign. Investment Promotion 
Board, even though their plans are covered by the 
automatic approvals system. One Indian manager 
for a multinational company explains that foreign 
managers lack the skills needed to operate Indian 


labour law. For example, he says, non-essential staff. 


should not be hired “permanently”, because that 


makes them impossible to sack. But when technol- 


ogy changes, so that once-essential staff become not 
only expendable but redundant, even Indian man- 
agers’ ingenuity is tested. 

Some Indian companies complain that, now 
that the economy is growing more slowly than in 
the early 1990s, they find it harder to face compe- 
tition. A reforming government would say: too bad. 
There are plenty of Indian companies that thrive on 
it. Indian consumers, for their part, think it is won- 
derful: compare the average Delhi taxi (technology 
circa 1955) with a new, air-conditioned version, 
courtesy of foreign investors. 

And the macroeconomic picture? It was trade 
liberalisation, argues Bibek Debroy of the Rajiv 
Gandhi Institute for Contemporary Studies, that 
got exports going. “When you have been doing 
20,000 things wrong, even if you doa few right, you 
get a big growth rate initially" Time to do a few 
more things right? 
^ 





"Seconds out 


Wan Peter Sutherland, the Gatt’s last direc- 
tor-general, brought down the gavel on the 
Uruguay round in December 1993, some people 
wondered whether there would ever be another 
such all-encompassing round of trade talks. The 
thought may have been prompted by jaw-ache after 
more than seven years of often exasperating negoti- 
ations. More importantly, however, the Uruguay 
round came with a builtin programme of future 
work. Talks on four areas of services trade remained 
unfinished; new talks on agriculture were already 
set for 1999; and more negotiations on services 
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were scheduled for 2000. 

Since then, the wro has proved itself reason- 
ably adept at doing business outside trade rounds. 
Two lots of left-over services talks—on telecoms and 
financial services—eventually succeeded. The in- 
formation-technology agreement was all but sealed 
in Singapore in December 1996, within a year of 
starting. And there is a fair chance that Mr Clinton's 
plea for allowing electronic commerce to develop 
without barriers will be heeded. 

Yet next autumn, when trade ministers meet in 
America for the wro’s next conference, the most im- 





For the next round. 
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Insurance has long been a stumbling block 
to world free trade agreements. Seven 
years of arguing ended after a long night 
of fraught discussions on 13 December 
last year with a formal General Agreement 
on Trade in Services (GATS) at the 
World Trade Organisation in Geneva. 
Insurance had been at the heart of 
disagreements with both developing and 
emerging markets. Even with the 
agreement ratified by the end of January 
1999, many major western insurers will 
demand further liberalisation in the 
millennium round of GATS negotiations 


before they make their move. 


Lloyd's business split by region 


Europe 
excluding UK 13% 


UK 36.5 
USA 31.5% 
Asia Pacific 7% 


Rest of World 12% ——— 


To delay will be a mistake because 
insurance could be a driving force for 
change. Western insurers will compete 
with home-grown talent and most will 
claim to have better underwriting skills, 
but that can only be good for any 
indigenous insurers. How better to learn 
than by example? 

And the incomers will need the native 
knowledge. “The biggest problem of 


underwriting abroad is distance. We have 


emerging markets just 


the 


business but it’s getting the feeling on 
the ground,” says David Flett, 
underwriter with DP Mann. 

Bernie de Haldevang. an underwriter 
with Wellington, is already looking to 
link up with foreign organisations to 
supply just such local knowledge and 
will pay them for their help. “We've got 
all the paperwork and the research 
materials but what we haven't got is a 
man on the ground,” he says. 

With true liberalisation, western 
insurers would create new jobs. “In the 
long term, they will train up local staff 
and new and existing companies will 
benefit from that,” says Paul Swain, 


chief executive of Catlin Underwriting 


Ore Nil 


IBTA 


Agencies. Hundreds of insurance 
trainees from around the world already 
visit London. 

And new insurers need capital to 
underwrite their growing markets. To do 
that, international reinsurance is not only 
cheaper but also a less risky solution to 
the indigenous governments. “We enable 
the domestic insurance companies to 
compete by giving them the solvency 


and capital to compete and to comply 
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Lioyd’s worldwide business 1997 


8 


$'000 million 


Lioyd’s writes a wide range of business worldwide 
Total direct premiums are £4,583 million (US$7,562m) 
and reinsurance premiums are £3,168 million (US$5.227m) 


Exchange rate as at 31.12.97; US$1,65=£1.00 
governments,”’says David Wansbrough- 
Jones of Central and Eastern 
Reinsurance Services. 

But to help also means not imposing 


monolithic corporate identities on 


" 
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dI ne > 


unsuspecting countries. It means 
recognising local factors and innovating to 
meet those demands. There will be tough 
challenges ahead but the best of British 


underwriters are ready to meet them. 
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Excited? Yes, because we are one of the fastest gro 
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banks in Turkey, Contented? No, because ours is a case 
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Blair’s power politics 


BLACKPOOL 


dor Blair's grip on the Labour Party depends as much on new party rules as 
on 


e power of his ideas 


VEN his critics conceded it was a bra- 

vura performance. Tony Blair, prime 
minister and Labour Party leader, de- 
servedly won a standing ovation for a 
speech to his Blackpool party conference 
that was tough, politically astute and, un- 
usually, contained verbs (see Bagehot). But 
is Mr Blair really winning the battle for the 
hearts and minds of his party? Or is he sim- 
ply marginalising his opponents, through 
insidious changes to the party machinery? 

Most of the headlines at the beginning 
of the conference were grabbed by the elec- 
tion of left-wingers, critical of the party 
leadership, to Labours National Executive 
Committee (NEC). The Grassroots Alliance 
of left-wingers had been denounced by se- 
nior figures in the party. So it was a consid- 
erable slap in the face for the Blairites when 
the lefties won four of the six NEC seats that 
are directly elected by party members. 

But the structure of the NEC will ensure 
that the lefts victory is purely symbolic. 
Only six of the 33 NEC seats are directly 
elected by constituency activists. Most of 
the rest of the seats, in effect, are in the gift of 
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the party leadership or the trade unions. So 
the left-wingers will permanently be out- 
voted. In addition, NEC members are al- 
lowed to vote on policy issues only when 
they are ona relevant sub-committee. How- 
ever, it is the NEC as a whole that decides 
who sits on which sub-committee. Mark 
Seddon, one of the left-wingers elected, 
says, "I've got no illusions—I’m going to be 
on the sub-committee looking at flower- 
arranging.” 

The leadership’s position will be fur- 
ther strengthened by a series of party re- 
forms called “Partnership in Power” (PIP). 
Pushed through last year’s Labour confer- 
ence on a wave of post-election euphoria, 
PIP set up new machinery for agreeing 
party policy. 

In the old days, party policy was set 
largely by votes at conference. Motions 
were sent in by unions and constituencies, 
welded together into “composite” motions 
expressing similar views, and then put to 
the vote. Between conferences, the NEC had 
formal responsibility for policymaking. PIP 
ended all that. Policy development was 


handed over to three new bodies: a Joint 
Policy Committee (JPC) steering group, 
chaired by Mr Blair; a National Policy Fo- 
rum (NPF) meeting twice a year; and eight 
detailed policy commissions charged with 
preparing reports on subjects such as 
health, economic policy and crime. 

Officials claim that prr makes the party 
more democratic. Margaret McDonagh, the 
new general secretary, spoke of “a party 
whose members from bottom to top are in- 
volved in its decisions.” Her staff point out 
that under the old system local parties 
would get at best a three-minute slot at con- 
ference to argue their case. Now they can 
feed their views to the policy commissions 
throughout the year. 

Perhaps. But the party leadership effec- 
tively controls the new pip bodies. So the 
policy reports are written from the govern- 
ments point of view, and spend more 
space extolling current policies than dis- 
cussing future ones. A reader of the welfare 
report, for example, would find no clue to 
party members' attitudes to pensions pol- 
icy, on which the government has prom- 
ised major changes this autumn. 

More significantly, pip has scaled back 
the number of significant votes. True, 
Labours old voting system was badly 
flawed, with union leaders casting block 
votes on behalf of their members. But Mr 
Blair fixed this in 1995, giving half the votes 
to constituencies and making delegates 
vote individually. This year, only five com- 
posite motions were debated, and pressure 
from the party leadership on its proposers 
ensured that the only controversial one— 
supporting proportional representation 
(PR)—was not put to the vote. 

Few votes did not mean no debate. La- 
bour officials made much of Mr Blair's will- 
ingness to face an unscripted question- 
and-answer session on the opening day. A 
sprinkling of critics was allowed to address 
the conference. And four debates, includ- 
ing the one on PR, were selected by ballot- 
ing members. But without substantive 
votes to gauge party feeling, there will be lit- 
tle pressure on ministers to take members’ 
views into account. 


Astitch-up in time 
It was not just policymaking that con- 
cerned Mr Blair's critics. Some also accused 
him of unfair changes to, or exploitation of, 
the party’s rules, aimed at ensuring that 
members who do not toe the Blairite line 
are not allowed to run for public office. 

On September 28th, an unlikely congre- 
gation filled St John’s church in Blackpool, 
to hear some of the left-wingers who had 
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won seats on the NEC as members of the 
Grassroots Alliance. The air was thick with 
accusations of dirty tricks during the NEC 
elections. But the left also accuses the lead- 
ership of stitching up the list of candidates 
for next year’s Euro-elections, which will for 
the first time be held under pr. Successful 
candidates will be elected from regional 
lists drawn up by political parties. 

Under the new system, it is essential for 
candidates not only to be on the list, but to 
be near the top. In the Tory and Liberal par- 
ties, party members decide how candidates 
should be ranked. But the Labour Party 
rankings are decided by a selection board 
drawn from national and regional execu- 
tive committees. 

Labours leaders are unapologetic 
about their method. The new PR system, 
they point out, will cut the number of La- 
bour MEPs from around 60 to 40. So the ex- 
ecutive needs to rank candidates to allow 
new blood, ensure there are enough 
women and promote competence. Rub- 
bish, says the left. Liz Davies, one of the 
newly elected rebels on the NEC, claims that 
left-wingers and troublemakers were sys- 
tematically excluded from regional lists or 
ranked in unwinnable positions. Cathy 
Jamieson, another NEC left-winger, claims 
that a similar purge is being conducted of 
candidates for the Scottish parliament. 

Selections of parliamentary and coun- 
cil candidates will provide further tests. 
The conference has adopted new rules for 
electing parliamentary candidates, which 
reduce the role of constituencies by letting 
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the NEC establish a parliamentary panel 
from which candidates will be chosen. 
“Project 99” will set up a similar system for 
councils. Party apparatchiks say the only 
sieve will be one of competence. The La- 
bour left has its doubts. 

There will soon be a bigger test of 
Labour's commitment to internal democ- 
racy. The party will need to choose its can- 
didate for mayor of London. Most party 
members would prefer Ken Livingstone, a 
left-wing Mr. But the Blairites hate the 
thought of such a bloody-minded populist, 
and are likely to try to block him. 

Many might consider all this fuss about 
internal democracy an irrelevance. After 
all, few think that a left-wing Labour Party 
could win a general election. So Mr Blair 
may be doing his party—and the country— 
a favour by suppressing its dissenters. 

Others are less sure. Some observers 
were disturbed this week by Ms McDon- 
agh's declaration that her support for the 
party applied "just as much when it gets it 
wrong as when it gets it right" Many feel 
that healthy internal debate is important to 
achieve the right decisions. Others go fur- 
ther. Mr Blair has often cited his reforms of 
the Labour Party as a model for Britain. If he 
is prepared to fix the rules to retain control 
of his own party, might he do the same to 
keep power in the country? Mark Seddon, 
one of the NEC rebels, seems to think so. He 
argues that "this control-freakery goes be- 
yond the Labour Party. It presents a major 
potential danger to democracy if it 
continues." 





English nationalism 


Identity crisis 


The Tory conference will highlight a growing debate about English identity 


T THE last general election the Conser- 
vative Party was wiped out in Scot- 
land and Wales. As the party gathers next 
week for its annual conference, to be staged 
in Bournemouth, a terribly English place, it 
may be tempted to turn this humiliation to 
its advantage. Could the Tories become the 
party of English reaction? 

After all, one consequence of the Tories’ 
defeat has been the setting up of new as- 
semblies in Scotland and Wales. With new 
constitutional arrangements and a resur- 
gence in Scottish and (to a lesser extent) 
Welsh nationalism, uncomfortable ques- 
tions are being asked in England. Will the 
new assemblies give the Scots and the 
Welsh an unfair advantage over the Eng- 
lish? Do they already get a disproportion- 
ate share of public spending? Why should 
the English have no say over Scottish educa- 
tion or health policy, but Scottish Mrs at 
Westminster continue to vote on matters 
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that affect England? If the Scots are really so 
unhappy with the union, why not cut them 
adrift and save a bit of cash in the process? 

Since New Labour has sponsored the 
process of constitutional reform that has 
raised these awkward questions—and since 
Tony Blairs cabinet is top-heavy with 









British and English 

% of Britons responding to the question 
How strongly do you feel you belong to the 
following: 








St George makes a comeback 


Scots—it might seem natural for the Tories 
to take the path of English nationalism. Af- 
ter all, with no seats outside England, they 
have nothing to lose. But, although the 
Scots and Welsh may have rejected the To- 
ries, regarding them as an essentially Eng- 
lish party, the Tories are not yet prepared to 
abandon Scotland and Wales. Their full ti- 
tle is, after all, the Conservative and Union- 
ist Party. Indeed the Tories plan to use this 
conference to try to reach out beyond Eng- 
land. The party leadership has announced 
that it will now incorporate the singing of 
Welsh and Scottish ditties into the proceed- 
ings, to complement English favourites 
such as “Land of Hope and Glory”. 

The Tories still remain deeply attached 
to a traditionalist view of Britain. This 
holds that Britain is an organic nation, 
with a definite identity, lashed together by 
hundreds of years of shared customs, priva- 
tions, wars and culture. But this idea of Brit- 
ain has come under increasing attack from 
the left over the past 15 years. One fashion- 
able view is that Britain was never more 
than a contingent political construction—a 
product of the specific historical circum- 
stances of imperial conquest by the English 
of Wales and Ireland, and the bargain that 
the Scots did with the English in the Act of 
Union of 1707. According to this view, the 
disintegration of Britain began in 1921 with 
Irish independence—and may still have a 
long way to run. 

The most intellectually influential book 
“deconstructing” Britishness from a left- 
wing perspective has been Linda Colley’s 
“Britons: Forging the Nation 1707-1837” 
(Vintage). Ms Colley argues that the Act of 
Union was a hard-nosed business deal, 
rather than a mystical union of the island 
race. The Scots ceded a great deal of con- 
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stitutional power to England (although pre- 
serving their distinctive legal and educa- 
tional systems), in return for free access to 
the growing commercial opportunities on 
offer in the Empire. British identity was 
forged on the back of anti-Catholicism, Eu- 
ropean war and imperialism. Since these 
concepts are not particularly fashionable 
(or relevant) these days, the clear implica- 
tion is that the United Kingdom may now 
be surplus to requirements. 

Tony Blair would certainly not accept 
such an idea—indeed his conference 
speech this week contained a strong reas- 
sertion of his belief in a United Kingdom. 
And only the wilder fringes of the Tory 
party will flirt with English nationalism in 
Bournemouth next week. But some of the 
more thoughtful Tories realise that their 
party—and the country as a whole—need to 
consider the nature of English identity, in 
an age of devolution and an ever-advanc- 
ing European Union. Lord Baker, a former 
chairman of the party under Margaret 
Thatcher, says that unless politicians ad- 
dress the question of English nationalism 
now, the “ugly side of nationalism will also 
rear its head, especially as English griev- 
ances grow.” 


England? What England? 


Combine the depth of English suspicions 
of Europe with a resentment of the special 
deals negotiated for the Scots and the 
Welsh—and perhaps a renewed dose of 
anti-immigrant sentiment—and it is easy 
to see the potential for a surly English na- 
tionalism. Some worry that, while British- 
ness is not an ethnic concept, Englishness 
might be defined along ethnic lines, with 
unfortunate consequences in a multi-racial 
society. Such a nationalism could merge 
into the yobbery, “Paki-bashing” and ex- 
tremism usually associated with the semi- 
fascist National Front. 

Those fearful of the emergence ofa reac- 
tionary English nationalism often cite the 
behaviour of English football supporters 
abroad, with its distinctly violent and xe- 
nophobic edge. Certainly supporters who 
follow the national side seem to be much 
more self-consciously English these days. 
When England won the World Cup in 
1966, most of their fans were content to 
wave the Union Jack—the flag of the United 
Kingdom—in support of the team. But 
when the European Championships were 
held in England 30 years later, it was the 
red cross of Saint George which was the flag 
of preference in the stands. 

Yet the behaviour of sports fans also 
suggests that nationalism—and identity— 
are likely to be increasingly blurred. Eng- 
lish football fans might wave the flag of 
Saint George, but they also love to belt out 
choruses of “Rule Britannia”. And those 
who roar their support for the English soc- 
cer team one week may be equally content 
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Hague, Hezza and Europe 


| ILLIAM HAGUE, the Tory leader, 
| will be at great pains at his party 
| conference to deny the accusation that 


| his party is slipping into nationalism or 


xenophobia. Mr Hague's foes say that his 
decision to ask party members to sup- 
port a policy ruling out British member- 
ship of the single European currency in 
this parliament or the next (ie, for 
roughly the next eight years) is a sign that 
the Tories are embracing hard-line 
Europhobia. Not so, says the Tory leader. 
His policy, he argues, is both pragmatic 
and popular.He even has a sound-bite to 
support the point: "We want to be a part 
of Europe, but not run by Europe.” 





to cheeron the European team in the Ryder 
Cup golf tournament with the United 
States, or support the British Lions rugby 
team, which still includes players from Ire- 
land, as well as Scotland, Wales and Eng- 
land. A recent MORI opinion poll taken 
across Britain illustrated that around 80% 
of people felt some loyalty to the ideas of 
both Britain and England, Scotland or 
Wales (see chart on previous page). 

Those trying to create an alternative 
English nationalism to the muscular, xeno- 
phobic and racially exclusive variety take 
heart from this willingness to embrace a va- 
riety of national identities. It suggests, they 
believe, that the English might be able to 
develop a more acute sense of their own 
identity that does not depend on resent- 
ment of Europeans or Scots. 

How might such an English identity be 
defined? Some point out that, while certain 





But Mr Hague's efforts to present his 
European policy as sweetly reasonable 
are being undermined by a steady rum- 
ble of complaints from Tory grandees. Of 
these, the biggest thorn in Mr Hague's 
flesh is Michael Heseltine, the deputy 
prime minister under John Major and a 
longstanding stalwart of the party’s pro- 
European wing, 

In the run-up to the conference—and 
Mr Hague’s ballot of party members—Mr 
Heseltine’s criticisms have grown more 
strident. He recently told the psc that in 
the last election the Tories ran on a 
Eurosceptic platform and “four million 
people voted Labour or Liberal Demo- 
crat, both of which parties were cam- 
paigning on a pro-European stance, and 
we've got to win them back.” 

Mr Heseltine’s critique of Tory elec- 
tion tactics is an interesting one. But it is 
also slightly curious, since the most sav- 
agely Eurosceptic advertisement that the 
Tories ran during the election was the 
brainchild of Mr Heseltine himself. Dur- 
ing an election strategy meeting, he doo- 
dled a picture of Tony Blair sitting on the 
knee of Chancellor Kohl of Germany. 
The image was swiftly translated into an 
election poster under the slogan, 
“Labour's position on Europe". It pro- 
voked widespread condemnation. Ed- 
ward Heath, a former Conservative 
prime minister, described the poster as 
“absolutely contemptible”. 

Mr Heseltine’s friends now say that 
his doodle was uncharacteristic. It was 
driven by the desperate political calcula- 
tions of the time, rather than genuine 
Euroscepticism. His new position, of 
course, is based entirely on principle. 











things automatically carry a “British” la- 
bel—the Empire, the BBC, the royal family— 
there are others to which it remains more 
natural to attach the word “English”: Eng- 
lish literature, the English countryside and 
so on. Another popular idea is to turn the 
slur of English xenophobia on its head, by 
highlighting the fact that England—much 
more than Scotland, Wales or Ireland—has 
always been a hybrid nation, which has 
thrived on assimilating generations of 
immigrants. 

For politicians, however, the idea of En- 
glishness remains a dangerous subject. 
New Labour has confined its interest in 
rebranding to Britain, not England—wit- 
ness the much hyped (and mocked) con- 
cept of “Cool Britannia”. England remains, 
politically speaking, a distinctly uncool 
concept. 
SS — — 
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Unsocialist realism 


HE news from Germany was welcome in Blackpool. Labour 

greeted Gerhard Schróder's victory, and the addition of the 
SPD to the growing band of centre-left governments in Europe, as 
further evidence that history is on its side. But as Tony Blair dem- 
onstrated in a dazzling speech, he is himself not quite a member 
of this family. In fact he stands well to the right not only of these 
continental socialist parties, but ofhis own. And he seems deter- 
mined to make the distance larger still. 

The party knows this. Many of the delegates in Blackpool dis- 
liked what the prime minister had to say. Some are professional 
loathers of the Blairite project, who see betrayal of class and 
cause in every speech that fails—as Mr Blair’s invariably do—to 
bang on about the good old social- 
ism. It is a telling fact of Labour life 
that this remains a party in which 
the mischievous delegate can earn 
a raucous cheer simply by daring to 
utter from the rostrum an off-mes- 
sage word such as “comrade”, like a 
schoolboy using a naughty word in 
the presence of a prefect. But 
whether they love him or loathe 
him, even the comrades recognise 
the plain fact that Tony Blair is a su- 
perstar. He has mastered his party, 
he has mastered his cabinet, and he 
has mastered the art of talking con- 
vincingly over the heads of both di- 
rectly to the British people. He has 
delivered Labour to power and 
seems on track to keep it there for at 
least two terms. The party may not 
have a crush on him but it has de- 
veloped, as it were, a dependency 
culture. It has no sensible choice 
but to follow him. 

Naturally Mr Blair had his mi- 
nor difficulties this week. Trade 
unionists grumbled about pay. The 
left-wing Grassroots Alliance ex- 
ulted over its ability to squeeze four 
members on to the National Execu- 











Hague, may be good orators. Mr Blair has given up that old- 
fangled skill. Like Bill Clinton—but with an unstained charac- 
ter—he has perfected the art not of orating but of addressing each 
listener, in the auditorium or on television, as if he or she were 
the favoured recipient of an individual confidence. This is a 
powerful tool which Mr Blair has in the past pressed into the 
service of feel-good speeches enunciating the vision thing. This 
year too the speech looked vaguer on paper than it sounded on 
the prime minister's lips. But the message was not only more 
sober--tough challenges supplanting the euphoria of victory 
and so on—but also, it seemed, more precisely calculated to em- 
phasise Mr Blair's distance from the party's traditional instincts. 

In part of his speech, Mr Blair 
launched a sharp attack on the 
claim that he is nothing more than 
a more competent sort of Tory. 
Show me the Conservative govern- 
ment, he said, that would have 
been as generous in increasing 
spending on child benefit, art and 
museums, and foreign aid; or 
would have introduced a statutory 
minimum wage; or legislated as 
New Labour had on the right of 
people to be represented by a trade 
union, where a majority of the 
workforce demanded it. But these 
backward looks at the government 
record cannot have been vastly re- 
assuring to the party's natural con- 
stituents: the industrial and public- 
sector workers, assembled in the 
Winter Gardens. 

For industrial workers Mr Blair 
had a positively Thatcherite mes- 
sage: there could be no backing 
down from the anti-inflationary | 
crusade and no pressure on the | 
Bank of England to relax interest | 
rates. There was even a Thatcherite | 
word ("backbone") to go with it. As | 
for the public services, Mr Blair | 





tive Committee, because of, rather 
than in spite of, a paranoid campaign against it by the party's 
managers. But weigh against these small rebellions the spectacle 
of a leadership that since July's reshuffle has been more firmly 
than ever under the prime ministers thumb. Gordon Brown, 
whose ambition to succeed Mr Blair can usually be counted on 
to produce some old socialist sloganising, chose this year to 
stress his iron chancellorship and unswerving loyalty. Robin 
Cook has recovered from a disastrous year as the foreign secre- 
taty, but lost whatever power he had to steer general policy to- 
wards the left. At the Department of Trade Peter Mandelson cer- 
tainly shows no signs of becoming a particular friend of the 
unions. He told the conference that nine weeks as trade and in- 
dustry secretary had converted him not into a socialist revolu- 
tionary but “a modern industrial revolutionary” preparing Brit- 
ain for the imminent all-pervading information-economy 
revolution (where has the man been this past wired decade?). 

- The prosaic performance of his lieutenants merely empha- 
sises Mr Blairs own growing virtuosity as a television-age politi- 
cian. Other party leaders, such as the Conservatives’ William 
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| 
| 
may claim to have dumped the To- | 
ries’ “internal market” in the National Health Service. But at | 
least he still draws a distinction, which Old Labour chose to ig- | 
nore, between the interests of the welfare state's providers and l 
those of its consumers. Good head teachers deserved good pay; 
bad ones the sack. The NHs would receive more money; incom- | 
petent doctors would be weeded out; The teachers, doctors and | 
social workers who hoped that New Labour would deliver hap- | 
piness face difficult (Mr Blair's word is “challenging”) times. | 
There were many things in this speech to which reasonable | 
people might object. Some will scent more than a whiff of | 
authoritarianism in Mr Blairs tough policies on crime. Where | 
Mr Blair is surely right—on the need for higher productivity and | 
reform of the welfare state—his policies may well fail to deliver | 
the promised results. In the end, it may be all talk. But talk | 
changes attitudes, and the prime minister deserves credit for say- | 
ing necessary things so plainly to the very people, those in his. | 
own party, who want least to hear it. And to have got those self | 
same people to rise to their feet and cheer him to the rafters is | 
little less than magical. | 
i 
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Teach 


The Freedom Project solicits faculty partici- 
pation in team-teaching interdisciplinary, 
pedagogically intensive courses on freedom at 
institutions of higher education worldwide. 

This project seeks to advance informed, 
ideologically balanced inquiry. Topics should 
be engaged non-propagandistically, via open 
inquiry, philosophical and empirical examina- 
tion, and robust debate. 

Distinguished scholars and teachers in 
several fields have already contributed to the 
pilot phase of The Freedom Project at Boston 
University, Duke University, Harvard 
University, Michigan State University, 
Villanova University, and the University of 
World Economy and Diplomacy in the 
Republic of Uzbekistan. 

Competitive application for the 1999-2000 
academic year is welcome. Substantial mone- 
tary course prizes are provided for sponsored 
courses which are: li new offerings; W offered, 
when feasible, to undergraduates; 8 pedagogi- 
cally exceptional; B team-taught; I interdisci- 
plinary; B based on texts and studies; 

m concerned with freedom-prosperity 
relationships; Bi inter-ideological; m both 
scholarly and civic-minded. 

For detailed information, including applica- 
tion instructions, visit our website www.tem- 
pleton.org/freedomproject. Or call (610)687- 
1745; write The Freedom Project, John 
Templeton Foundation, Five Radnor 
Corporate Center, Suite 100, Radnor, PA 
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19087; or email freedomproject@templeton.org. 
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Communications 
Authority 


LMDS Spectrum Auction 
NOTICE OF INTENTION TO ALLOCATE 


The Australian Communications Authority (ACA) interids to auction 
the 28 GHz and 31. GHz bands of radiofrequency in November 1998, 
We are now encouraging. interested parties to contact the ACA 
for advice on how to secure a copy of the Application Information 
Package which contains registration details, auction instructions and 
legal instruments. 
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wish, however, in other countries similar spectrum has been planned for 
Local Multipoint Distribution Services (LMDS). 
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Hitachi's snail-like progress 


TOKYO 


According to its boss, “Hitachi is a microcosm of Japanese society." Bad news, 
then, that the firm is about to report its first loss in five decades 


S GOES Hitachi, so goes Japan. Making 
everything from microchips to toast- 
ers, television sets, bullet trains and even 
nuclear reactors, Hitachi embodies all the 
strengths and weaknesses of old-style cor- 
porate Japan. The Tokyo-based company is 
the largest and most respected of the coun- 
try's big three electrical groups—with one- 
and-a-half times the sales of Toshiba and 
more than twice those of Mitsubishi Elec- 
tric. On a consolidated basis, 
Hitachi’s ¥8.42 trillion ($69 
billion) of revenue last year 
was nearly 2% of Japanese 
GDP. And now, like the once 
all-conquering Japanese 
economy itself, Hitachi is 
stumbling. For the first time 
since it went public in 1949, 
Japan’s bluest of blue chips is 
about to report a loss. 
- And no mere toe-dip into 
the red at that. With hints that 
“the half-year ending on Sep- 
tember 30th has been awful 
(interim results will not be 
made public for another 
month), Hitachi has let it be 
‘known. that consolidated 
sales are likely to be down 6% 
to ¥7.94 trillion for the whole 
¿financial year. All told, the 
group is expected to record a 
:X250 billion. net loss for the 
‘year to March 31st 1999. Hit 
achieked out a ¥3.5 billion net < 


‘profit last year and, as recently as May, was 


hoping to boost its bottom line to Y40 bil- 
lion this year. 

As with Japan itself, Hitachi has contin- 
ually misread the seriousness of its plight. 
Half-hearted attempts to get the company 
back on track have fizzled because it is un- 
willing to accept that financial restructur- 

-ing means taking painful measures swiftly 
and decisively. “I must admit, I could not 
implement reforms as quickly as the rap- 
idly changing business climate de- 
manded, says  HitachiS president, 
‚Tsutomu Kanai. Yet even as he confronts 
the horror of such a huge face-losing loss, 
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Mr Kanai’s latest plan for revival still seems 
hopelessly modest. 

The corner-stone is a proposal to cut 
4,000 employees from the 71,000-strong 
payroll by the end of the financial year. But 
the reduction is to be done according to the 
time-honoured methods of dumping sur- 
plus workers in subsidiaries that do not ap- 
pear on the parent company's books, shuf- 
fling others around the firm, and not 





replacing those who come up for retire- 


ment. Hitachi still believes that unwanted 
workers in smoke-stack industries can 
somehow be drafted into growth areas such 
as digital electronics and computer services 
that require specialist skills. 

No wonder the stockmarket has been 
sceptical about Mr Kanai's planned turn- 
around. Most analysts have revised down 
the firm's own gloomy forecasts for this 
year, as well as its return to profit in 1999. 
Few see the company back in the black un- 
til after 2000 (see chart on next page). 

The acknowledged problem at Hitachi 
lies in its semiconductor business. The 


'perience at Mitsubishi Electric, the weakest 


company blames its expected loss this year 
on the slump in consumer appliances and 
a worldwide glut of memory chips. Hitachi 
was expecting to lose Y80 billion on semi- 
conductors alone. But it has now, strangely, 
revised up the operating loss on its micro- 
chip business to Y120 billion for the yearto 
next March: This does not square with ex- 


of Japan's big three electrical groups, which 
is expecting to halve its loss on semi- 
conductors this year compared with 1997. 
The real reason for Hitachi's woes is its 
tardiness in devising new products, Unlike 
Toshiba, which pioneered the laptop com- - 
puter and has learnt to live with the jittery. 
pace of development and capital expendi- 
ture of the computer industry, Hitachi still 
saunters to the 20-year product cycle of 
heavy-electrical machinery. While its engi- 
neering is admirable, Hitachi has struggled 
to keep pace with quarterly — 
updates demanded by mar- 
kets for microchips, personal 
computers and consumer giz- 
mos. Its timing has mea 
been terrible. 
Take memory chips. By à 
1997, Hitachi had become the. 
biggest Japanese producer of > 
16-megabit dynamic random-. 
access memory (DRAM) de- 
vices—just as the industry was 
moving to a 64-megabit de- 
sign. Resting on its laurels and 
relying on its geriatric “iline 
stepper” machines for print 
ing the chips on silicon wa- 
fers, the company could not - 
meet demand earlier this year, 
as computer makers clam- 
oured for the latest memory _ 
device. Since then, Hitachihas | 
been cranking up 64-megabit 
capacity as fast as possible— 
just as the price ofthe chiphas 
fallen through the floor, Hav- > 

ing fetched $20 in January, 64-megabit : 
DRAMS fell to $6.50 by May. Because the 
chip costs around $10 to make in Japan, 
NEC, Toshiba and Fujitsu have cut their 
DRAM capacity by at least a third. Not so 
Hitachi, which has only gone so far as to 
scale back its planned expansion by 20%. 
This story of bungled opportunity has 
been echoed in Hitachi's PCs, Tvs and lig 
uid-crystal displays (Leps). The company 
launched a range of new LcD screens for 
laptops, which used an ingenious technol- 
ogy to enhance the image and save energy. 
But the new technology was awkward and 
Hitachi could not cut its costs rapidly 
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enough when Toshiba, Sharp and Nec de- 
cided to slash their prices. 

The good news for Hitachi is that it typi- 
fies Japan in another respect: it is extremely 
rich. Unlike Toshiba or Mitsubishi Electric, 
both financially far weaker firms, Hitachi 
has the money to. do whatever it wants. 
Cash in hand amounts to X12 trillion 
(twice as much as Toshiba's hoard and 
three times more than Mitsubishi Elec- 
trics) Hitachi’s total borrowings minus 
cash and short-term investments. amount 
to only 21% of its shareholders’ funds, com- 
pared with 127% at Toshiba and 180% at 
Mitsubishi Electric. Meanwhile, with more 
than ¥3 trillion worth of shareholders’ 
funds, Hitachi can easily absorb the kind of 
write-offs it has in mind, 


Neither fixed, nor broke 


Mr Kanai talks about “changing the group's 
business philosophy”. He wants to transfer 
divisions from the centre to subsidiaries, 
and to realign the group around a number 
of “core companies”, such as Hitachi Met- 
als and Hitachi Cable. He is going to have 
his. work cut out. Hitachi has well over 
1,000. subsidiaries and affiliated compa- 
nies. Taizo Nishimuro, the go-getting presi- 
dent of Toshiba, thinks his own firm’s 350 
subsidiaries are too many. 

In any case, there is not much focus to 
Hitachi's latest plans. The company is 
merely getting out of semiconductor pro- 
duction in America, spinning off its home- 
appliance division and concentrating on 
information systems and software services. 
Even if it realises all its promised sav- 
ings, Hitachi will have trimmed fixed costs 
by only 10% (saving ¥140 billion), frozen 
-capital spending this year (a further ¥80 
billion) and cut its research and develop- 
ment bill (¥30 billion). That will still leave 
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_Japan’s bell curve 









TOKYO 


VEN as corporate Japan slides deeper 

into the mire, telemarketing is find- 
ing its feet. Everywhere there are signs of 
distress: companies are cutting opera- 
tions, deregulation is opening markets 
and foreign competitors are appearing. 
Telemarketing thrives on all three. 

Since the mid-1990s Japan's top 20 
telemarketing agencies have seen their 
total sales increase by, on average, 30% a 
year. The biggest agency, Bell Systems 24, 
is part of csK Corporation, which is Ja- 
pan's largest information-setvices com- 
pany and also owns such firms às Sega, a 
video-game maker. Behind csk come 
NTT, a telecoms giant; Mitsui, Japan's top 
| trading company; and Benesse, its larg- 
| est supplier of correspondence courses. 
| Altogether, these four agencies account 
| for roughly 70% of sales. 

They have thrived on the very 
| changes that have hurt other businesses 
| in Japan. Foreign companies coming to 
| sell such things as insurance and invest- 
| ment trusts need distribution. Some 
have gained access to existing outlets by 
finding domestic partners. Those loth to 
spend in advance have taken the cheaper 
course of employing a telemarketing 
agency to sell services on their behalf. 
Japanese firms with existing distribu- 
| tion networks use telemarketing too. For 
| one thing, it costs less, allowing compa- 
nies to trim sales divisions and close 
small, inefficient branches. Operators 
are mostly students or housewives paid 
Y800-1,200 ($6-9) an hour. Deregulation 
has cut the price of long-distance calls in 
Japan by 75% over the past decade, allow- 
| ingtelemarketing agencies to expand the 
| area covered by each call-centre. 
Firms such as Sony's life-insurance 
| business and large banks such as 
| Sumitomo Bank and Sanwa Bank, which 
| do not want to loosen their hold on sen- 
| sitive information about customers, 
| have set up their own telemarketing. Bell 
| System 24 and the other agencies pro- 
| vide these "boiler rooms" with trained 
| operators, supervisors, equipment, tech- 





nology and know-how—or, in some 
cases, simply run the centres for them. 

Today's telemarketers are more likely 
to receive a call than make one. It is con- | 
sidered bad manners—-and bad busi- 
ness—to call a potential customer with- 
outan introduction. It is unforgivable to 
do so at mealtimes. The traditional 
American method of "cold-calling" cus- 
tomers and pushing products and ser- 
vices is thus a negligible part oftelemark- _ 
eting in Japan. Anyway, in the current | 
economic climate, the response rate 
would be abysmal. Instead. the 
telemarketers concentrate on customer 
support. Not only are products judged 
on service, but manufacturers hope to 
avoid negligence claims from customers 
emboldened by a recent tightening of Ja- 
pan’s product-liability laws. 

The next challenge is Japan's frag- | 
mented pharmaceutical industry. Not | 
only is the industry a prime candidate | 
for customer-help lines, but the Ministry | 
of Health and Welfare is currently re- | 
viewing which drugs can be sold over the | 
counter. As deregulation comes belat- | 

| 
i 


edly to Japan, the lines to the call-centre 
can only get busier. 








the firm with excess capacity in practically 
everything it makes. Rather than nibble at 
its. problems, Deutsche Bank's Fumiaki 
Sato believes the group should be far more 
radical: “Hitachi needs to rationalise its 
product lineup and focus on areas in 
which it can lead the market.” 

The irony is that inaction may-hurt 
Hitachi less than it hurts its rivals, “With its 
capacity essentially unchanged, but labour 
costs reduced by anything from 10% to 30%, 


Hitachi can effectively destroy its competi- 
tors,” says Scott Foster of inc Barings in To- 
kyo. Just as Japan’s stagnation has proved 
ruinous to the rest of Asia, so a Hitachi 
plagued by overcapacity will cost smaller 
electrical firms dear. If Hitachi fails tocome 
to grips with its problems, it could prevent 
Toshiba from recovering. And it could cost 
weaker rivals such as Mitsubishi Electric 
and tinier Oki Electric their very existence. 

- 
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horizon of possibilities. The secret is not to ask yourself what it i 


obvious, perhaps you should talk to us. You'll discover that we’! 
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European cars 
Coups and coupés 


PARIS 


ge is nothing like a booming mar- 
ket to put the colour back into the 
cheeks of Europe's pallid car industry and 
persuade even its weaker members that 
they can take on the world. In the first half 
of this year sales were about 7% above the 
same period in 1997. Even a sharp slow- 
down since the summer was not enough to 
dampen spirits among car bosses at the 
Paris Motor Show, where no fewer than 40 
new models were unveiled this week. Most 
expect growth for the whole of 1998 to be 
about 4%—more than double the most op- 
timistic previous forecasts. 

This surprise bounty, created by a 
strong regional economy, is giving Euro- 
pean volume producers hope that they can 
thrive without having to merge to form big- 
ger groups. Firms such as Renault and PsA 
Peugeot Citroén have always seemed vul- 
nerable, as they depend on Europe for 
about four-fifths of their sales, and are too 
small (around 2m cars a year) to reap the 
economies of scale enjoyed by bigger rivals, 
such as Volkswagen, which produces more 
than4m vehicles worldwide. 

Since Daimler announced its merger 
with Chrysler in May, European car com- 
panies have been flying kites about mergers 
and alliances. Even Jack Smith, boss of the 
world’s largest car company, General Mo- 
tors, said in Paris that in the wake of that 
merger any deal was now possible. Possi- 
ble, but not probable. 

In the space of a few weeks, Volks- 
wagen’s boss, Ferdnand Piéch, talked with 
Volvo and then floated the idea that he 
might buy a stake in BMw. The bosses of 
Fiat and BMw have never convincingly de- 
nied stories about their getting closer to- 
gether. But now the talk has moved to a dif 
ferent sort of consolidation, based on 
specific joint ventures. An example is the 
$357m deal announced this week between 
Peugeot and Ford in Europe, to make small 
diesel engines. Peugeot has pioneered such 
links in the past, in long-standing deals 
with Renault and Fiat to produce engines 
and van bodies. 

It is not just Volkswagen and Daimler 
that are prospering. The rising tide is lifting 
everyone. The once-troubled European 
arms of General Motors and Ford are head- 
ing for profits of $1 billion each this year. 
The two big French companies are doing 
well: Renault's car and light-vehicle sales 
rose by 17% in the first half, with operating 
profits up to FFr5.8 billion ($965m)—16 
times the level in the first half of 1997. Re- 
nault's Mégane cars are now Europe's top 
sellers, and the group has raised productiv- 
ity by 10% in each of the past three years. 
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Mr Schweitzer breaks into a smile 


Peugeot saw operating profits grow 
seven-fold in the first half of 1998 to FFr4.5 
billion. Only Fiat, hit bya collapse in Brazil 
and a depressed Italian market (partly 
thanks to the end of government incentives 
for people to buy new cars), is suffering: its 
car business is barely breaking even this 
year. But even these setbacks are temporary. 
Jim Donaldson, the hard man from Detroit 
drafted in last year to sort out Ford’s Euro- 
pean business, sums it up: “There are no 
weak sisters now.” 

This new-found strength is encouraging 
both Renault and Peugeot to become differ- 
ent sorts of global company. Louis Schweit- 


BUSINESS 


zer, chairman of Renault, rea- 
sons that his company can 
reach 4m cars a year—which 
he regards as a sustainable 
size—simply by expanding 
operations in such long-term 
growth markets as Asia, Cen- 
tral Europe and Latin Amer- 
ica. He sees no point in Re- 
nault trying to edge its way 
back into the mature and 
highly competitive American 
market, from which it re- 
treated years ago. Likewise 
Jean-Martin Foltz, the chair- 
man of Peugeot, aims to boost 
production by opening small- 
ish factories in Eastern and 
Central Europe, as well as 
Latin America. 

This all sounds modest 
and coherent, even ifit is mak- 
ing a virtue out of necessity. But a limited 
global strategy is not without its problems 
either. Both French companies are follow- 
ing in the footsteps of Fiat, which sells one 
in five of its cars in Brazil, where it first 
launched the Palio, a rugged but stylish 
small car that will soon be produced in In- 
dia and North Africa too. But Fiat's current 
difficulties show how vulnerable smaller 
car companies remain. GM, Ford and Toy- 
ota can shrug off problems in Asia, because 
of their huge volumes in America or Japan. 
Smaller firms are vulnerable to shocks. 
Imagine how Fiat would feel if the entire 
European market were depressed now. 





Telecoms equipment 


We have the technology 


MURRAY HILL, NEW JERSEY, AND TORONTO 


Who will dominate telecoms infrastructure, reinvented telephone-equipment 
firms such as Lucent and Nortel, or a data-networking giant like Cisco? 


ICH McGINN, chief executive of Lu- 
cent Technologies, is going shopping. 
With a stockmarket value of some $100 bil- 
lion and a multiple of 40 times forward 
earnings behind him, he can afford to buy 
just about anything that tickles his fancy. 
With good reason, Mr McGinn is coy about 
what that might be. Stockmarkets are jit- 
tery, and Alcatel and Nortel Networks, two 
competitors, have both recently warned in- 
vestors about sliding sales. Although 
Lucent's share price has suffered, the firm is 
concentrated in North America, and insists 
that it will escape the worst of turmoil in 
Asia and regulatory uncertainty in Europe. 
Few doubt that the giant communications 
equipment maker is about to splash out. 
This week Lucent celebrated the second 
anniversary of its full independence from 
AT&T. The significance of the date is that, 


under American financial regulations Lu- 
cent is now able to use its massive equity 
for tax-efficient “pooled-interest” acqui- 
sitions. Despite scepticism in some quar- 
ters about the value of pooling Mr McGinn 
relishes the extra flexibility that it will give 
him. Lucent's deeds in the coming months 
could well shape the world communica- 
tions-equipment market for years to come. 
Lucent estimates that the market will be 
worth $650 billion by 2001. 

Driven by globalisation, liberalisation, 
mobility and the explosion of the Internet, 
itis also a market being turned on its head 
by the convergence of voice and data. Tra- 
ditional firms such as Lucent, Nortel and 
Alcatel, for all their knowledge of what it 
takes to build reliable circuit-switched net- 
works, are having to learn entirely new 
data-networking technologies. At the same 
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time, the company that dominates the cor- 


porate-data world, Cisco Systems, is deter- 
mined to break their lock on the business of 
telephone companies. 

If Lucent has a chance of emerging on 
top, it is thanks to the unbundling of ATAT. 
The firm is today selling billions of dollars- 
worth of equipment to established tele- 
phone companies, such as Sprint and MCI 
WorldCom, which a few years ago would 
have ignored it simply because of its par- 
entage. Even more surprising, according to 
Carly Fiorina, who is responsible for sales 
to service providers, half of Lucent's carrier 
business is coming from challengers, such 
as Qwest, which are building new networks 
from scratch. This is known in the industry 
as selling guns to both sides. 

Bell Labs, also part of the Ar&r legacy, 
has undergone its own revolution. No 
longer hampered by AT&T's conservative 
business agenda, its innovation is now har- 
nessed to providing Lucent with the tech- 

















nological firepower to compete across the 
communications market. In 12 months, 80 
new products have come to market and 
patents are being registered at the rate of 3.5 
each working day. 

Despite the frenzy of new product 
launches bought with an rap budget of 
nearly $4 billion, there are gaps that ur- 
gently need filling. Lucent supplies virtu- 
ally no data networks to large companies— 
the markets Cisco bestrides. That is serious 
in itself, Whereas Lucent's traditional busi- 
ness is growing by less than 10% a year, de- 
mand for data networks and the software 
that underpins them is growing by more 
than 25% a year. 


_ Howto make a packet 


What makes this even worse is that the 
dominant technology of the data market— 
packet-switching based on the standards, 
or protocol, of the Internet (iP)—will pro- 
. vide the architecture of the “next-genera- 
tion” networks for telephone companies. 
As Don Listwin.of Cisco puts it: "People 
talk about the convergence of voice, data 
and video, but the reality is that it is all be- 


coming data. The game is moving towards 
data structure, where Lucent has no core 
competence." 

Dan Stanzione, chief operating officer 
of Lucent and the man responsible for run- 
ning Bell Labs, admits that the company 
missed the data-networking wave when it 
was part of ATAT, He argues, however, that 
Lucent is now putting this right. In the past 
18 months, it has introduced more than 30 
new data-networking products including 
“PacketStar”, an 1P switch that competes di- 
rectly against Cisco's latest high-tech 
“12.00” router. Small tactical acquisitions of 
such firms as Livingston, Prominet and 
Yurie have also plugged holes and brought 
in developers from data networking. 

Mr Stanzione also takes a dig at Cisco. 
"Old world? voice. networks are not the 
only vulnerable technology, he says. There 
are also old world data networks—princi- 
pally those running on Cisco equipment. 
As firms demand near-100% reliability 
from their wide-area networks and carriers 
choose packet-switching technology, rr will 
evolve dramatically. If so, reaching the mar- 
ket late may be a positive advantage. (“Pop- 
pycock,” retorts Cisco's Mr Listwin.) 

Despite Mr Stanzione's confidence in 
Lucent's home-grown technology—and, no 
doubt, a little sand-bagging—the firm will 
probably buy a big data-networking com- 
pany soon. Among the most likely candi- 
dates are Ascend, Newbridge and 3Com, all 
of which could supply established custom- 
ers as well as technology. The injection of a 
little Silicon Valley culture and pace proba- 
bly would not go amiss either. 

That was precisely the thinking behind 
the $7 billion bid for Bay Networks that was 
completed a few weeks ago by Lucent's 
other main North American rival, Nortel. 
The acquisition gives the Canadian firm 
the unique ability to supply the gamut of 
communications technologies—1p, frame- 
relay, Asynchronous Transfer Mode (ATM), 
circuit-switching, broadband and narrow- 
band wireless, and high-speed optical 
networking. 

But Bay also brings something else, ac- 
cording to Nortel's boss, John Roth: 15,000 
people "with market-hardened packet- 
networking experience". Bay's head, Dave 
House, a veteran of Intel, is already in- 
stalled as Mr Roth's deputy at Nortel. He 
thinks that Lucent may find it hard to inte- 
grate the technologies and skills of the 
firms it buys. The attitude at Bell Labs, he 
says, is "we invented fire and light? That 
said, investors remain sceptical about 
Nortel's ability to make a success of Bay. 

Despite their rivalry, both Lucent and 
Nortel believe that, with their roots and cul- 
ture, they are best positioned to bring to un- 
stable data networks and the Internet "car- 
rier-class reliability" —by which they mean 
the security, the ability to operate on very 
different scales, and the manageability of 





‘today’s voice networks. They argue that ex 


pertise with “old. world" networks and an 
understanding of how large and complex 
networks fit together are crucial to making 
the transition to the "new world" of 1». 

Who will be the winner? Customers 
will spread orders around so as to prevent 
the domination of any one company. That 
should help pragmatic Nortel. But the real 
struggle will be between Lucent and Cisco. 
Fearsome though it is, Cisco is now up 
against a firm with technical and financial 
resources at least as great as its own. The 
main dangers for Lucent are of an unwise 
acquisition or the sacrifice of vital "time-to- 
market", because it is too much in love with 
its own technology. Cisco will punish any 
fumbles. 





Free software 


Red Hat trick 


SAN FRANCISCO 


E HARDLY seems a promising idea: you 
sell an industrial-strength computer op- 
erating system for $50, provide customers 
with 90 days of free technical support for 
the installation and allow them to copy the 
program as many times as they want. 

But that is exactly how Red Hat, a soft- 
ware firm from North Carolina, is making 
money. On September 29th Red Hat won a 
vote of confidence from Intel and 
Netscape, two computer-industry heavy- 
weights. Along with two venture-capital 
firms, they announced that, for an undis- 
closed amount, they will take a minority 
stake in the three-year-old company. 

Red Hat distributes Linux, the increas- 
ingly popular operating system developed 
by volunteer programmers around the 
world. More rapidly than even its most ar- 
dent supporters would have believed, the 
program has gained respectability. Big soft- 
ware companies such as Computer Asso- 
ciates, Informix and Oracle are developing 
Linux-compatible versions of their 
database programs. Dell, a pc maker, offers 
the program to large customers. There are 
now between 7.5m and 10m Linux users 
worldwide, according to IDC, a consul- 
tancy, and the number is growing fast. 

Linux is-one of the most successful ex- 
amples of so-called “open-source” or “free” 
software, Its source code—a program's basic 
commands before they are compiled into 
the binary language of computers—is freely 
available on the Internet. Anyone can make 
changes to it on condition that they give 
away any improvements, or “patches”, they 
produce. If the patches pass muster, they 
will be put into the next official version. 

Strictly speaking, Red Hat does not sell 
Linux. It takes the software packages devel- 
oped by Linux volunteers, tests them, as- 
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International Capital Markets: 
Developments, Prospects, and Key 
Policy Issues 


This year’s capital markets report provides a comprehensive 
survey of recent developments and trends in the advanced 
and emerging capital markets, focusing on financial market 
behavior during the Asian crisis, policy lessons for dealing 
with volatility in capital flows, banking sector developments 
in the advanced and emerging markets, initiatives in 
banking system supervision and regulation, and the 
financial infrastructure for managing systeinic risk in EMU. 
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sembles them into a working operating sys- 
iem and ships the result on a compact disc 
along with a manual and a promise of sup- 
port. Perhaps it is more accurate to see Red 
Hat and smaller competing Linux distribu- 
tors, such as Caldera and s.u.s.E., as service 
rather than software companies. 

Certainly, they are the antithesis of tra- 
ditional software firms such as Microsoft. 
Bill Gates's company makes money by sell- 
ing intellectual property, jealously guard- 
ing its programs' source code and fighting 
software piracy. 

It is something of an understatement to 
point out that, as a way of doing business, 
Red Hat’s methods will never be as profit- 
able as those of Microsoft. Bob Young, the 
firm’s chief executive, cheerfully admits 
that fewer than 10% of the people who use 
the program have actually paid for it. But 
his company is making money and grow- 
ing rapidly from modest beginnings. This 
year, its workforce has more than trebled to 
65 and it expects to sell 500,000 copies— 
making Red Hat Linux the most common 
version of the operating system. 

This week's deal will help both Red Hat 
and Linux to expand their reach. The back- 
ing of Netscape and Intel gives Linux a 
huge injection of market credibility. Their 
investment will also enable Red Hat to 
build the kind of support staff needed to 
win the confidence of corporate customers. 

Analysts now believe that Linux may 
move into the mainstream—at the expense 
of Windows Nr, Microsoft's operating sys- 
tem for workstations and corporate-net- 
work servers. Linux is not only free; it is, ar- 
guably, a better operating system, offering a 
degree of stability and an ability to scale up 
that NT cannot match. If systems integra- 
tors can make as much money from a Linux 
implementation as they do from wr, and 
software-applications developers also back 
it—two quite big *ifs"—Linux could yet be- 
come a real threat to Microsoft. 

For the moment, however, the com- 
pany from Redmond, Washington, seems 
almost grateful for the rising profile of 
Linux, seeing it as an easy way of demon- 
strating that Windows is not a monopoly, 
ahead of its antitrust trial, scheduled to be- 
gin on October 15th. That may be short- 
sighted. In the long run, Linux and other 
open-source programs could cause Mr 
Gates much grief. 

Mr Gates may feel a little queasy about 
the Red Hat alliance for another reason. It 
is the first time that Intel has directly in- 
vested in a company that markets an alter- 
native to Windows. While certainly not a 
prelude to a divorce from Microsoft—Intel 
has always tried to ensure that as much soft- 
ware as possible runs on its chips—Red Hat 
isanotherstraw in the wind suggesting that 
the interests of the “Wintel” partners are in- 
creasingly divergent. 
i 
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Shipping 
All at sea 


HONG KONG 


Ifany industry thrived on Asia's export-driven miracle, itwas shipping. Nowa 


shake-out seems inevitable 


[14 E ARE”, laments an executive of 
a large shipping company, “abso- 
lutely at the sharp end of world trade.” And 
being at the sharp end is proving painful. 
To the collapse of Asian demand and reces- 
sion in Japan must now be added the pros- 
pect of a slowdown in America's economy. 
For the shipping industry, the timing is 
terrible. The world is awash with new ships. 
The past five years have seen lots of build- 
ing, both for bulk cargoes and containers, 
in the beliefthat nothing could push world 
trade off its trend growth, over the past de- 
cade, of 6.4% a year in real terms. Mean- 
while, financiers of shipping companies 
have taken fright. Even America's junk- 
bond market, until recently a ready source 
of money for smaller shipping companies, 
is having second thoughts. It is hard to 
avoid concluding that shippers around the 
world will suffer more pain—and none 
more than Asia's overextended lines. 

This might seem odd, because Asia's 
turmoil is, for the moment at least, keeping 
large container lines frantically busy. 
Thanks to regional devaluations, the vol- 
ume of exports to America and Europe has 
grown—even if the dollar value of exports 
has not. Demand in the West has been 
strong in the pre-Christmas rush. As a re- 
sult, container ships are leaving Asia for 
America and Europe at near-full capacity, 
and container lines have laid on extra ser- 
vices. So buoyant is demand that the Far 
Eastern Freight Conference—a cartel that 
sets rates and service frequencies, suppos- 


edly to ensure regularity—was able to jack 
freight rates sharply higher this summer. 
And for once, the shipping companies that 
are not part of the conference have not at- 
tempted to undercut it. 

Asian hoteliers or airline bosses would 
rejoice if they were this busy. But ship oper- 
ators see it differently. "It is not clear", says 
Harry Wilkinson, finance director of Ori- 
ent Overseas Container Line (OOCL), con- 
trolled by the family of Tung Chee-hwa, 
Hong Kong' chief executive, “that under- 
cutting will not start as soon as capacity 
eases"—ie, after the Christmas rush. Besides, 
trade with Asia is uncomfortably lop-sided 
(see chart on next page). Although routes 
from Asia to the west coast of America are 
crammed, ships are having trouble finding 
cargoes for the return journey. So steep has 
been the fall in Asian demand that east- 
west container routes are currently operat- 
ing at only 50-60% capacity. 

Lop-sided demand has created a logisti- 
cal headache for shipping lines: they can- 
not find enough containers in Asia for the 
journey to America and Europe. It is not, 
says one Chinese shipping executive, yet 
worth building new containers in Asia to 
meet the shortfall. But shippers are desper- 
ate to fill boxes on America’s west coast for 
the return trip. Recently, P&o, one of the 
world’s largest lines, was offering some cus- 
tomers a price of $50 a container, roughly 
one-tenth what had until then been the go- 
ing rate. The cost of bringing back empty 
boxes from America and, to a lesser extent, 
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from Europe, was one of the excuses for 
raising rates out of Asia this summer. And 
the recent rises do not even make up for the 
fall in rates that occurred after 1995, when 
growth in Asian exports began to slow. 

In the business of shipping dry-bulk 
cargoes, mostly iron ore, coal and grain, 
there is not even the hint ofa silver lining to 
the cloud. China, South Korea and Japan 
together are the world’s largest importers of 
dry bulks. Asia’s slump has only aggravated 
existing overcapacity. The Baltic Freight In- 
dex, which tracks dry-bulk freight rates, was 
at its lowest in nearly a decade in August. 
Hongkong Bank's shipping arm estimates 
that rates for chartering the biggest ships, 
those over 100,000 deadweight tonnes, 
have fallen by almost half since the start of 
the year. The value of the ships themselves 
has fallen by 25-30%. The bank, the world's 
biggest lender to shipping, reckons that, 
failing a surge in world economic growth, 
many ships will have to be broken up to 
bring supply back into line with demand. 

Shipping requires a lot of capital. Hith- 
erto, banks have typically lent shipping 
lines as much as 80% of the value of a ship. 
With the value of ships falling, however, 
lenders are now finding that ships are 
worth less than their loans. The traditional 


shipping financiers are therefore pulling in 
their horns—especially Japanese banks, 
which are also struggling to meet interna- 
tional capital-adequacy requirements. This 
year they have been offloading their loans 
to local and overseas lines. 

The biggest of the South Korean ship- 
ping companies, such as Hyundai and 
Hanjin, both part of diversified chaebol, 
also face a credit crunch. South Korean 
banks are in a parlous state. And from next 
year, the government has banned the 
chaebol from guaranteeing debt payments 
on behalf of sister firms. To ease the strain, 
Hanjin (owned by the same group that is 
struggling to manage Korean Air) has sold 
much of its fleet and leased it back. That 
may not prove enough. 

Extraordinarily, although raising 
money to buy second-hand ships is prov- 
ing hard, shipping lines still seem to have 
little trouble arranging finance for new 
ones. That is because European, South Ko- 
rean and Japanese yards are able to offer 
easy financing terms thanks, among other 
things, to government export-credit guar- 
antees. Currency devaluations have been a 
boon to north-east Asian shipyards—at the 
expense of China's ship-building industry, 
which, says a Chinese shipping executive, 
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"has been blown out of the water". Chinese 
ship-builders have been lobbying hard for 
a yuan devaluation. 

Shipping lines are still placing orders— 
partly because some of them still think in 
terms of market share, rather than profit- 
ability. Taiwan's Evergreen, for instance, 
which sees itself in a race for domination 
with Denmark's Maersk, has large contracts 
with Japanese and South Korean yards. 
Given the gloom, continued ship-building 
will only put off the day when the world's 
lines make serious money again. And be- 
tween now and then there will be a shake- 
out of shuddering proportions. 








| The numbers are up 


| ID-AFTERNOON on Saturdays is 


siesta time, and the Cofani broth- 
ers’ bar and lottery counter in Rome's 
Torrino suburb usually has just an occa- 
| sional customer calling for a cup of coffee. 
But last month sleep was far from any- 
body's mind as punters queued to put 
their money into SuperEnalotto, a num- 
bers game that promised jackpot prizes of 
17.9 billion lire ($10.7m) and 13.6 billion 
lire on two successive draws, by far the 
biggest ever offered in Italy. 

SuperEnalotto is enticing Italians 
who would never have dreamt of gam- 
bling to try their luck. Three years ago 
there was a craze for instant lottery 
scratchcards. But they fell out of favour, 
partly because in May 1996 a concentra- 
tion of winning tickets worth 5 billion lire 
mysteriously turned up in a small town 
near Bergamo in northern Italy. Now, 
thanks to a measure of privatisation and 
new technology, gambling is enjoying a 
run of good fortune. 

Innovation is one reason for the im- 
provement. SuperEnalotto has been run- 
| ning since the end of 1997. Last month 

saw the launch of Formula 101, a game in 
which punters must forecast the first eight 
drivers in Grand Prix motor races. Since 
the beginning of September, football en- 
thusiasts in central Italy have been able to 





play Totosei, which requires forecasts of 
the number of goals scored in six Italian 
soccer matches. Not to forget Totos- 
commesse, which allows betting on 
match results, combinations of results 
and the football championship. 

There was a time when the finance 
ministry kept a firm grip on Italy’s lotter- 
ies and betting. But since it relaxed con- 
trol in 1994, the industry has grown rap- 


Safer than the shoei 





idly. Totoscommesse is run by Snai, 
which is part of Trenno, a listed company 
with large foreign institutional investors. 
Both SuperEnalotto and Lotto, the origi- 
nal numbers game, are also now run by 
private firms. Snai hopes for permission 
to start telephone betting by the end of 
October, and eventually to be able to offer 
odds on non-sporting events. 

Four years ago, Lotto, an old-fash- 
ioned numbers game and the Italians’ fa- 
vourite punt, was still run on paper. Since 
then, a private firm has invested in new 
capacity and technology. Lottomatica, 
which has a nine-year Lotto franchise un- 
til 2002, plans to increase its 10,000 lot- 
tery counters by half. Its 15,000 terminals 
process 2.5 billion online real-time opera- 
tions a year. 

Predictably, the biggest winner has 
been the taxman, who collects a large 
share of gross takings. Sales by Lotto were 
3.9 trillion lire when Lottomatica took 
over four years ago; they are expected to 
reach 11 trillion lire this year. Lotto alone, 
with about 40% of the 21.3 trillion lire 
turnover in legal betting and games of 
chance last year, brought in 2.5 trillion 
lire of tax revenues. 

Enthusiasm for Lotto and Super- 
Enalotto is such that even Il Sole-24 Ore, | 
Italy's business daily, publishes the win- 
ning numbers on Sundays and Thurs- 
days. What better evidence that Italian fi- 
nance is just a game of chance? 
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Literally. 


Every time an airplane touches down, in almost any 
airport in the world, we can say we paved the way be 
the odds are our machines helped build the runways. 


Caterpillar machines also played a key part in 


developing many of the roads and railways, bridge 
and canals that carry the world’s commerce. And 
our engines provide power to many of the locomo- 
tives, tugs, and trucks that travel on them. 


So we're proud of our part in making global 





trade possible. But we're even prouder of the things 
that happen when trade itself takes off. Education, 

health, communications, and jobs all flourish in 

a healthy world economy. 


And when people trade together they exchange 


ideas. They 


become more understanding and more 


open. And that could be the most important global 


trade of all. 
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A hard life for bulls 


Abby Cohen is Wall Street’s most prominent bull. Does her firm’s decision to pull its 
flotation condemn her or pay her a sneaking compliment? 


ANYONE deserves credit for correctly 
calling the course of America’s stock- 
markets in the 1990s, it is Abby Joseph Co- 
hen. As share prices set record after record, 
other prominent stockmarket strategists ad- 
vised their clients to begin shifting their 
money into cash, bonds and other assets. 
Not the unassuming Ms Cohen. The chief 
strategist at Goldman Sachs, Wall Street's 
most revered investment bank, Ms Cohen 
has steadily argued that a robust American 
economy would mean rising corporate 
earnings, fully justifying high share prices. 
Those who have heeded her optimism have 
done well. And, in an age when stockmarket 
investing has become a national pastime, 
Ms Cohen has done well too. 

But on September 28th the woman 
whom Fortune magazine recently ranked as 
the ninth-most-powerful in the world suf- 2 
fered what would appear to be a sharp reverse. Citing the “vola- 
tilestate" of markets, Goldman Sachs indefinitely postponed its 
plans to issue several billion dollars’ worth of equity and turn 
itself from a partnership into a publicly traded company. Over 
the past two months, many of the institutional money managers 
and rich individuals whom Ms Cohen serves—apart from its 
mutual funds, Goldman Sachs does not deal with small inves- 
tors—have been dumping shares in favour of assets they deem 
less risky, notably cash and government bonds. For a few 
months Ms Cohen lived with only the slight embarrassment of 
boosting the market into which her employer wanted to sell its 
own shares. But her new situation is more uncomfortable. It puts 
the stockmarket’s leading bull in the odd position of working for 
a firm that seems to be running scared of the bears. 





Buy, dammit 
Ms Cohen herself may gain from the delay, because she is likely 
soon to be promoted from mere employee to being one of 
Goldman Sachs's partners. This week, to soothe disappointment 
over its postponed flotation, the firm created 160 new directors, 
all of them eligible for future partnerships. Partners (ie, owners) 
will be the biggest beneficiaries of a stockmarket listing. 

The wonder is that Ms Cohen is so 
unfazed. At a moment when stockmark- 
et volatility has most American investors 
chewing their nails, the “model portfo- 
lio” she recommends to Goldman’s pen- 
sion-fund clients suggests holding 72% 
of their assets in shares. To be fair, al- 
though the market is 14% lower than its 
peak in July, the s&r-500 share index is 
up since Ms Cohen’s last buy recommen- 
dation on September 1st. 

“What many investors have been 
pricing in”, she says, “is the expectation 
of recession; and especially the expecta- 
tion that profits will be declining fairly 
noticeably. We do not think that’s right.” 
Although firms’ reported earnings per 
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share have dropped precipitously, Ms Co- 
hen says much ofthis is due to write-offs for 
restructuring. By next year, with fewer write- 
offs and a healthier economy, her forecast 
has reported earnings rising sharply. The 
Federal Reserve's decision on September 
29th to lower its main short-term interest 
rate by a quarter point is simplyan injection 
of Vitamin B-12, meant to give a healthy 
economy a bit more vigour. "What has 
changed in the past two to three months is 
not so much fundamentals, it's psychology,” 
she says. "This will offset it." 

Perhaps Goldman's decision seems a 
straightforward refutation of Ms Cohen's 
persistent optimism. In reality it is not. 
Common sense suggests that when a firm is- 
sues shares, it may be a negative sign about 
the market's level—because it means that 
outsiders are willing to pay more for a piece 
of the business than insiders think it is worth. Goldman's deci- 
sion to postpone its flotation, conversely, could imply that insid- 
ers think the firm is now worth more than outsiders will pay. In 
other words, Goldman may think that the near-collapse of Amer- 
ican financial-services shares, some of which have lost half their 
value in a few months, is wildly overdone. On this view, this 
would be a time to buy shares, not sell them—and Ms Cohen's 
bullish stance was far more at odds with Goldman's original 
plans to list. 

Yet even the robust Ms Cohen can hardly feel totally reas- 
sured by this. For a start, Goldman's partners are taking a view 
only of financial-services firms, not the stockmarket as a whole. 
The bank says that it will continue to recommend listings for 
firms in other sectors—which, again, common sense suggests 
could be a signal for investors to sell. Moreover, while 
Goldman's partners can weather the storm for months until the 
market improves, an analyst has her immediate reputation to 
think of—and analysts’ reputations are built on timing. Going by 
recent evidence, Ms Cohen's clients are already less willing to 
embrace her views than they were. It is hard for money managers 
to ignore the widespread sense that markets which were friendly 
for so long have suddenly become dangerous. Explaining why 
you are mostly out of the stockmarket 
has become far easier than explaining 
why you are still in it. 

There is, of course, a third possibility. 
Ms Cohen is not alone in predicting a re- 
turn to profits growth. First Call, a re- 
search firm, reports that analysts' aver- 
age forecasts for the first quarter of 1999 
are of earnings up by 14.4% over the 
same period in 1998, and of even more 
rapid growth for the second quarter. Yet 
the chart shows how analysts have been 
steadily, and reluctantly, downgrading 
profits. Perhaps Ms Cohen, her employer 
and other bulls have simply failed to call 
the top of the market—but just find this 
impossible to believe. 
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Long-term sickness? 


NEW YORK 


The rescue of Long-Term Capital Management raises disturbing questions 
about the health of America’s and the world’s leading banks 


IKE the Titanic, Long-Term Capital 
Aa Management was supposed to be un- 
sinkable. The hedge fund's dramatic down- 
fall and bail-out last week was the stuff of 
Hollywood disaster movies: fortunes laid 
waste, proud men (Nobel laureates no less) 
cut down to size, giant tidal-waves threat- 
ening to drown some of Wall Street’s snoot- 
jest institutions. 

- "Beyond the human drama, the fall of 
LTCM raises four questions: are financial 
institutions, especially banks, as good as 
they claim at managing risk? Was the Fed 
right to co-ordinate a bail-out? If so, what 
does this say about the health of the global 
financial system? And what, if anything, 
should be done to improve the regulation 
of banks and other financial firms? 

"Take first the question of banks’ ability 
to manage risk. Banks' willingness to lend 
to LTCM was incredibly generous given a 
debt-equity ratio of 501, though Chase 
Manhattan, for one, claims that this ratio 
was nowhere near.as scary at the time the 
loans were made. Maybe so, but at the very 
least, Wall Street’s finest were blinded by 
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the reputations of Lrcm’s founders, who in- 
cluded John Meriwether, a legendary for- 
mer head of Salomon Brothers’ bond-arbi- 
trage unit, and Robert Merton and Myron 
Scholes, who last year shared the Nobel 
prize for economics for their contributions 
to the understanding of financial risk. 

Lenders believed that the bets that the 
fund was taking were much less risky than 
they proved, even though the fund itself re- 
alised that some of its strategies were risky. 
That was why it devised a financial struc- 
ture that was meant to protect it against 
short-term problems: investors had their 
money locked in for a minimum of three 
years, and all borrowing was at maturities 
of three months to a year. 

Everyone was caught out by a problem 
known to even the humblest trader: liquid- 
ity risk, or the ability to get rid of positions. 
LTCM's biggest problem, say sources at the 
fund, was that, as the value of its portfolio 
fell, it could not reduce the risks it was tak- 
ing as fast as it had expected. So its debt- 
equity ratio rose to levels at which lenders 
became nervous. Banks that were owed col- 


lateral by LTEM started demanding it early 
in the morning; those who owed it waited 
until the day’s end to pay. The fallin. yrCM's | 
capital increased the risk that lenders 
might seize its assets. 2 
After an attempt to woo Warren Buffett. 
narrowly failed, the Fed, which first con- 
tacted LTCM late in August, stepped in to - 
broker the rescue on September 23rd. 
LTCM's equity capital, $4.3 billion at the 
start of the year, had been almost wiped | 
out. Alan Greenspan himself summoned 
the bosses of leading banks to a meeting in 
New York the next day. They were kept in : 
room until 3am the following morning;un- - 
til they had hammered out an injection of © 
$3.65 billion to keep rrem alive. Um 
Which begs the second. question: why 
did the Fed step in? Certainly, without the. 
Fed's arm-twisting, there would have been 
no deal: trem had tried to raise new capi- 
tal fora month without success. But was i 
Fed right to get involved? Probably, 
Had LTEM been pushed into bankrup! 
and its net positions, estimated at some | 
$200 billion, been liquidated, the markets. 
would have gone frantic. The recent sud- 
den divergence between the price of gov- 




















sharply) and riskier securities (which have 
fallen even more sharply) would have been. 
hugely exacerbated. Since such moves were _ 
the fund's undoing, that would have made _ 
liquidating its positions even more expen- 
sive. A well-known manager of a rival fund 
reckons that ttcm’s losses could have 
topped $14 billion. NEUE 
The result: much of the fortune that. 
banks lent the fund would have been lost. 
American banks have yet to disclose ETCM- - 
related losses (though on September 30th 
Bankers Trust denied rumours that it was 
financially troubled by its hedge-fund ex- 
posures), but some European banks have: 
already done so. Chief among them is Swit- 
zerland's Uns, which has admitted losing 
$678m. Banks' proprietary-trading arms, 
which had made similar, loss-making bets, 
would have suffered too. wx 
Although the rescue of rrem could stil 
hit snags—over disagreements, for exam- 
ple, between the banks that have bailed the 
fund out and the fund's managers about 
how fast to close positions—the Fed has 
bought some stability. For how long? 
Emerging markets are not out of the woods. 
Some think other hedge funds will fail. 
That is made more likely because banks are 
reining in lending to them. "It's the quiet 
before the storm," says a director at one of 
the investment banks that are bailing out 
LTCM. And looming over everything is the 
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possible failure ofa big bank. 

So the third question is: how serious is 
that possibility? Less than it was a few years 
ago. True, many of America’s and Europe’s 
biggest banks have suffered horribly of late, 
especially in emerging markets. Loans to 
companies in such countries have soured; 
and the traders who punt their capital were 
caught out by the collapse in the price of 


emerging-market debt. 

But banks’ recent losses are not gener- 
ally as life-threatening as they would have 
been five years ago. Since the most recent 
crisis at the beginning of the 1990s, bumper 
profits have enabled American banks to re- 
build capital during a prolonged bull mar- 
ket (see chart). European banks have large 
hidden reserves. Overall, says Standard & 





Poor's, a credit-rating agency, “financial in- 
stitutions have the financial capacity to 
weather the near-failure of LTEM”. 

Still, one result of losing so much 
money is that there has already been a tight 
ening of lending criteria. There is anecdotal 
evidence that companies are being charged 
more for bank loans, and in some cases re- 
fused money altogether. It is no coin- 
cidence that soon after rescuing LTCM, Mr 
Greenspan gave banks a boost by cutting 
American interest rates. 


Long-term solutions 


Regulators have spent most of the past de- 
cade trying to make banks healthier than 
they were at its start. Yet a few months’ fi- 
nancial turmoil seem to have undone 
much of their work. Is a fundamental regu- 
latory overhaul now due? 

Already there are calls in Congress to 
regulate hedge funds. But since they have at 
least part of their operations offshore, and 
can move them at will, this is probably pie 
in the sky. It also misses the point: recent 
problems stem more from the behaviour of 
the banks both in their lending and in their 





Hedge funds: a guide 


be, but not all hedge funds are of the 
gung-ho, hugely leveraged ^ type 
epitomised by Long-Term Capital Man- 
agement (LTCM). They come in many dif- 
ferent guises, some ofa more common-or- 
garden variety. Lumping them together, 
| understandable though it is given the lack 
| of information they offer about them- 
| selves, may produce an inappropriate re- 
sponse from investors, lenders and regu- 
lators alike. 

The first hedge fund was launched by 
Alfred Winslow Jones some 50 years ago. 
| Most of the famous big funds, such as 
| Quantum, run by the ubiquitous George 
| Soros, or Tiger, the biggest of all, with $23 
| billion in capital, have been going for 
| many years. LTCM, formed in 1994, is a 


| 
pass of world finance they may 


relative newcomer. It was set up as part of 
| a huge wave of interest in hedge funds 
| (until recently, at least) as a way for rich 
| individuals and institutions—as well as 
| those who ran the funds, many of them 
| originally from banks’ trading desks—to 
| earn pots of money. . 
| There are now perhaps 3,000 hedge 
| funds, with about $200 billion of money 
| from investors, according to. TASS; a re- 
| search firm—double the amount of capi- 
| tal that they had in 1994. But these figures 
| are something of a guess, partly because 
i nobody can agree on a precise definition 
| of what a hedge fund is. In America, 
| where most are based, they are generally 


set up as limited partnerships to avoid 
tough sec regulation. As people rushed to 
invest, offshore funds were set up as well. 
The funds charge hefty fees, often 20% of 
the profits they make for investors 
(though LrcM's managers thought that 
they were so good they could charge 25%). 

Hedge funds’ strategies vary widely. 
So-called macro funds, such as Quantum, 
generally take a directional view: betting 
on a particular bond market, say, or a cur- 
rency movement. That is why they incur 
the wrath of many an emerging-market 
government. Other funds specialise in 
making money from particular expected 
events, such as mergers or bankruptcies, 
or simply play the stockmarkets. Since 
their strategies differ, so does their perfor- 
mance. The chart shows how five broad 
categories of hedge fund have fared 
recently. 

LTCM described itself, misleadingly 
as it turns out, as “market-neutral” (rela- 
tive value in the chart). Such funds try to 
exploit perceived anomalies in the prices 
of different bonds by buying underpriced 
ones and selling short overpriced ones. 
No matter what happens to overall inter- 
est rates, as long as the spread between the 
two narrows, the fund makes money. 

Unless, of course, the market's percep- 
tions about the likelihood, of default 
changes dramatically—and the spreads 
widen. This is where LTCM came a crop- 
per. Funds that follow a similar strategy 





eem 


include Convergence Asset Management | 
(dubbed "Son of Long Term" because its 
manager once worked for rrcM's boss), 
which seems to have lost a packet; and 11, 
a Florida-based fund with about $2 bil- 
lion under management, which seems to | 
have lost rather less. | 
Hedge funds’ leverage—how much | 
they borrow compared with their capi- | 
tal--also varies widely. vrcM had bor- | 
rowed some 50 times its capital. That | 
meant its losses ate into its capitalalarm- | 
ingly fast No other fund—fingers | 
crossed—comes anywhere close. n, for | 
instance, has debts of less than ten times | 
capital. Most other hedge funds are more 
conservative still. According to Van 
Hedge Fund Advisors, a consultancy, 
fewer than one in five borrows any more 
than its own capital. As a result, even if 
their bets turn sour, few will have with- 
ered as dramatically as LTEM. That, at 
least, is their hope. 
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in-house trading. operations, which are 
themselves a bit like hedge funds and have 
taken similar bets. Indeed, banks have be- 
come more dependent on trading income 
because the profitability of lending has 
fallen. But this has made them riskier— 
and, thanks to government deposit insur- 
ance, at the taxpayer's potential expense. 

‘This is, in part, why regulators are likely 
to require banks to disclose more about 
their exposure to hedge funds, both as in- 
vestors and lenders, and to rethink their in- 
ternal risk-management systems. One se- 
nior American regulator says that 
regulators. will now be slower to allow 
banks to use their internal risk-manage- 
ment models in calculating how much cap- 
ital they need to put aside. 

"Understandably so. Most banks assume 

that diversification across a wide range of 
markets reduces their risk. But, as recent 
events have shown, it is possible for lots of 
markets to move in the same direction at 
once. Ultimately, for all the fancy ways that 
banks use to reduce risk (and even Nobel 
prize winners get it wrong), it may be that 
legislators should give them a choice: have 
deposit insurance and take no risks or have 
hone and take as many as you like. 





American interest rates 
Turning on the 
tap 


NLY a few weeks ago, any cut in Ameri- 

can interest rates would have sent 
Wall Street into seventh heaven. But after 
America's Federal Reserve reduced rates by 
a quarter of a percentage point on Septem- 
ber 29th, share prices fell sharply. The mar- 
kets had wanted something more substan- 
tial. Too little, too late? Notat all. A surgeon 
Wall Street might have been a sign that the 
Fed had erred badly. 

Financial analysts who had been bet- 
ting onan interest-rate cut ofhalfa point or 
more need a history lesson or an econom- 
ics lesson—or, preferably, both. In recent 
years the Fed has rarely changed rates by 
more than a quarter ofa point. And Ameri- 
€a's economic growth remains robust: un- 
employment is close to a 30-year low; M3, 
its broadest measure of money, has been 
growing at its fastest rate for 13 years. Not 
what you might describe as normal condi- 
tions for cuts in interest rates. 

So why make them? In short, because 
these are not normal times. For all the econ- 
omy's apparent health, the Fed is worried 





| Correction | 
|n last week's issue, we stated wrongly that the Elec- | 

tricity Generating Authority of Thailand had de- 
| faulted on loans from the World Bank. Sorry. 
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that turmoil in emerging economies will 
soon drag down growth. In its new World 
Economic Outlook, the mF forecasts that 
world growth will drop by half this year, to 
2%. But the risks are all on the downside. 
America is unlikely to remain immune to 
such a slowdown. The ime also urges inter- 
est rate cuts in other rich economies, in- 
cluding Britain and continental Europe. 

Trade is not the only cause of contagion. 
The Fed wants to cut rates to offset a tight- 
ening of domestic credit. As investors flee 
risk in any form, less creditworthy compa- 
nies are having to pay more to borrow. 
Fears about America’s domestic financial 
system have been heightened by the near- 
collapse last week of Long-Term Capital 
Management, a large hedge fund, and re- 
ports of big losses at several banks. 

But the most common argument for 





cutting interest rates is to prevent a global 
credit crunch. On the face of it this is odd. 
There is little evidence of a crunch in most 
rich countries. America’s broad money sup- 
ply has grown by almost 10% over the past 
year, and in the seven big rich economies, 
broad money is growing at 5.4% (see chart); 
more modest perhaps, largely because of 
sluggish expansion in Japan, but still the 
fastest increase in G7 liquidity since 1990. 
It is true that the money supply has 


been shrinking in several East Asian emerg- -.. ; 


ing economies, so the growth of total world 
liquidity has slowed over the past year, But 
to the extent that the problem lies in Asia, a 
cut in American rates is not likely to be the 
most efficient way to solve it. Within the G7 
economies, it is Japan, not America, that. - 
needs to take action. If (a big if) its govern- 
ment sorted out its banking mess, then its — 
banks, the biggest lenders in. the region, us 
could start lending again. 

Any further cut in American interest 
rates will boost liquidity in the very coun- 
try which is already awash in the stuff. It is. - 
telling that the loudest calls for interest-rate. 
cuts to bolster the financial system come 
from those who yelped for the Fed to keep 
its hands off interest rates when Alan. : 
Greenspan started to fret about the high © 
levels of the stockmarket three years ago. In 
hindsight, the Fed's failure to turn off the 
tap, and the consequent splurge of credit, 
encouraged investors to chase ever higher - 
returns in riskier assets—such as emerging 
economies, hedge funds and American eq-. ` 
uities. And that created many of the prob- 
lems the world faces today. 


ces 





Global finance 


Don't wait up 


WASHINGTON, DC 


There will be much talk of new global financial architecture at next week's 
annual IMF and World Bank meetings. It will not lead to much 


OBODY wants to be seen fiddling 
while markets burn. So it is no sur- 
prise that world leaders are full of plans for 
global financial reform before the annual 
meetings of the World Bank and the IMF. 
Thus Tony Blair, Britain's prime minis- 
ter, talks grandly of building a "new Bret- 
ton Woods for the next millennium". Ger- 
hard Schróder, Germany's newly elected 
chancellor, wants “target zones" for the 
world's main currencies. The French want 
to “endow international financial institu- 
tions with genuine political legitimacy”. 
The Japanese want a special fund to help 
South-East Asian countries, and are mum- 
bling about controlling capital flows. Presi- 
dent Bill Clinton has a six-point plan for 
solving the world’s financial mess. The re- 
sult, as one insider says, is a “cacophony” of 


suggestions. Not much will emerge from 
the din. 


Behind these ideas are almost no deo 


tails; and almost none looks workable. The 
grandest notions—such as the German call 
for target zones or the French idea that 
other regions should emulate Europe's sin- 
gle-currency block—are simply fanciful. 
Other less grandiose ideas are motherhood 
and apple pie: more transparency, better 
regulation of financial markets. Still others 
mistake process for progress. The French 
want to beef up the imr’s “interim commit- 
tee”, the group of finance ministers that 
controls the mmr. The Americans are wary 
of boosting a committee they regard as 
“constipated” and dominated by Michel 
Camdessus, the mmr’s (French) boss. Better, 
they think, to bolster the G22—an informal 
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grouping of 22 rich and emerging econo- 
mies organised by Washington—that has 
spent six months working on international 
financial issues. Since bureaucrats love 
committees, this week’s discussion could 
be dominated by just such blather. 

A pity, perhaps, but hardly surprising: 
in truth, nobody has a good recipe either 
for getting out of this crisis or for prevent- 
ing another. Although many pundits like to 
blame the iMr for mishandling the crisis in 
emerging markets, that is about all they 
agree on. Some say fixed exchange rates 
caused today’s mess; others blame devalua- 
tion. Some suggest that crony capitalism 
brought Asia’s demise; others criticise the 
IMF for pushing too many structural re- 
forms. Many argue that the IMF' initial fis- 
cal and monetary prescriptions in Asia 
were too tough. 

In public, the Mr is confronting its crit- 
ics (see Stanley Fischer's article on pages 19- 
23); in private, it is bickering with other 
agencies less than before. A consensus on 
immediate priorities is forming, at least in 
Asia. This week the World Bank, at one time 
critical of the Mr, published a report on 
the Asian crisis that advocated lower inter- 
est rates and looser fiscal policies, and em- 
phasised the importance of debt work- 
outs—reducing indebtedness in agreement 
with creditors—and attracting new capital. 
The report had been prepared in consulta- 
tion with the Fund. 

The real arguments now concern 
longer-term reform. Academics who criti- 
cise the IMr have produced few specific re- 
form proposals, In an uncharacteristic dis- 
play of modesty Paul Krugman—an 
academic who has made capital controls 
fashionable—admits that he “is not exactly 
clear” about what a new financial architec- 
ture should look like. Jeffrey Sachs, a noted 
1MrF-basher, thinks that what is needed is 
yet another talking shop, in his case a G16. 





Radical plans do exist: John Eatwell 
and Lance Taylor, two economists who 
have supposedly influenced Mr Blair, want 
a World Financial Authority. Some others 
want to shut the mF down altogether. And 
some want to create a global central bank. 
But none of these ideas is likely to win 
much support. 

Today’s international financial system 
has the rhetoric but not the reality of a 
lender of last resort. By helping countries in 
financial crisis, the imF has encouraged the 
notion that it is a lender of last resort. But 
today’s private capital flows are too big for 
it to do the job properly. Something like a 
lender of last resort (with vast financial cof- 
fers) could be created, or markets could be 
left to fend entirely for themselves; but both 
prospects are remote, so bureaucrats must 
debate the feasible. 

This boils down to three issues. Should 
capital flows be curbed? Should there be 
more public money for dealing with finan- 
cial panics? And how can the private sector 
play a bigger role in crises? 

Disagreement is greatest on the first 
question. Although everybody now agrees 
that emerging economies must be careful 
about liberalising capital flows, there is a 
division between those who emphasise the 
benefits of capital freedom and those who 
rail at the costs. This ideological divide 
makes compromise difficult. 

The issue of more public money is 
equally thorny. How big should the public 
piggybank be, and how should it be struc- 
tured? Inside the us Treasury, for example, 
there are discussions about how to create 
new sources of liquidity. But the dilemma 
of stemming unwarranted panic without 
creating too much moral hazard is far from 
being solved. 

What of greater involvement by the pri- 
vate sector? On October sth working 
groups of the G22 will publish suggestions 


Camdessus gives helpful advice to Suharto (now retired) 
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for transparency, financial regulation and 
crisis management that are likely to pro 
vide the basis for this week's discussion 
They suggest, for instance, that the IMI 
should sometimes lend money to countrie: 
that have suspended payments to private 
creditors, and argue that bondholders mus! 
be brought into the discussion. These are 
not big ideas, nor are they exactly new. But 
at least they have been honed in several 
months of discussion. 

The problem is, however, that incre 
mental progress is not what most politi- 
cians are looking for. The Americans 
scarred by their close association with poli- 
cies that have failed, are shy of grandiose. 
superficial ideas. The others, especially the 
Europeans, see the current mess as a chance 
to push their own proposals. Unfortu- 
nately, few make sense. 





Japanese banking 
Fire down below 


TOKYO 


Ne are the ills tormenting Japan's fi- 
nancial system that pain in one limb 
causes instant suffering elsewhere. On Sep- 
tember 27th Japan Leasing—an affiliate of 
the crippled Long-Term Credit Bank 
(LTcB)—filed for court protection with $16 
billion of unpaid debts. That might be 
cause for cheer: Japan's second-biggest 
bankruptcy has cleared the way for fresh 
legislation to clean up the banking mess. 
Unfortunately, in resolving one crisis, the 
politicians could precipitate another. 

Since August, when the Liberal Demo- 
cratic Party (LDP) government announced 
its proposed rescue of LTCB, the fate of the 
bank, its non-bank affiliates and the gov- 
ernment's bank-reform bills have been en- 
twined. The LDP wanted to inject enough 
money into LTCB to let it forgive Y520 bil- 
lion of loans to Japan Leasing and other 
non-bank affiliates. The government also 
hoped to keep even the weakest of Japan's 
19 big banks alive with public funds, the 
conditions for which were opaque. 

But the opposition parties dug in their 
heels, claiming that the government's pur- 
pose in rescuing LTCB's non-bank affiliates 
was to bail out its supporters among Ja- 
pan's 2,000-odd agricultural co-operatives, 
whose credit arms have lent recklessly to 
non-banks. The opposition also insisted 
that no public money should be used with- 
out knowing exactly what for. Because it 
can block legislation in the upper house of 
Japan's parliament, it has foisted its own 
plans for tackling bank reform on the gov- 
ernment—including no rescue for farmers. 

Although this week's deal still lacks de- 
tail, the government has agreed in princi- 
ple to nationalise the weakest big banks, 
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starting with LrCB. Should they need fresh 
capital, weak but viable banks may still 
have to meet tough conditions. And the 
clean-up. will not be supervised by the fi- 
nance ministry, which nobody trusts, but 
byan independent committee (although in 
a. last-minute compromise the finance 
ministry did win some say). 

So things are getting better? Not quite: 
in putting out one fire, the government 
may have lit another, thanks to the effects of 
the deal on the country's sick agricultural 
co-operatives. Their plight is a huge prob- 
lem for the LDP. It cannot bail them out be- 
cause that would stick in the throats of ur- 
ban voters, already incensed by the Y6 
trillion: of support the co-operatives re- 
ceived when seven jusen, or mortgage lend- 
rs, went bust in 1996. But nor can it let the 
co-operatives take the hit, for they are a bed- 
rock of political support for the Lpr. 

Yet that may be the result of the deal 
with the opposition. Indirectly, the co-oper- 
atives play a big role in Japan’s financial 
system. Local organisations pass most of 
the farmers’ savings to regional credit fed- 
erations. These make some loans, but pass 
on the rest of their funds to Norinchukin 
Bank, the national lender which, in turn, 
places the farmers’ savings in the interbank 
market, where it is the biggest supplier of 
funds. Since last November, when the col- 
lapse of Hokkaido Takushoku Bank under- 
mined confidence in all Japanese banks, 
Norinchukin has played a key role in pre- 
venting total meltdown, by lending money 
on to those big banks that the market con- 
siders too risky. 

Together, Norinchukin and the re- 
gional credit federations have lent ¥354 
billion to Japan Leasing alone, according to 
Fitch 1BCA, a rating agency. They are un- 
likely to get much back. Rieko McCarthy of 
Moody’s, a rival agency, believes that, in to- 
tal, the co-operatives have extended “sev- 
eral trillion" yen-worth of loans to the non- 
bank sector, on top of the ¥6 trillion they 
lent to the jusen. She thinks that the failure 
of Japan Leasing suggests that many more 
non-banks will now be allowed to fail. 

With what result? Since everyone ex- 
pected an LTCB bail-out, none of the co-op- 
eratives has made provisions against their 
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loans to its non-bank affiliates; nor, proba- 
bly, against loans toother non-banks either. 
Norinchukin itself has adequate capital for 
now. Some weaker regional federations, 
however, seem sure to collapse. Although 
Norinchukin is not legally obliged to res- 
cue them, it will come under political pres- 
sure to do so, weakening its deteriorating 
credit rating and so its ability to borrow in- 
ternationally at what are by Japanese stan- 
dards cheap rates in the markets. 

The collapse of the regional federations 
might even trigger a run on the local co-op- 
eratives as farmers decide that the Y70 tril- 
lion of deposits they have parked in the sys- 
tem has not been invested with sufficient 
wisdom. Since most of the money Norin- 
chukin extends to other big banks ulti- 
mately belongs to these farmers, that, says 
Brian Waterhouse of Hsec, a British bank, 
would provoke "a real banking crisis". 

. 





South Africa 


A cold, but not flu 


JOHANNESBURG 


HE challenge for South Africa is to reas- 

sure jittery investors that not all emerg- 
ing markets are dangerous, unstable places 
in which your money can disappear in a 
flash. The roots of South Africa's recent eco- 
nomic woes lie largely beyond the govern- 
ment's control. It is not South Africa's fault 
that East Asian economies are in trouble, 
nor that so many other African countries 
are at war—although South Africa's calam- 
itous invasion of Lesotho will not help. But 
grim headlines from other parts of the 
world impel international fund managers 
to reduce their exposure to developing 
countries in general. Since it is relatively 
easy to pull money out of South Africa, that 
is what they do. This hurts; yet the country 
is not, as some doomsayers predict, on the 
verge of a Russian-style collapse. 

The Johannesburg stock exchange has 
lost almost 4096 of its market capitalisation 
since mid-April. A bungee-jumping cur- 
rency—the rand lost 23% of its value be- 
tween the beginning of May and the end of 
August, before a sharp bounce last week— 
has played havoc with business confi- 
dence. And despite the rand's weakness, 
South Africa has seen a slump in exports 
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and its trade deficit widened to almost - 
3 billion rand ($468) in August. Some poli- 
ticians are wondering aloud whether capi- 
tal controls might be in order... a. 

Inflation, 7.6% in August, is expected to. 
jump, perhaps to 10% by the end of the year. 


To stop prices from running amok the _ 


South African Reserve Bank (the central 
bank) has raised the prime overdraft rate 
from 18.25% in June to more than 25%. That 
has dashed hopes that robust growth might - : 
ease unemployment. The economy will be. 
lucky to grow by 0.5% this year; Deutsche. © 
Morgan Grenfell, an investment bank, pre- 
dicts a recession. Joblessness stands some- 
where between a quarter and two-fifths of 
would-be workers, depending on whose: 
figures you believe. 
Debtors are aching. South Africans save 
little, and love buying status symbols on... 
credit. The average household's debt is : 
about 70% of disposable income. The town- 


ship middle classes put themselves in hock. `> 


to buy cars more expensive than their 
houses. Even relatively poor folk will bor- 
row several months’ wages to pay for a big 
party at a family funeral—essential, it is be- 
lieved, to help the departed spirit rest in 
peace. With higher interest rates, the cost of 
servicing a typical household's debt has 
risen, from 13% of disposable income a year 
ago, to around 20% today. 

Investors who shun South Africa cite _ 
two big reasons: an inflexible labour mar- 
ket and fears of a financial crash. The first 
gripe is fair, the other less so. Aggressive 
unions make sure that their members’ pay 
increases outstrip productivity gains, fre- 
quently strike and sometimes grow violent: 
in July trade unionists burned down the . 
head office of Eskom, the state electricity 


firm. Recent labour laws could add to the. 


expense and hassle of hiring staff. 


David Roche of Independent Strategy,a = 


London-based consultancy, caused a stirin 
September by predicting that South Africa 
might be unable to meet its external-financ- 
ing requirements this year, which he put at 
$5.8 billion, or 6% of Gp», well above the 
country's foreign-exchange reserves. But the 
danger of a meltdown is probably slight. 
Local economists say that Mr Roche's esti- 
mates of both the current-account deficit 
and foreign debt-servicing needs are much 
too high, and that he grossly underesti- 
mated foreign direct investment. 

By most calculations, South Africa is no- 
where near the pickle that Thailand or Ma- 
laysia were in before their crashes. So for 
now, the government will grit its teeth, keep 
financial markets open, and hope that the 
resultant pain does not provoke unrest. 
Then, with luck, when they regain their 
confidence in emerging markets, investors 
will remember that South Africa never pan- 
icked and circled the wagons against those 
marauding speculators. 

a 
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When countries go bust 


Although the analogy can be taken too far, corporate bankruptcy does have 
lessons for countries in financial distress 


T IS universally accepted that well- 
functioning economies need. well-de- 
signed bankruptcy procedures. When ad- 
vising ex-communist or other emerging- 
market countries on how to reform their 
economies, western experts and govern- 
ments always highlight the need for clear 
rules about what happens if a firm goes 
broke—and in particular about the 
proper role of an outside agency, the 
bankruptcy court, in cleaning up the 
mess, The question of what should hap- 
pen ifa country goes bust is far more con- 
tentious. Many economists argue that 
there is no role in such a case for outsid- 
ers: creditors and defaulting borrowers 
are best left to sort things out for them- 
selves. This is the position of those who 
currently call for the imr to be abolished. 
The two cases, corporate and na- 
tional, are obviously different, but are 
they different enough to explain why 
what seems obvious for companies is so 
bitterly contested when it comes to gov- 
ernments? The answer is no. The facts that 


| justify rules and intervention in corpo- 


rate bankruptcy also justify rules and in- 
tervention in national bankruptcy. Or at 
least, given the enormous practical diffi- 
culties, they make it worth trying to adapt 
some of the same ideas. 

A bankruptcy procedure is a species of 
government intervention. The economic 
case in favour must therefore point to 
market failure of some kind. Sure enough, 
in a textbook-perfect world, though firms 
would still go bust, there would be no 
need for bankruptcy rules or for a court to 
enforce them. With clear property rights, 
and full and equal information on both 
sides, contracts could be redrawn to mu- 
tual satisfaction in the event of default. In 
the real world, this renegotiation will be 
long and enormously costly—because 
property rights may be in dispute, and be- 
cause debtors know more than creditors 
about their economic condition. 

Consider a firm that is solvent (its as- 
sets exceed its liabilities) but illiquid (it is 





short of cash and needs to borrow to pay 


its bills). Suppose lenders, unaware that 


the firm is solvent, are reluctant to extend 
new creditor roll over existing loans. The 
firm is faced with default. Each creditor 
now concentrates on seizing what value it 
can before the others do. The resulting 
“grab race” dismantles the company and 
raises far less than the assets’ true value as 
a going concern. 

The bankruptcy court avoids this. It 
forces the parties to co-ordinate their ac- 
tions.so that both sides, owners and credi- 
tors, end up better off. Its task is partly to 
uncover information, so that lenders 
know what is going on in the firm; and 
partly to compel creditors to act in their 
collective best interests, rather than try 
(vainly, as it will prove) to pursue their in- 
dividual advantage. Solvent but illiquid 
firms are reorganised, but stay in busi- 
ness. Yet a balance must be struck. The 
rules must not make it too easy for firms 
to get relief from their creditors. If that 
happened, lenders would be less willing 
to lend in the first place. 


Liquid hazard 

These basic ideas apply pretty well to 
countries as well as to firms. Indeed, in 
some ways they work even better. A coun- 
try may be illiquid, as when its short-term 
foreign debt exceeds its foreign-currency 
reserves. But it is hard to imagine a coun- 
try ever being “insolvent”, if a meaning 
can be given to the term in this context. 
The value ofa country’s assets, arguably, is 
the discounted stream of its future GDP; 
the value of its liabilities is its foreign 
debt. Even in the most heavily indebted 
countries, the second number is only a 
small fraction of the first. Of course, this 
says little about the capacity to service 
debt, since only a small part of Gpp can be 
given over to that—but the ability to ser- 
vice debt, you might argue, is a question 











of liquidity not solvency. 

As well as being “solvent”, countries 
in financial distress tend to have lots of 
different creditors—more than most 
firms, certainly. And the imbalance in in- 
formation between lenders and borrow- 
ers is often great. Both factors add to the 
co-ordination problem that bankruptcy 
rules are meant to address. On the face of 
it, all this makes a good case for some 
form of international bankruptcy regime. 

But there are several huge difficulties 
in moving from these basic principles to 
policy. Most obvious is the question of ju- 
risdiction. In the corporate case, a court 
has the power to knock all relevant heads 
together—and to punish those who refuse 
to co-operate. In the national case, this is 
not possible: no single jurisdiction covers 
all the creditors involved. 

In addition, the reorganisation that 
follows corporate bankruptcy usually 
both reshuffles the ownership and re- 
places the management. These are the 
main, crucial defences against the moral 
hazard that would otherwise arise from 
protecting owners from creditors. In the 
national case, creditors cannot be given a 
corresponding share in "ownership"; 
and although the rMr can tell the man- 
agement (the government) how to run 
things better, it cannot simply remove it 
and appoint a new one. l 

So the analogy cannot be pressed too 
far. Nonetheless, some of the architectural | 
reforms that will be discussed at this | 
weekend’s IMF meetings have an echoing | 

| 
| 


rationale in corporate-bankruptcy princi- 
ples. One is the idea of including sharing 
and majority-voting clauses in debt con- 
tracts; in the event of default, this would 
help creditors to act in their joint best in- | 
terests by weakening the bargaining- 
power of non-co-operators. Another is to 
allow the mmr, in appropriate and nar- 
rowly defined circumstances, to endorse 
a standstill of debt. service and repay- 
ment, analogous to the "stay" that most 
bankruptcy codes provide for. Less 
controversially, the mF could take on a 
bankruptcy court's functions as a pooler 
and disseminator of information. 

Asa blueprint for international finan- 
cial reform, corporate-bankruptcy rules 
may bea non-starter. But as a guide to ba- 
sic principles, they are quite a help. 
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Straining beliet 


SCIENCE AND TECHNOLOGY 


Mad-cow disease and its cousins in other animals—including people—still 
puzzle researchers. A new test has made the picture a little clearer 





T HAT is the difference between “pro- 
Y V tein" and “protean”? Nothing, ac- 
cording : to Stanley Prusiner, if the protein 
in question is a prion. Dr Prusiner, who 
works at the University of California, San 
Francisco, has championed the idea that a 
range of brain  disorders—including 
Creutzfeldt- Jakob disease (cjo) in man, bo- 
vine spongiform encephalopathy (BSE, or 
*mad-cow disease") in cattle, and scrapie in 
sheep—are caused by misshapen proteins 
called prions. These, the theory goes, trans- 
it disease from one organism to another 
e same way that viruses do. 
The prion hypothesis defied biological 
rthodoxy when Dr Prusiner advanced it in 
, because no genetic material (DNA or 
RNA) was involved in the infection. But he 
_has managed so thoroughly to persuade the 
scientific powers-that-be of its truth that he 
won last year’s Nobel prize for medicine. 
. Now; his research team has found evidence 
that helps to fill one of the remaining holes 
in the hypothesis—how a single species can 
suffer from several apparently different 
sorts of prion disease. At the same time, he 
has added to the armoury of tests available 
to those who study such diseases. 








Atwist in the tale 

The protein from which prions are formed 
(known, with startling originality, as prion 
protein) is found in almost all tissues in 
man and beast. In its “normal” form, it goes 
about important but still ill-defined busi- 
ness in cells. When bent out of shape, how- 
"ever, it can cause disease. 
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Shape is crucial to the function of all 
types of protein, but the body is normally 
able to tolerate a few abnormal protein 
molecules. What makes prion protein 
unique, according to the Prusiner model, is 
that misshapen molecules of it somehow 
cause well-formed ones to become mis- 
shapen too. That creates a chain-reaction 
that deforms much of the prion protein in 
an individual. These misshapen prions ac- 
cumulate in the brain (as well as in some 
other tissues, including spleen and possi- 
bly blood) This, in turn, causes widespread 
damage to the brain—and, ultimately, 
death. It also means that if a malformed 
prion passes from one individual to an- 
other, the disease can spread in the same 
way as a more traditional infection. In- 
deed, prions are so infectious that the re- 
cipient need not even be of the same spe- 
cies for the disease to take hold. 

This is all plausible and is now sup- 
ported by much experimental evidence. 
But it still does not explain how, given that 
there is only one sort of prion protein, sev- 
eral different types of prion disease can af- 
flict a single species. There are, for example, 
at least eight strains of scrapie, distinguish- 
able by their incubation periods and by the 
different areas of the brain that they dam- 
age. And in people, the “new variant" of 
CjD (known as nvcjp), which all available 
evidence ‘suggests is a human version of 
BSE, is palpably distinct from the disease 
that Creutzfeldt and Jakob first described. 

The idea most consistent with Dr 
Prusiner’s original hypothesis is that more 


than one malformation of the prion pro- 
tein is possible, and that the process by 

which a malformed protein subverts a 
healthy one is so finely tuned. that each 
malformation is copied faithfully along the 
chain of infection. The slight differences in 
shape of the resulting prions would alt 
their biochemistry enough to produce t 
distinct sets of symptoms that accom pe 
different strains. 

Anextraordinary hypothesis, you mig 
think. Buta paper just published in Natu: 
Medicine by a colleague of Dr Prusiner, 
Safar, and his team adds yet more weight: 
the evidence that it is true. 

Dr Safar’s shape-detector is an anti- 
body. Antibodies are proteins that are 
quisitely sensitive to shape (their role is to 
stick on to, and thus neutralise; tie “for- 
eign" molecules in viruses, bacteria and the 

like, and they do this by recognising the for- 
eigners’ shapes). Even slight changes in. the 
shape of a protein may affect how well a | 
particular antibody sticks to it. Dr Safars 
antibody attaches itself strongly to normal, 
healthy prion protein, but seems to bind 
with variable strength to different disease 
causing prions. The differences are enough: 
to distinguish eight strains of prion in ham- 
sters—a favourite experimental animal for 
prion researchers. 

Dr Safar and his team now hope to ex- 
tend the test to prions in other species, and 
specifically to the one that causes BSE and 
nvCjb. At the moment there are two strain- 
sensitive tests for this prion. ie perfected 
by Moira Bruce and her colleagues at the 
Institute for Animal Health in Edinburgh, 
depends on infecting mice with prae and 
observing what happens. But a single test 
involves many mice and many months of 
hard work, and the process costs £30,000 
($50,000) per cow (or human) tested. 

The second test, developed by John Col- 
linge and his team at Imperial College, Lon- 
don, is done in a test tube. It relies on the 
ability of a particular enzyme to chop 
prions into different-sized bits depending 










































on their strain: These bits are easily de- 
tected, and provide a-molecular signature 
by which one prion. strain: can be com- 
pared to another. As an added flourish, Dr 
Collinge also compares the pattern of glu- 
cose molecules hanging on to proteins of 
different strains. (In nature, such molecular 
hangers-on help a protein to do its job.) 
These procedures can be done in a day or 
$0, but are not yet sensitive enough to detect 
very low levels of prions that might be 
found in, say, blood samples. 

Dr Safar, however, has found a way to 
improve his method's sensitivity by isolat- 
ing the prions with a substance called so- 
dium phosphotungstate before the test is 
carried out. The same trick could be ap- 
plied to the other tests too. 

Even so, the most puzzling (and funda- 
mental) question remains: How are mal- 
formed prion proteins able to subvert their 
healthy brothers and sisters? Indeed, Dr Sa- 
fars test complicates the puzzle further by 





^ confirming that a number of slightly differ- 


ent. molecular perversions can be copied 
faithfully in this one protein, when none of 
the other 100,000 or so proteins in the body 
shows the slightest tendency to behave like- 
wise. For the person who solves this prob- 
lem, another Nobel prize surely awaits. 

d 





Russian science 


What price 
neutrinos? 


P THE river from the Russian town of 

Baksan, in the Caucasus mountains, is 
a tiny village called Neutrino. It is named 
after an elusive subatomic particle pro- 
duced in nuclear reactions of the type that 
power the sun--and the reason the village 
is there at all is because 1,500 metres (about 





5,000 feet) below it lies buried one of th 
world’s half a dozen working solar neu 
trino detectors. 

The detector is the result of an interna 
tional collaboration called the Soviet-Am 
erican Gallium Experiment, or sAGE (na 
one can quite bring themselves to updat 
the name to RAGE), which has been run 
ning since 1990. But it may not run muct 
longer. For, as its name suggests, the heart o 
the detector is a metal called gallium-—6c 
tonnes or, perhaps more pertinently 
$30m-worth of the stuff. And in today's Rus 
sia, anything worth that much money is lia 
ble to vanish unless it is nailed down. 

Gallium is particularly difficult to nai: 
down, because it is almost liquid at room 
temperature (it melts at 30°C). Sure enough. 
scientists taking an inventory in 1994 no 
ticed that sace’s gallium was disappearing. 
It transpired that two laboratory techni- 
cians had been tucking occasional canis 
ters of the metal in the boot of their cai 





i 
| HE genetic molecule, DNA, is fam- 
| ously curly. In addition to its well- 
| known habit of winding itself up in a 
| double helix, it also has twists and kinks 
| on a larger scale, rather like an old tele- 
phone cord. The resulting molecular tan- 
| gle makes life difficult for scientists who 
| would like to study DNA directly under a 
| microscope, instead of deducing its struc- 
ture using laborious and indirect chemi- 
cal techniques. What they need is a way to 
straighten out the main twists in the mol- 
ecule—in effect, a comb. Thanks to the 
work of Aaron Bensimon and his col- 
leagues at the Pasteur Institute in Paris, 
they now have one. 

The principle behind Dr Bensimon's 
technique for molecular combing is dis- 
armingly simple. First, DNA molecules are 
dissolved in water. Then a chemically 
_ treated glass slide is dipped into the liq- 
| uid and slowly drawn out. The pretreat- 
ment causes the ends of the DNA mole- 
cules to stick to the glass. As a result, the 
receding surface of the water pulls the 
DNA into straight filaments on the glass 
plate, much as long hair is pulled down a 
swimmer's back as she emerges from a 
pool, The DNA is combed straight by the 
surface tension of the water, a force just 
powerful enough to overcome the mole- 
cule's natural springiness without rip- 
ping its anchored end from the glass. 

With the DNA stretched out, the dis- 
tance between fluorescent marker tags, 
previously fastened to the molecule, can 
| be accurately measured under a micro- 
| scope. By examining the spacing between 
these markers, normal and defective DNA 


Let's get this straight 





can be directly compared. When a dis- 
crepancy is found, it is immediately obvi- 
ous where in the defective molecule's ge- 
netic code it occurs, and whether it is due 
to an extra or a missing section. This 
means defects that are hard to spot using 
other DNA comparison methods can now 
be tracked down. 

In recent experiments carried out by 
Chiara Conti and other members of Dr 
Bensimon's team, molecular combing 
was used to identify a genetic defect re- 
sponsible for cancer of the kidney, which 
is notoriously difficult to diagnose in its 
early (and therefore treatable) stages. The 
researchers found that the section of ge- 


netic material associated with the cancer 
had expanded in a way previously linked 
to other cancers, including stomach can- 
cer. This result could lead to a new screen- 
ing technique that identifies people sús: 
ceptible to these diseases. 

Dr Bensimon also expects that molec- 
ular combing will come in handy for 
those mapping the human genome. It 
should help them to find out where sub- 
sequences of the human genetic code fit 
into the overall gene map. He is now set- 
ting up a company, Molecular Vision, to 
commercialise his technique. 

Molecular combing is not limited to 
DNA. Thierry Ondarcuhu and Christian 
Joachim of the CEMES/CNRS laboratory 
in Toulouse have been using it to make 
electrical connections with organic fibres 
orily a few atoms wide. Such fibres are 
hard to manipulate, let alone wire intoan 
electrical circuit. So the researchers took | 
advantage of the fibres’ tendency to an- | 
chor themselves at defects on a treated _ 
glass surface. A gold wire on the surface of | 
the glass provides just such a defect. The 
researchers were able to comb a single 
molecular fibre between two narrowly 
spaced gold wires, as an evaporating wa- 
ter drop receded across the gap between 
them. Although the fibre in question 
could not conduct electricity, the same 
technique should work with conductive 
molecules, which could serve as minute 
diodes and other circuit components. 

Whether molecular combing will 
prove a useful technique for integrating 
conventional and molecular electronics 
remains to be seen. But Dr Bensimon’s | 
work has certainly madethetaskofdisen- | 
tangling tiny molecular structures less | 
hair-raising than it used to be. | 
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vhen they went home at night. They had 
wribed a guard to gain access to the tank, 
ind little by little had managed to drain off 
wo tonnes of the stuff. It was never recov- 
‘red, and eight months’ worth of data had 
o be thrown away. 

Then in 1996 the Russian government 
‘onducted its own inventory. Bureaucrats 
n the ministry of fuel and energy discov- 
ed that the gallium was technically on 
oan from the state until the experiment 
vas over, and immediately (and unilat- 
rally) decreed that the experiment was, in- 
leed, over, even though it clearly was not. 
(hey decided to repossess the gallium—to 
‘aise money to pay miners’ salaries, they 
:laimed. To line their pockets, more like, 
srumbled the researchers. 

When businessmen from a newly 
srivatised metals factory duly turned up 
ind demanded the gallium, the scientists 
repelled them by casting doubt on their cre- 
Jentials. Then in March 1997 the scientists 
managed, with the help of a sympathetic 
deputy prime minister, Vladimir Fortov, to 
block the decree. But a fresh decree was is- 
sued soon afterwards by Alexey Bolshakov, 
then first deputy prime minister. Shortly af- 
terwards, however, he was reshuffled out of 
office and the legal status of his decree be- 
tame murky. 

In October last year, more conventional 
thieves returned. Six masked men with ma- 
chine guns took a forklift-truck driver hos- 
tage and ransacked the underground lab- 
oratory. But they fled without finding any 
gallium. Meanwhile, the government im- 
posed a $5m fine on the Institute for Nu- 
clear Research, which is in charge of the de- 
tector, for delaying the gallium’s return. 
Since the Institute’s annual budget is 
$0.5m, this looked like the end for SAGE. 

Instead, however, it provoked the Amer- 
icans to act. They managed, during a meet- 
ing in March between Al Gore, America’s 
vice-president, and Viktor Chernomyrdin, 
then Russia’s prime minister, to obtain Mr 
Chernomyrdin’s promises that SAGE was 
safe. The $5m fine was duly rescinded. Un- 
fortunately, Mr Chernomyrdin has since 
departed the political scene, leaving his 
promises in the same legal limbo as the pre- 
vious unenforced decrees. 

All of which leaves the American De- 
partment of Energy, which has been asked 
to renew its contribution to sAGE for the 
next eight years, in a rather awkward posi- 
tion. Scientifically, SAGE is vital. Only one 
other neutrino detector is as sensitive; and 
with particles as hard to detect as neutri- 
nos, two independent sets of results that 
agree with each other are far more valuable 
than a single set. 

One Russian science minister, Vladimir 
Bulgak, who might have been expected to 
help, instead preferred to side with the fuel 
ministry. Now he too has been reshuffled 
out of the job. Viadimir Gavrin, the Russian 
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head of sAGE, hopes, against the odds, that 
Mr Bulgak's replacement will be a neutrino 
enthusiast, not a career bureaucrat. But in 
these times of trouble, a minister prepared 
to defend scientists could prove as elusive 
as the neutrinos they are trying to detect. 





Semiconductors 


Silicon smarts 


B and computers are very differ- 
ent things. Brains consist of a trillion 
or so tiny elements, called neurons, which 
are individually dumb but collectively, 
thanks to the thousand trillion connec- 
tions between them, very powerful. Most 
computers, on the other hand, depend on a 
single, complex component—a micropro- 
cessor—to get things done. Even the most 
advanced supercomputers, with hundreds 
or even thousands of connected micropro- 
cessors, cannot match the compactness or 
connection density of the human brain. 
Two new chip-making techniques be- 
ing developed at Irvine Sensors Corpora- 
tion (Isc) in Costa Mesa, California, could 





be significant steps in the long-running 
effort to make more brain-like computers. 
Researchers at 1sc have found a way to pack 
silicon chips extremely tightly together 
and, better still, to make large numbers of 
connections between them. 

Their technique layers silicon chips on 
top of each other, cramming 50 chips into 
the space normally occupied by just one. 
This is done by grinding away the under- 
side of the silicon wafer on which the chip 
circuitry is built-a thick, non-functional 
platform that can be removed without af- 
fecting the chip's operation. The result is a 
paper-thin but fully functional chip, which 


can be stacked and bonded with other 
chips to form a single unit. The chips are 
wired together via connectors along their 
edges, and the whole sandwich is embed- 
ded in epoxy resin. 

This space-saving technique is already 
being used commercially in a four-layer 
memory chip that packs 128 megabits of 
data into an amazingly small one- 
centimetre-square package. Earlier this 
year, ISC won a $1.3m military contract 
from Boeing to build a wearable, voice-acti- 
vated computer the size ofa pack of cards. 

But while such stacking wizardry 
means computers can be smaller, it does 
not make them more brain-like. At present, 
the nearest approximation to a silicon 
brain involves making electronic circuits 
that behave like neurons, and connecting 
them up in small networks. Such "artificial 
neural networks" can be used for every- 
thing from image recognition to credit 
scoring, but their size and complexity—and 
so their deductive power—is limited. 

This is because it is only possible to fit a 
certain number of silicon neurons on to a 
single chip; and there is a limit to the num- 
ber of connections that can be made be- 
tween adjacent neural chips. Researchers 
would like to be able to build networks that 
are larger and more densely connected—in 
short, more brain-like. isc’s second technol- 
ogy should let them do this, by allowing di- 
rect vertical connections to be made any- 
whereon the adjoining surfaces of adjacent 
chips in a stack. 

To achieve this, half of a special compo- 
nent called a three-dimensional field-effect 
transistor, or 3DFET, is constructed at the 
site of each connection, as part of the usual 
chip-making process. When the chips are 
stacked, the two halves of each 3DFET fit to- 
gether, allowing signals to pass up and 
down from one chip to the other. A proto- 
type 3DFET, developed with financing from 
the us army’s ballistic missile defence orga- 
nisation, has already been made and 
tested. With new funding, isc hopes to 
make a chip-stack connected using 3DFETS 
within 18 months. 

After that, says 1sc’s chief technical offi- 
cer, John Carson, the long-term goal is to 
stack 1,000 neural chips in a single cube. 
This would involve thinning each chip 
down to less than the thickness of a human 
hair. Already, isc has produced a prototype 
that is almost this thin. 

If isc can squeeze a million silicon neu- 
rons on to each chip, and pack a thousand 
chips into a one-inch neural cube, the 
arithmetic starts to get interesting. A thou- 
sand such cubes, which could fit in a 
shoebox, would contain a trillion neurons, 
and a hundred trillion connections. That 
would still not match the connectivity of 
human grey matter. But it would be the 
most brain-like computer ever made. 
——dÀ—tÉá———————— ——Àllü 
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Canons of conflict 


“an sacred books be read as literature? This is not a question about Salman 
tushdie and the Koran but, surprisingly, about the English Bible 


YOR centuries, the interpretation of 
E. Christian scripture was a site of dispute, 
conflict and outright violence. The new 
'Pocket Canons"—brought out, in the great 
scottish Bible-publishing tradition, by an 
idinburgh company, Canongate—are no 
xception. On the face of it, these are 12 
itandard texts from the King James 
version of the Old and New Testa- 
nents published as handsome 
mini-paperbacks at £1 ($1.70) each. 
Nhat makes them stand out is that 
hey have prefaces by a scientist, a 
dishop and ten writers ranging 
Tom AS. Byatt to Blake Morrison. 
it is the prefaces that sparked the 
latest controversy. One Christian 
oookseller has resigned as distribu- 
tor of the series and a solicitor is al- 
réady threatening to sue the pub- 
lishers for blasphemy. 

“Such objections spring from a 
fundamentalist approach towards 
holy texts—fundamentalist in the 
sense of seeking to limit the read- 
ers’ responses to a set of doctrinally 
prescribed readings—which runs 
against the grain, not only of mod- 
ern critical theory but even of 
much modern theology. Attitudes 
to the Bible among the intellectual 
elite have changed so much in the 
past 150 years that the bookseller 
and the solicitor hold what now 
seems, theologically or philosophi- 
cally, a marginal view. 

Underlying their specific objec- 
tions to some of the introductions is a quar- 
rel with the Pocket Canons’ basic premise: 
that the Bible can be read as literature, and 
not simply as the word of God. That this 
new orthodoxy has been accepted, even 
within the established church, is clear 
when one reads the contribution of the 
Bishop of Edinburgh, who prefaces his re- 
marks on St Luke's gospel with a "health 
warning" about the dangers of interpreting 
religious texts. The bishop argues that, since 
language can never be identified with what 
it signifies, it is folly to think that God's will 
is waiting to be found in scripture. 
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The bishop's solution to this problem— 
which goes back to 19th-century thinkers 
such as Matthew Arnold—is to think of the 
Bible as poetry rather than dogma: as it can- 
not give you literal access to the divine, it is 
only as metaphor that it can satisfy a hu- 
man longing for the transcendental. This 





Querying Job satisfaction on the dung heap 


belief in the poetic value of the Bible is 
shared, in varying degrees of spirituality, by 
the other contributors to the series, despite 
the fact that they are mostly atheists. (A no- 
table exception is a bad boy, rock-star- 
turned novelist, Nick Cave, who expresses 
his Christian faith in touchingly uninhib- 
ited terms in his introduction to St Mark.) 
On the whole, the standard of critical 
writing is high and does what the best criti- 
cism ought to do, encouraging you to enjoy 
the beauty ofthe text in question while also 
appreciating its value. Doris Lessing's re- 
sponse to the heart-breaking rhythm of Ec- 


clesiastes is to argue, despite her own rejec- 
tion of religion, that "we are vey much 
poorer because the Bible is no longer a 
book to be found in every home, and heard 
every week.” 

The biologist Steven Rose—the non-be- 
lieving son of Orthodox Jews--gives a mov- 
ing account of Genesis. Rather than simply 
rejecting the creation myth on rationalist 
grounds, he finds in it symbols and meta- 
phors which reveal how much surprising 
continuity there has been in human think- 
ing about our origins. 


The Fall raises the puzzle of free will vs 


and determinism, a much-disputed issue 
among today's evolutionary biologists. Ba- 
bel raises the question of the universal-lan- 
guage instinct. And the image of God the 
divine potter creating Adam from 
clay, “the dust of the earth", echoes 
the use by scientists down the ages 


phors for explaining living pro- 
cesses—if Genesis were being writ- 
ten today, God would probably i 
breathe life into a computer. w 

The two introductions singled 
out by the outraged bookseller in 
his letter of resignation are by 
Louis de Bernières on Job and Will 
Self on Revelation. Despite Mr de 
Berniéres’s gentle demeanour, the 
bookseller regards him as “scurri- 
lous and irreverent” in his depic- 
tion of God as a “frivolous trick- 
ster". Yet it is hard to see how you 
can read Job without finding its 
characterisation of God worrying. 
It has never been easy to find a 
morally consistent reading, and 
Mr de Berniéres's critique, which 
hails Job as an existentialist hero, is 


Under attack, after all, is not the 
idea of divinity as such but a repre- 
sentation of God deriving from an 
ancient folktale which exists in Per- 
sian, Sumerian, Akkadian and 
Babylonian variants as well as in Hebrew. 
Will Self's piece is characteristically 
writerly, hovering ambivalently between 
pathos and cynicism. This former heroin 
addict takes us through the painful per- 
sonal history ofa friend who took too many 
drugs, lost his grip on reality, and, shortly 
before his death at 28 became obsessed 
with the numerological minutiae of the 
Book of Revelation with all its dark horrors 
and visionary frenzy. Mr Self calls it a "sick 
text", a "guignol of tedium". What was, in 
earlier centuries, revered by the wise and 
thesane, has become, in our post-apocalyp- 
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of technological artefacts as meta- > 


an intriguing modern solution, ` 
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tic age, food for a mind diseased. 

Anyone who finds Will Self’s critique of 
Revelation blasphemous must at least ac- 
cept that he recognises its power. Oddly 
enough, although Mr Self and the Christian 
bookseller would presumably place them- 
selves at opposite ends of the exegetical 
spectrum, their responses share an ances- 
tral root. Mr Self offers a highly person- 


alised reading, describing the text’s effect 
on his own and his friend’s lives. In doing 
so, he is—despite his own atheism—follow- 
ing a Protestant tradition of interpreting 
the Bible in an autobiographical light. You 
may take that as some sort of reconciliation 
of opposites or, more simply, as Mr Self’s 
acquittal of the author's task set him by a 
very imaginative publisher. 


—. 








Post-apartheid culture 


Laughing when it hurts 


JOHANNESBURG 


The often-heard claim that apartheid's end has left South Africa's novelists 
and playwrights with nothing to write about could not be more wrong 


PARTHEID both inspired and suffo- 
cated South African artists. On the one 
hand, there was no shortage of subject-mat- 
ter for novelists, playwrights and film mak- 
ers: township necklacings, police dogs 
trained to bite only blacks, lockable fridges 
to keep servants from stealing milk, and so 
harrowingly on. At the same time, politi- 
cally engaged artists were separated from a 
great part of their potential public by cen- 
sorship, intimidation and a school system 
designed to keep blacks semi-literate. 
Novels and memoirs by Rian Malan, 
Alan Paton, Bessie Head and the 1991 win- 
ner of the Nobel prize, Nadine Gordimer, 
won acclaim and a huge readership ab- 
road. But few of the people whose suf- 
ferings they documented could afford to 
buy their work, nor could many have un- 
derstood it even if it had been freely avail- 
able. Athol Fugard's plays stoked the indig- 
nation of middle-class liberal theatregoers 
but rarely reached the squatter camps. And 
many movie fans were discouraged from 
watching "Cry Freedom" by the security 
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forces' habit of bombing cinemas where it 
was playing. 

Against this grimly familiar back- 
ground, it was often said that, once apart- 
heid had ended, creative South Africans 
would find it hard to discover new themes. 
But that was to underestimate them. Some 
authors do continue to write about the past. 
"Country of My Skull" (Random House; 90 
rand), Antjie Krog's novel about the Truth 
Commission's probings into the old re- 
gime's atrocities, is perhaps the most suc- 
cessful example. Others are trying to make 
sense of the confusion that followed the 
rainbow revolution—and the results can be 
powerful and disturbing. 

Easily the most noticeable change is 
that the topic of political violence—the 
kind that once permeated almost every 
form of writing about South Africa—has 
been replaced by the theme of criminal vio- 
lence—the random kind that now affects 
all, or virtually all, South Africans. Blood- 
shed once confined to black townships and 
routinely ignored by muzzled newspapers 


and television has spread to rich white sul 
urbs. Excessively medical descriptions ¢ 
botched armed burglaries now fill the pi 
pers, the television news and neighbou 
hood circulars urging householders to sen 
their maids to crime-awareness classes. 

The new South Africa offers abundar 
scope for the type of fiction that will d 
nothing to help the tourist trade. A magnif 
cent example is Nadine Gordimers ney 
book, “The House Gun” (Farrar, Strau: 
$24), which examines the country's ruinou 
gun culture. Ms Gordimer imagines the to: 
ments of a wealthy white couple whos 
mild 20-something son, Duncan, commit 
murder. The old theme, race, is ever presen 
in the background. Mother and father spec 
ulate agonisingly about whether a black de 
fence lawyer will have enough experienc 
to handle the case, and how his colour wi 
influence a judge whose prejudices they d: 
not know. 

But the main drama is about individ 
uals, not politics. The trial hinges on th 
young man’s state of mind when he pulle 
the trigger. Was it a premeditated act of re 
venge on a former gay lover who dumpe 
him and then casually coupled with hi 
girlfriend? Or was Duncan driven tempc 
rarily into shock by the sight of the two o 
them rutting on the sofa ofa communal liv 
ing room, without even bothering to clos 
the door? The reader is never quite sure. Bu 
one thing is clear: if guns were not so omni 
present, "[pJart of the furnishings in home: 
carried in pockets along with car keys, ever 
in the bags of schoolchildren,” rage wouk 
not lead so easily to calamity. 

South African films are also changin; 
with the times. The most exciting recent of 
fering is about female gangsters. “The Sex 
Girls”, written and directed by Russel 
Thompson, takes a slick, comic and amora 
look at revenge-killings in the Cape Flats 
the crime-wracked area outside Cape Towr 
that exploded on to the world's televisior 
screens in 1996, when a group of Muslim 
vigilantes burned a drug lord to death ir 
front of news cameras. The humour is pro 
vided by throwing Milo, a middle-clas: 
white man with a mid-life crisis, in am 
ongst the Sexy Girls, a gang of cussing, strut 
ting, gun-toting coloured women with thei! 
allegiance tattooed on their hands. The twc 
worlds would not normally meet socially 
so Mr Thompson has the Sexy Girls inad- 
vertently save Milo's life by hijacking his 
car while he is quietly inside it trying tc 
commit suicide. 

Reasonably enough, the girls argue that 
since Milo wants to die anyway, he may as 
well help them kill Kirby, a shaven-headed 
thug who has tried to rape one of the girls 
out of revenge for the embarrassment of 
losing to her in a pool game. Milo demurs, 
on the ground that he is not a killer. But 
then Kirby rapes him as well, and he 
changes his mind. Amid the mayhem that 
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ollows, Milo. finds reasons for staying 
live: an enjoyably disquieting romp. 

At the Market Theatre in downtown 
ohannesburg, where Athol Fugard's pro- 
est pieces used to run, the most gripping of 
his year’s repertoire was “Not With My 
zun”; anew play by Aubrey Sekhabi and 
Apumelelo Grootboom. A member of the 
iew class of impoverished Afrikaners is 
aught burgling a newly prosperous black 
iome. The owner and his friends have to 
lecide what to do with the thief. 
^. As the title (which is short for “shoot 
iim if you like, but not with my gun") sug- 
‘ests, there is no shortage of action. But the 
playwrights take the time to establish char- 
icters that you care about, so the final con- 
rontation is especially distressing. The 
our black male protagonists have lived 
hrough oppression and narrowly avoided 
secoming embroiled in gangsterism. Jake, 
i man once “hunted by the police [so often] 
fou would think he was an activist", has re- 
ormed, become a teacher and is getting 
married the next day. He rhapsodises at the 
oy this has brought his mother: “She 
itarted right away, making me a suit—with- 


out a doubt the best suit Pil ever wear. One 
could see from her look that her worst fears, 
that I'd die or rot in prison, were all gone; 
all replaced by pride, pride in a son.” 

When Jake finds that the burglar has 
taken this wedding suit and apparently lost 
it, he reverts to the savagery of his gang 
days: he threatens to *burn [his] balls until 
they become as black as mine". In an in- 
triguing twist, the only one of the group to 
counsel mercy is Khala, a firebrand who 
hates whites, believes that apartheid never 
ended and predicts an imminent race war 
in South Africa. Faced with a flesh-and- 
blood white man in trouble, however, his 
natural generosity of spirit overcomes his 
vicious politics. 

The fact that half the audience laughed 
at the torture scenes only reinforced the au- 
thors message, namely that too many 
South Africans are inured to brutality. 
Sadly, attendance was lower than the play 
deserved. Since apartheid's unjust security 
system crumbled, many theatre-lovers are 
afraid to visit downtown Johannesburg af- 
ter dark. 


E 
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Rare-book auctions ped 


Seller beware | 


pre your library up forsale can be 
a risky business, as V.S. Naipaul recently 
discovered. After he cleared out a lifelong 
accumulation of books, some turned up in. 
a book dealers catalogue. One, by Paul 
Theroux, had been inscribed to the Trini 
dad-born writer by the author, who wasan 


old friend. This gave it a certain cachet, not... 


to mention value. "Near fine in a very good. 


dust jacket... $1,500.” That was the end of ~ 


that friendship. Mr Theroux wrote a vicious 
article about V.S. Naipaul in the New 
Yorker, and will further dissect the collapse 
of their relationship in a forthcoming book. . 
Peter Hopkirk, an English historical 
writer, hopes to avoid the Naipaul-Theroux 
problem when he sells his remarkable li- 
brary at Sotheby's in a two-day sale on Oc > 
tober 13th-14th. Although he is selling a col: 
lection of more than 3,000 rare titles— 
including many of the classic travel works 
about the Balkans, the Middle East and 








the case against capitalism 


johnson is on a 


one-columnist cam- 


John paign, and this, liter- 
J^ ally—in the exact mean- 


ing of that word—is the start of it: a cam- 


` paign against capital letters. true, he is 
< inspired by the keyboard of his pc, which 
at the touch of an inadvertent finger 
'.spews capitals all over the screen, and 


_ keeps on spewing them until johnson, no 
-touch-typist he, looks up and notices. 


_other writers may be smarter. but, frankly, 


= who needs the things? 


not that capitals are a new invention. 


© true, the hieroglyphs of ancient egypt had 


“none, nor the cuneiform of babylon. san- 


|^ skrit uses none. nor did or does hebrew. 





E ‘butboth greeks and romans had and used 
«them much as we do. not always, how- 


"ever. most ancient greek papyri are writ- 
‘ten entirely in lower-case. in contrast— 
perhaps because capital letters were eas- 
‘jer to carve, having more straight lines— 
most inscriptions use these, though often 


|: of uniform height throughout; so, maybe 


for the same reason, do some ancient 
stones in english churchyards (whereas 
later ones make distinctions of height at 
least, if not of letter-form too). 
among the languages and scripts stil! 
.. in use, some, if they choose, can invent 
magnificent capital letters, much as the 
»egyptians enclosed the hieroglyphic 
^names of kings in cartouches, or as a 


firman from the old ottoman court may 


display an ornate imperial cipher the size 
of a soup plate. but few scripts or lan- 
guages actually insist on capitals. com- 
pared with much ofthe world, we users of 
the roman script—and the russians and 
the modern greeks—are a bunch of mugs. 





chinese and japanese, of course, employ 
no capitals. one can say that is because 
they have no choice. but they do not seem 
to feel the lack, do they? they make no 
equivalent distinction in the use of their 
ideograms (or the japanese kana sylla- 
bles). among alphabetic scripts, do arabic 
or persian or urdu use capitals? do am- 


i 
haric, coptic, or armenian? no. ; | i 
india has seven major alphabets of its | 
own: one each for the four southern lan- > 
guages, three, closely allied, for the 
north—gujarati, bengali and the deva- |. 
nagari script used for hindi and similar | 
tongues. sri lanka has a private script for - | 3 
its sinhalese, thailand one for its lans | 
guage. one or two of these nine scripts can | 
use capitals; not one insists on them. i 
none of us mugs can escape our greco- 
roman heritage, or the influence of those 
medieval copyists determined to im- 
prove on the word of God (or St Jerome) 
with their own glorious lettering and illus 
mination. but even among the mugs, 
some are dumber than others. 1 
asa rule, the wise french putallbutthe |. > 
first letter of a title—book, film or orga- 
nisation—in lower-case, as also adjectives. 
of nationality, albeit not the country or its 
citizens. so, while londoners are watching 
farces like (ouch) *No Sex Please, We're 
British", the french write tomes called "Le 
défi américain". other romance lan-: 
guages do much the same as ftench. so do ~ 
the nordic ones. but dutch usage is much 
like english. and to cap all--as we hacks 
would put it—the germans do just that to 
every noun in sight, and not even the re- 
cent, bossy reform of their language dared 
stop them. no wonder that, to the scha- 
denfreude of others, they suffer so much 
Angst. 
has johnson convinced you? no? so be 
it. Back he goes to his shift-key, and blame 
only yourself if thE REST OF HIS ARTI- 
CLE READS Like this. 
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Central Asia which he has built up over 
more than 40 years—Mr Hopkirk has de- 
cided not to include books with a personal 
dedication. 

Having spent much ofhis life as a news- 
paper reporter, enduring arrest in Havana 
and a hijacking out of Beirut, Mr Hopkirk 
published his first book in 1980. “Foreign 
Devils on the Silk Road” told the story of the 
turn-ofthe-century search for the lost cities 
and buried treasure of Chinese Central 
Asia. A well-paced work with cliffhanger 
chapter endings and a gripping plot, it es- 
tablished his name in a genre mixing 
travel, exploration and imperial adventure. 
He has followed it with five more books, 
the best known being the hugely popular 
“The Great Game—On Secret Service in 
High Asia”, which contains enough terrify- 
ing escapades to satisfy the most avid arm- 
chair traveller. 

The past 100 years were not the great 
century of exploration. But they were a 
great time to collect books about travel and 
exploring. Mr Hopkirk’s collection follows 
a tradition established by, among others, a 
Lebanese diplomat and  francophile, 
Camille Aboussouan, and by an American 
bibliophile, Henry Myron Blackmer, 
whose particular passions were Turkey and 
ancient Greece. 

A retiring man who avoids interviews, 
Mr Hopkirk describes book-collecting as a 
"disease" and a "virus" that overtakes him 
whenever he sees a second-hand or anti- 
quarian bookshop. Although he bought 
many of his more valuable works at high 
cost from specialists, others he obtained at 
knockdown prices, especially during the 
1960s when there were unspotted bargains. 
Mr Hopkirk has picked up unusual vol- 
umes in Istanbul, Jerusalem, New Delhi, 
Cairo, Athens and Beirut. But he believes 
his best books tend to have been found in 
Britain, since the slightly damp climate is 
ideal for conservation. 

Many of the books going on sale have 
an unusual provenance, and some of his 
favourites have a link to the author, such as 
the plant-hunter Frank Kingdon-Ward's 
own annotated saddlebag copy of "The 
Land of the Blue Poppy" which Mr 
Hopkirk bought for next to nothing in Lon- 
don's Portobello Road. 

There are also letters from Kingdon- 
Ward to the spy and explorer, F.M. Bailey, 
and even Bailey linen-backed folding 
map of the Himalayas and Central Asia 
which he used during his journeys. Then 
there is Robert Byron's copy of Major C.E. 
Yates's "Northern Afghanistan", which he 
took with him while doing the legwork for 
his classic book, “The Road to Oxiana". 

The sale also includes some extremely 
rare items, such as a mimeographed book 
produced by a missionary in Urumchi in 
Xinjiang, western China, in the early part of 
this century, and what may well be the first 
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printed book in Kurdish. 

One consequence of the sale will be an 
unexpected influx ofcash. Like a hero out of 
one of his own books, Mr Hopkirk intends 
to use some ofthe profits to head east. “Iam 
thinking of buying an old property in Baku 
or Tashkent,” he says, “and getting local 
craftsmen to restore it. | am quite tempted 
by the idea of living for six months of each 
year in one of those wooden houses you 
find along the banks of the Bosporus.” 





New Polish writers 


Unhistorical 
materialism 


WARSAW 


HE year 1981 was a truly bleak moment 

in Poland’s communist history, a time 
of martial law when renowned poets such 
as the late Zbigniew Herbert (1924-98) 
wrote monumental verses to a nation sup- 
pressed. But Olga Tokarczuk was a young 
Warsaw psychology student in love, her 
heart skipping too quickly 
to dwell for long on tanks 
and ration-coupons. 

"Poles tend to overval- 
ue history. Everything's 
seen in the context of Soli- 
darity or martial law. More 
important are ordinary 
lives, on which history en- 
croaches but doesn't dom- 
inate,” says the shorn 36- 
year-old novelist, puffing 
on Marlboro Lights in a 
Warsaw café, “We're a new 
generation with other sen- 
sitivities. 1989 was medi- 
cine for us. At last we've a 
chance to break free from 
history, struggles for inde- 
pendence, national upris- 
ings and so on." 

In the three novels and 
set of short stories which 
Ms Tokarczuk has penned since 1993, his- 
tory is a painted back-drop to the urgent 
minutiae of life and nature. Neither surg- 
ing patriotism nor a recognisably Catholic 
God have much place in her books, which 
stress the personal more than the political. 

Ms Tokarczuk was born to a Ukrainian 
father and a Polish mother in the reclaimed 
territories of western Poland, annexed to 
the country by Stalin at the Potsdam Con- 
ference. While her parents were wary of 
putting down roots for fear the Germans 
would soon be back again to reclaim their 
homes, the author feels a deep attachment 
to this uncared-for corner of the continent 
which continues to be her muse. 

Reclusive by instinct and no fan of 





Post-national Olga 


modern urban life, despite critical an 
commercial success, she lives with her hu: 
band and 12-year-old son in a tiny hamle 
of old German cottages in a paradisaicz 
valley in the Sudeten hills, close to th 
Czech border: "It's a special place in th 
very heart of Europe, where countless influ 
ences have met, whether Protestant, Cathc 
lic or Jewish." Be it the German street sign 
that rear themselves from behind the crum 
bling plaster in Wroclaw, once Germai 
Breslau, the spooky fork engraved with ; 
swastika she found in a cupboard at home 
or just the general air of decay, M 
Tokarczuk has never quite lost the sense o 
living and wandering between the residua 
traces and spirits ofa lost civilisation. 

Her second novel, “E.E.”, which tells th 
story of Erna Eltzner, a pre-pubescent me 
dium born to a German-Polish family ir 
turn-of-the-century Breslau, was her owr 
personal exercise in spiritual archaeology 
A new, forthcoming novel, “Day Home 
Night Home”, will tell the story of her Sude 
ten village down the centuries through thi 
voices of characters that, she hopes, wil 
transcend their times. 

Yet it is on the distinctly Polish region o 
Kielecczyzna, her mother’: 
family home and her owr 
childhood holiday spot 
that Ms Tokarczuk drew 
for her most successfu 
novel so far, “Timesville 
and Other Ages", a bool 
translated across continen. 
tal Europe. It recounts the 
hard passage of an imagi- 
nary village through a cen. 
tury of conflict, distant 
coups and decay. 

Centre-stage, however. 
are the village's colourful 
characters: an aristocrat 
who withdraws from life tc 
play a rabbi's fantastical 
board game promising an- 
swers to life's great ques- 
tions; a dog-loving mad- 
woman pursued by the 
moon; a Soviet soldier who 
seeks sexual relief among forest beasts; a 
priest who wishes to tame a frog-infested 
river. Overlooking all is a vain selfish God 
who has become thoroughly bored with 
mankind and who must play second fiddle 
in Ms Tokarczuk's pantheistic world to ma- 
terial things: a sprawling mushroom root 
which links all matter together ora wooden 
coffee-grinder with which a young girl 
mills out time. 

“I wanted to show people are so 
wrapped up in themselves that they think 
they govern reality," explains the author. 
“Maybe we're mistaken.” Ms Tokarczuk 
may not be interested in history. But she is 
not afraid of big themes. 
——————————— 
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Yang Shangkun 


N CHINESE mythology, the 

eight Immortals were born 
human but now live on Penglai 
Shan, an island paradise some- 
where east of China. They can 
walk on water, a useful trick 
should they wish to visit the 
mainland. The Communists 
liked the idea and picked their 
own eight Immortals. Mao 
Zedong is one, obviously; Deng 
Xiaoping is another. Yang 
Shangkun is almost the last to 
leave for paradise. 

Mr Yang and the others 
joined the fledgling Communist 
Party in the 1920s, and survived 
the rigours of the Long March in 
the mid-1930s. The march was 
actually a retreat from the Na- 
tionalist forces of Chiang Kai- 
| shek, but, like the British army's 
escape from Dunkirk in the 
early days of the second world 
war, it is celebrated as some- 
thing of a miraculous victory. 
The few who did make it, and 
survived the battles against Ja- 
pan and the Nationalists, were 
in line for powerful jobs in the 
Communist government that 
took power in October 1949. 

Anyone who outlived the 
subsequent purges of Mao and 
his acolytes must have thought 
themselves endowed with 
heaven-sent stamina. Mr Yang 
spent 12 years in prison accused 
of counter-revolution. 

The survivors bounced back with Deng, who took power in 
late 1978. He set out to restore the party's reputation by urging 
economic development and rehabilitating senior victims of the 
purges. From then on, the Immortals, by now ancient, made up 
for lost time. They poked their noses into everything. Mr Yang 
was a staunch ally of Deng the reformer, first in Guangdong, 
where economic experiments began, and then in charge of the 
modernisation of the People’s Liberation Army. As secretary- 
general of the Central Military Commission (a post he had first 
held three decades earlier), he forced the military to abandon its 
archaic role as a politicised revolutionary force, to become a 
modern fighting body. He cut the army by 1m, and in the process 
dismissed many political commissars (and their dancing girls). 


The Tiananmen decision 
But in pursuing their divine right to meddle in China’s future, 
the elders clashed with a younger generation of technocrats. 
They did not trust the youngsters (in their 60s and 70s) to push 
through economic reforms without destroying the authority of 
the party. The elders became the guardians not just of economic 
reforms, but of the party’s absolute power. 

Deng was aware of the problem. After 1987 he set out to kick 
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Yang Shangkun, a Chinese “immortal”, 
died on September 14th, aged 91 


dent. For an ambitious geriatric, | 
the largely ceremonial job might 
have seemed a humiliation. But 
he still sat on the military com- 
mission. During the student 
demonstrations in favour of de- 
mocracy in Tiananmen Square 
in the summer of 1989, he per- 
suaded China's dithering lead- 
ers to use force against the pro- 
testers. Mr Yang told them that, 
unless they did, “the last stone 
in the dam" would collapse. The 
army moved against the stu- 
dents, and the party's hold on 
power remained unthreatened. 
Deng was deeply grateful. 

In the Tiananmen crack- 
down Mr Yang was supported 
by Yang Baibing, his younger 
half-brother (or adopted rela- 
tion, no one is quite sure), who 
had risen in the army as a result 
of family influence. After the 
crackdown, and stuffed with a 
sense of righteousness, the 
“Yang family generals", as they 
came to be known, conducted 
something ofa witch-hunt, oust- 
ing officers suspected of ques- | 
tioning the use of force. They 
packed the top echelons of the 
military with their own men. It 
became clear that Yang 
Shangkun, in vigorous health 
for his age, fancied the idea of 
becoming China’s paramount 
leader after Deng’s death. 

All this was too much for 
Jiang Zemin, the rising star in the party, and eventually for Deng 
himself. In 1992 the Yangs were sacked from their military posts. 
Mr Yang retired from the state presidency the following year. 

China’s purges rarely match Soviet ones for brutality. The 
friendship between Deng Xiaoping and Yang Shangkun went 
back over half a century. Mr Yang remained a staunch advocate 
of Deng-style reforms. In retirement, he had a habit of popping 
up, particularly in booming Guangdong province, on unan- 
nounced "inspection" tours. This year, in what must be a first for 
the Immortals, he suddenly appeared in Hong Kong, where the 
chiefexecutive entertained him rather surreptitiously at Govern- 
ment House. 

Mr Yang’s request for a simple burial was ignored. Jiang 
Zemin and the new generation of Chinese leaders owe him 
much, for all that he has been a nuisance. Probably Mr Jiang 
would not be boss of China had Mr Yang not argued for military 
force against the students, which, as the official obituary puts it, 
“maintained China's independence, dignity, security and sta- 
bility". Even on his deathbed it seems he had his uses for the 
government fighting this summer's floods. Mr Yang, if official 
reports are to be believed, “smiled with relief" when Mr Jiang 
assured him that the party had dealt effectively with the, no 


the Immortals upstairs. In 1988 Mr Yang was made state presi- doubt counter-revolutionary, waters. 
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WORLD CLASS 
The University of Amsterdam 
(The Netherlands) is offering 
a world class one-year Master 
Program in International 
Finance, developed in 
cooperation with leading international financial 
institutions and international 
banking, corporate finance, risk management and 
financial markets. This highly 
innovative and prestigious program combines 
professional and academic excellence, granting 
participants direct access to financial skills not 
easily acquired elsewhere. 


focusing on 


emerging 


INTERNATIONAL PROGRAM & FACULTY 
The Master in International Finance is taught in 
English by an internationally diverse and 
renowned Faculty. Visiting professors and 
professionals from leading international financial 
institutions play an active role in the curriculum. 
The Master in International Finance offers 
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specialized training and practical experience. 
The courses combine theory with practical cases 
and exercises, usually in a team setting. 


MATHEMATICAL FINANCE 

A newly developed track in Mathematical 
Finance allows our students to acquire advanced 
skills in financial engineering. Students following 
this track will may chose to specialise in the 
development and trade of complex financial 
instruments, risk management, and asset & 
liability management. This specialised track aims 
to develop skilled financial engineers who can be 
easility integrated into finance and banking 
operations in an international environment. 





FELLOWSHIPS 
Participants are expected to 
have clear ambition and 
potential to work in the 
International Finance field. 
A limited number of 
fellowships will be offered on a competitive 
basis. If you are interested in excellent training 
and a career in International Finance, we shall be 
pleased to send you the information brochure 
and an application form. The application 
deadline is June Ist, 1999, 


INFORMATION 
Master Program in International Finance 
Attn: Mr. Wichard Bieze 
Roetersstraat 11 
1018 WB Amsterdam, The Netherlands 
Tel +31-20-525.4764 
Fax +31-20-525.4333 
Email mif@fee.uva.nl 
Internet: bttp://www.fee.uva.nl/mif 
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Equity Derivatives: 





Pricing and Applications 


November 9-10, 
New York City 


Stock values can change in the 
blink of an eye. Underestimate 
their volatility and get burned. At 
the Stern Executive Development 
Program we dissect equity 
derivatives down to their most 
fundamental characteristics so 
you can gather optimal returns. 


Professors Menachem Brenner, 
Steve Figlewski, Georges 
Courtadon from Morgan Stanley 
and Emanuel Derman of 
Goldman Sachs put you on the 
cutting edge. Theory is 

turned into practice as you learn 
to apply empirical research 

to practical problems in uses, 
strategies and pricing 

of equities options, volatility 
estimation and value at risk. 


NMOL 
STERN 
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Let us teach you equity 
derivatives, so you don’t 
learn the hard way. 


Upcoming courses in The 
Salomon Center Frontiers In 
Finance Series: 


Managing Credit Risk: 
The Next Great Financial 
Challenge, Dec. 2-3 


Active Trading: 
Exploiting Asset Pricing 
Anomalies, Dec. 7-8 


To receive detailed course 
descriptions and to register: 
call 1.888.NYU.EXEC 

fax 212.995.4502 
exec-dev@stern.nyu.edu 
www.stern.nyu.edu/executive 


EXECUTIVE 


DEVELOPMENT 
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NEW YORK 


Take Charge of Your Future! INSTITUTE 
OF FINANCE 


1999 Spring & Summer Schedule 


Programs run worldwide 
on the following topics: 


CAPITAL MARKETS 
CORPORATE FINANCE 
DERIVATIVES 
FINANCIAL MODELING 
FINANCIAL RESTRUCTURING 
FOREIGN EXCHANGE 
FUTURES & OPTIONS 
INTERNATIONAL ACCOUNTING STANDARDS 
INTERNATIONAL FINANCIAL LAW 
INVESTMENT BANKING 
MERGERS & ACQUISITIONS 
PORTFOLIO MANAGEMENT 
PROJECT FINANCE 
RISK MANAGEMENT 
SECURITIES ANALYSIS 
TECHNICAL ANALYSIS 
TREASURY MANAGEMENT 
VALUE-AT-RISK 


dhh- dubi 




















Your Direct Line to Success. Fax: 


























> NAME: TITLE: 
FIRM: Send me information now on: 
] (J Seminars in Frankfurt 
ADDRESS: i 
LL] Seminars in Boston, 
San Francisco, Washington, D.C. 
POSTAL/ZIP CODE: COUNTRY: TI Seminars in Asia 
TELEPHONE: FAX: (J Books/Self-study/CBT 

















E-MAIL: 





BXIAD 


The world's leading financial education institution since 1922. 





www.nyif.com 


New York © Boston © San Francisco * Washington, D.C. * Singapore * Hong Kong * Frankfurt 
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The most inspiring 
international careers develop 
within the Agri-Food industry 


We hate 
to admit it, but 
The Laughing Cow 
did not graduate 
from ESSEC 
with an MBA 
in International 
Agri-Food Management 


ESSEC's research expertise in Agri-Food Management and long- 
standing partnerships with major multi-national food and retail 
companies, have led us to design this unique MBA program. 
ESSEC's MBA will provide you with the complex international 
background and managerial training you need to accomplish 
such success stories as that of the 75 year old 
"La Vache Qui Rit"/ The Laughing Cow. 


A few important facts about ESSEC's MBA: 

* Program endorsed by over 50 major international food brands 

* One year full-time executive degree 

* Paris-based courses taught in English 

* Personal corporate mentor program for each student 
GROUPE ESSEC is the first European school of management 
accredited by AACSB - The International Association for 
Management Education. 

For further information, please contact Monique Merizio: 

Tel.: 33 1 34 43 30 95 - Fax: 33 1 34 43 32 60 

E-mail: imia@edu.essec.fr 

Visit our web site: www.essec.fr 

or meet with us at any of the following MBA forums: 

The Westin Harbour Castle Toronto Oct. 7/98 
The Capital Hilton Oct. 9-10/98 


Palais de la Bourse Oct. 10/98 
Radisson Boston Hotel Oct. 13/98 


ESSEC 


MBA 


INTERNATIONAL 
AGRI-FOOD 
MANAGEMENT 


Tomorrow, you will show the way 


Toronto 
Washington 
Paris 
Boston 


GROUPE ESSEC, 

private School of Management, 

affiliated to Versailles Val d'Oise - Yvelines 
Chamber of Commerce and Industry. 
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ROTTERDAM scHOOL oF MANAGEMENT 


world 


The Rotterdam School of 
4 Management is the renowned 
ay Graduate School of Business at 
Erasmus University. Consistently ranked 
among the top five in Europe, the RSM is 


acclaimed for its international character 
and innovative programs. 


The Rotterdam School of Management's 
full-time MBA (in General Management) and 
MBA/MBI (including Information Technology) 
Programs bring together participants from 
50 countries for an intensive 18 months 
‘hands-on’ approach to management. 


If you want an MBA Program that will 
challenge your world views, you will find 
the Rotterdam School of Management an 
excellent choice. The RSM offers you the 

opportunity to work with top students 
from all around the world, conduct inter- 
national in-company projects and take 


part in an exchange program which 
P.O. Box 1738, 3000 DR 


is second to none. 
Rotterdam, The Netherlands 
Phone: +31 (0)10 4081936/8587 
Fax: +31 (0)10 4529509 
E-mail: rsm@rsm.ni 
Internet: http:/ /www.rsm.nl 


RSM-C-- 


Rotterdam School of Management 
Erasmus Graduate School of Business 


THESEUS Institute and its sponsor TELECOM- 
MUNICATIONS Magazine have decided to 
repeat their highly successful full-tuition 
scholarship competition for the 1999/2000 
MBA Program. 


Theseus Institute offers an international, 
multi-perspective, one-year MBA program 
for professionals with a significant work 
experience and a desire for integrative 
business education, The program empha- 
sizes innovation, strategy, information 
and technology. 


Rather than just another business school, 
THESEUS is a center of reflection and action. 


MGH TECH 
ae 
WGH TOUCH 


The Institute is located in Sophia Antipolis, 
Europe's "Silicon Valley" housing over 1000 
companies start-ups and research centers. 


PH=SEUS 


INTERNATIONAL MANAGEMENT INSTITUTE 


BP 169 - 06903 Sophia Antipolis - France 
Tel: + 33 (0) 4 92 94 51 00 
Fax: + 33 (0) 4 93 65 38 37 
e-mail: admissions @theseus.fr 
http://www.theseus. fr 


THE ECONOMIST OCTOBER 3RD 1998 














THE UNIVERSITY 
OF BIRMINGHAM 


. THE BIRMINGHAM BUSINESS SCHOOL 


MBA 


IN INTERNATIONAL 
BANKING & FINANCE 


"2 Specialisms offered in 
|| Investments, Banking and Corporate Finance 


For details of our full-time programmes 
contact Rachel Betts, 
The Birmingham Business School, Priorsfield, Edgbaston, 
Birmingham B15 2RU. 


Telephone 0121 414 6239. Fax 0121 414 3358. 


Visit us at GMAC MBA Forums, USA and 
Europe; KAPLAN MBA Fairs in Europe 


Gold Mine or Land Mine? 


hings change quickly and unpredictably today. Understanding 
À. and capitalizing on your strategic options is an increasingly 
complex proposition. 


Berkeley Executive Program 
FEBRUARY 28-MARCH 27, 1999 





Come to Berkeley and discover bow the Berkeley Executive Program 
‘gan increase your chances of successful global formulation and 
implementation, Join our diverse world class faculty in: 


ʻe Identifying drivers of global economic, socio-cultural, 
political, and technological trends and uncertainties which 
may point to salient strategic opportunities or challenges. 


* Creating different visions of the future against which 
to consider the requisite key success factors for 
industry competitiveness. 


* Surfacing corporate core competencies which enable 
differential performance. 


* Developing plans for moving your firm or strategic 
business unit to the requisite skill base of tomorrow. 


P For a brocbure, please call the Berkeley Center 
for Executive Development at (S10) 5432-4735, 
; e-mail us at; bced@haas. berkeley edn, or fax 
us at (510) 642-2388. 
BCED | HAAS Web site bttpiuww.baas.berkeley.edu/bced 


So BERKELEY CENTER FOR EXECUTIVE DEVELOPMENT 
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Amsterdam 
Institute of Finance 
offers in cooperation with the faculty of. 
INSEAD | 
Upcoming Courses 1998/1999 | 


Advanced Corporate Finance 
- Financial Innovation (Oct. 19-23) 


Advanced Financial Statement Analysis (Oct. 26-28) 
Advanced Valuation Topics 

- Valuing Commercial Banks (Nov. 4-5) 

- Real Options (Nov. 6-7) 
Megotiation Analysis (Nov. 9-10) 
Financial Risk Management (Nov. 23-27). 
Asset and Liability Management (Nov. 30- Dec. 4) 
Measuring and Implementing 
Economic Value Added (Feb. 15-17) 
Advanced Corporate Finance 

- Mergers & Acquisitions (March 15-19) 

- Financial Restructuring - Going Public {March 22-26) 

- Financial Innovation (March 29- April 2) 
To view our detailed brochure, please visit our Web site or contact 
Ms. Katelijn Arnold, Course Manager. 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: *31-20-5200165 - fax: +31-20-5200161 
e-mail: info(Daif.nl - internet: www.aif.nl 
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full-time or 2 year part-time MBA 


the international MBA at 
the Ecole Nationale des 
Ponts et Chaussées (founded in 1747) 





The MIB is a 13:15 month full-time or 2 year part-time 
MBA programme in English at one of the most 
prestigious Grandes Ecoles in France. The MIB 
culture is international, innovative and entrepreneurial, 
fostering a strong. sense of ethics and contribution 
through business, 


Global Vision : 








American 


= 


resent an average 


? cumculum 


WrIewWwOrFK 
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base 


MLB. Admissions, E.N.P.C. Graduate school of International 
Business, Ecole Nationale des Ponts et Chaussées, 
, 28, rue des Saints-Péres, 75343 Paris Cedex 07, France 

M Tel > (33-1) 44 58 28 52 m Fax: (33 1) 40 15 93 47 

http://www.enpc.fr/mib/pres.htm 

mib.admit@paris.enpc.fr 







Havssess IN BUSINESS TO MAKE A BETTER WORLD 





Prepa red for the global 
business game? 


The game takes skill. Fordham’s Transnational MBA (TMBA) prepares 
you for career success in any global business environment. Get a 
high-quality degree in two years without leaving your job. At Fordham 
we will help you run around your competition. To learn more, call 
(212) 636-6167. Class size is limited. 


 FAFORDHAM 


GRADUATE SCHOOL OF BUSINESS 
“hup:/Avww bnet.fordham.edu — 







tmba@embanet.com 
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UNIVERSITY OF 
CAMBRIDGE 


The judge Institute of 
Management Studies 









“The Cambridge MBA continues to 
respond to the challenge of the 
changing world of international 
management, retaining close links with 
the business community and adopting 
a teaching style that is practical, 


innovative and relevant.” 


June de Moller, Managing Director, 
Carlton Communications Plc 




















The Cambridge MBA is availal 
a 1 year full-time or a 2 year sai 
course. We welcome people froi 
variety of backgrounds who have 
2 years’ professional experience an 
outstanding academic achievemen 















For full details, contact us quoting ec10, 
The Graduate Office, 
The Judge Institute of Management Studi 
The University of Cambridge, 
Trampington Street, 

Cambridge, CB2 1AG, UK. 

Tel: +44 (0) 1223 337051/2/3 

Fax: «44 (0) 1223 339581 

E-mail; jims-mba enquiries@lists.cam.ac.uk 
Internet: http://www. jims.cam.ac.uk/mba 



















The Economic Development Institute of the World Bank 
is pleased to offer a first international course on 


Competition Policy 


for senior competition law and policy practitioners from 
developing and transition economies, The course may also 
be of interest to relevant judges, local researchers, and 

key opinion leaders in business and consumer advocacy. 























Objective 
to answer the "how" of competition policy implementation, with emphasis on 
measures that directly impact on enterprise conduct and market structure, and 
focus on priorities for developing and transition economies 









Topic Coverage 
Preconditions for Competition; Market Definition; Cartel Agreements; Horizontal 
Mergers; Market Dominance; Natural Monopolies; Competition Advocacy; 
and Design, Implementation, and Enforcement Options 




















Teaching Method 
combination of interactive lectures together with substantial small group problem- 
solving through selected cases from developing and transition economies 
{conducted in English} 







Faculty 
international faculty selected on the basis of their expertise and experience in 
competition policy and developing countries 


Bate .. 
December 13-18, 1998 














Location 
Washington, DC, USA 











For more information on this course, please send email to 
ibleas@worldbank.org, or send a fax tol. Bléas at «1-202-334-8350. 
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-— Teaching French to adults for 29 years 


Overlooking the Riviera’s most ANC bay 
À UNIQUE TOTAL IMMERSION PROGRAM 
8:1 hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 26 Oct., 23 Nov. and all year 
; $6236 Villefranche/Mer EJ3, France. Tel. (0) 493 01 88 44 Fax (0) 493 76 92 17 
Emm hitp:// www.institutdefrancais.com 


MASTER the 
GLOBAL ECONOMY 


MS in INTERNATIONAL ECONOMICS Gain the quantitative 
and analytical skills essential for an exciting career in interna- 
tional business or government. This full- or part-time evening 
program covers everything from advanced forecasting tech- 
niques to exchange rate risk management and more. For more 
information, e-mail grad.admission@admin.suffolk.edu or 
fax to 617-523-0116. Suffolk University, 8 Ashburton Place, 
| Beacon Hill, Boston, MA 02108 Call us at 617-573-8302 


Suffolk University 
1998 GENEVA | 




















EUROPEAN 
CENTRE FOR — V 


-PUBLIC AFFAIRS 


“BRUSSELS 
ee 


Your fast track to Brussels 
Working with the EU 
Institutional Relations and Public Affairs 
7-Day Intensive Programme 


October 11-17, 1998 



























































WITH THE BATH MBA} 
YOU’ RE IN A SELLER'S. 
MARKET 


From this exceptional academic environment comes an 









































ern exceptional business qualification: the Bath MBA. 
OWE ul The University of Bath School of‘ Management is one of only 
5 & a EXECUTIVE COURSES IN five British MBA Schools to receive top Funding Council 
du ul b! FINANCE ratings for both teaching and research. So you can be sure of 
oz f, excellent teaching and academic support. 
9 It is vital that today's finance professional keep Our rigorous entry standards are designed not to promote 
«X = g abreast of the latest developments. For the elitism but to enable a more personalised, interactive style of. 
v* (C =  pastdecade ICMB has built a solid reputation tuition to experienced and mature participants from all over 
9 o x training executives from over 900 institutions the world. 
COE u. and 84 countries in the latest risk management 
qa a 
2 (f) techniques. A highly renowned international 
fr a faculty assists participants to build sophisticated 
s ul c. - skills which enables them to profit from complex 
à E < challenges in a rapidly changing environment. 
^(f 11 Mike Staunton October 12 - 16 
= EQUITY PORTFOLIO MANAGEMENT 
E e 12 Philippe Jorion October 19 - 23 All 3 variants of the Bath MBA, FULL-TIME, EXECUTIVE —.; 
GLOBAL ASSET ALLOCATION and MODULAR, are accredited by The Association of MBAs. : 
13 DavidC N Beng te For full details, contact us quoting Ref. EC2/99. | 
id Cox javember 9 - ep! " " X TOY 86 
QUANTITATIVE TECHNIQUES FOR FINANCIAL MARKETS Tel: +44(0)1225 826152(F/T) 82621 EXEC) 32387 (MOD) ; 
Fax: +44(0)1225 826210 E 
14  Salih Neftci November 16 - 20 Email: mba-info(ü management. bath.ac.uk | 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS http/www.bath.ac.uk/Departments/Management E. 
School of Management, Wiig UNIVERSITY OF | 
For our detailed brochure, please contact: Dept. E102, h = A H Lo 
Fabienne Scagliola or Béatrice Candolfi University of Bath, (Rn I : 
ICMB Claverton Down, m——ÀÓ ÀÓ— 
Av. Blanc 49 — 1202 Geneva, Switzerland Bath BA2 7AY, UK, SCHOOL OF MANAGEMENT | 
Tel: +41-22/731 95 55 E. 
Fax: +41-22/731 95 75 Advancing Learning and Knowledge in Association E. 
http//heiwww.unige.ch/icmb/ with Business and Industry. E 


e-mail icmb @hei.unige.ch ARR hue SE 
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REAL ESTATE AT MIT 


A one-year Master of Science degree program 
: which integrates theory and practice in real 

^, fà estate markets, development, finance, design, 
tag ant and more, Application deadline: Feb. 15, 1999. 


MIT/CRE For more information call 617-253-4373, fax 
617-258-6991, or visit our web site: 
http://web.mit.edwcre/www 


The Globol Partnership for Massachusetts Institute of Technology 
Industry & Education Center for Real Estate 
77 Mass. Ave, W31-310, Cambridge, MA 02139 


Za) PRESTON 


UNIVERSITY 


Cheyenne, Wyoming, USA 











Distance learning 


Business Administration + Computer Science * Education 
* Natural and Social Sciences + Humanities « Languages 
Accredited by W.A.U.C * Licensed by State Dept. of Education 
Preston University, Dept. EC3/10 
1204 Airport Parkway * Cheyenne, WY 82001 + USA 
Tel: + 1 (307) 634 1440 « Fax: + 1 (307) 634 3091 
Email: admissions @ preston.edu * www.preston.edu 


Get to know com 
from inside 
during your 
studies! 
MBA, M.Sc., 
B.Sc. 


Study in Germany in close cooperation 

with our partner companies: 

# Focus on Information Technology 
and Business Administration 


‘Instruction taught entirely in English 
by an international faculty 


$$ Very favourable student-to- 
teacher ratio 


$ Exchange agreements with 
universities worldwide 


The International University in Germany 
Offers a unique program, tailored to the 
tequirements of the information age. 

The campus is conveniently located in 
Bruchsal, a small Baroque town, between 
Heidelberg and the Black Forest. 

Join the International University in 
Germany and experience the future of 
higher education today. 

Apply now! 


H4. 












Masters/Doctoral Degree Programs 











————— BACHELORS e MASTERS * PH.D. 
America's uus IT S f ! TuS 


Preferred * No classroom attendance + Distance learning. 

see * Distinguished faculty» Accelerated degree programs 
PIECE Credit for work experience » Students fram 96 
Learning i countries and 30 states in the USA. 


MIAA Washington International University 


* q * 







P.O. Box 1158, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E:mall: washuniv@op.net. 






THE DIRECTORY OF MBAs 
http://www.editionxii.co.uk 


Edition XI's The Directory of MBAs is the leading domestic and 
international guide to MBA programmes, Available on-line, in all good 
bookstores and direct from the publishers (ISBN 1 86149 020 8). 
Tel: +44 171 833.0120 Fax: 444 171 923 5505 
E-mail: market@editionxii.co.uk 

























UNIVERSITY DEGREE. 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 

Match your utilizing your up and vork experience, College equivalent credits are 

given for your itary, company ing, industrial 
position witha | ¢ seminars and business experience, 
legal degree We accept college credits no matter when taken, 
and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 
at your own pace through home study. 


"As you know Send/tax detailed resume for a NO COST evaluation. 




















experience ir Pacific Western University 

still the best 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 

teacher... But 1-(B08) 597-1909 

degrees open CALL: (800) 423-3244 ext. 137 UK: 0800-960-413 
doars. Fax: (310) 471-6456 E-Mail: admissions pwu.com 






http:/Avww.pwu-hi.edu 











MSc IN PUBLIC POLICY 
AND MANAGEMENT BY 
DISTANCE LEARNING .SOAS 


University of 
London 







The School of Oriental and African Studies, 
University of London, offers this unique programme 
starting February 1999, 


It will help you: 


* Develop the core analytical and applied skills you need in 
today's rapidly changing public policy and management 
environment 


* Balance study time with the demands of work and home. 
Courses include: 

* Public Policy and Management: Perspectives and Issues 
* Methods of Public Financial Management 

* Human Resources Management and Development 

* Management Information and Information Systems. 

Who will benefit? 


* Senior and middle managers in the public service, including 
parastatals 


* individuals concerned with issues of public service 
performance and reform 


* Managers interested in updating human resource, IS, project 
management and organisation development skills. 

For more information contact: Dorothy Leng, Student 

Recruitment Office, SOAS, Russell Square, London WC1H OXG, 

UK. Please quote Ref PPM/EC. 


Tel: 0044 (0) 171 691 3371, 323 6027 (ansaphone), 


Fax; 0044 (0) 171 691 3362; email study@soas.ac.uk, 
Website: http://www.soas.ac.uk. 
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[ Positions as Assistant and Associate Professor at 
The Aarhus School of Business, Denmark. 


‘We are looking for applicants with a scholarly record of conceptual and/or 
empirical. accomplishments within (i) Strategic Management and 
‘Development; and/or (ii) Corporate Innovation and Management Systems. 









| Senior Energy Trader P | : 


Excellent career opportunities within the oil, gas and electricity | 
division of a leading global energy and agricultural commodity || 
trading house. This long established company has trading. 
offices worldwide. It also owns and operates substantial 
industrial assets that complement the trading activity. 






















Further information at 
http//www.bhha.dk/HHA_WWW/news/positiong/stillbus.htm 





COURSES The individual will become part of the senior team with. 
responsibility for building the London based trading team, || 
7 developing trading strategy, and managing the market risks for | 
Rushmore MBA Degree Completion Program the company. Successful candidates will have 7-10 years 
{rterratona MBA by peene Mic MA. PPR a | experience trading energy commodities, 2-3 years experience. 
earning. International facu! resume ^ evaluation or Cal 1 
No bachelors d red. $ trading gas and/or electricity preferable. Candidates should be 
po Anchor Drive, ‘Dakota Dunes, sD (505) 889-2711) || able to demonstrate thorough knowledge of risk management 
57049 US, Phone: 605-232-6039 7 Suite 388 practices and systems. Ideally the candidate will be fluent in i 














Fax: 605-232-6011 ec@distancemba.com f 
www.distancemba.com i SERRE one European language besides English. 
















Personal traits; 

GMAT * GRE | * Highly motivated with strong initiative 
| e Excellent communicator 

e Team player 


LASALLE UNIVERSITY 
Off Campus Degrees 
BACHELOR + MASTER'S e DOCTORATE 
Credit for Work & Life Experience 
1-504-626-8904, Dept. 136 
620 Lotus Dr. N. * Mandeville, LA 70471 USA 


httpi/www.distance.edu 
LASALLE Eoucation CoRPORATION 










Taking the GMAT 
or GRE? 


We CAN help! 


Details from GTAC Associates 
FREEPOST, London W5 4BR 
Tel: 0181-993 3983 


ER 

small charge for materials. À li au 
"Write: Henry George Institute, 121 East | [| T. iseda ASS fr 
j 30th Street, New York NY 10016, USA P NP 115, 28009 Madrid (Sain) 


9 1176! Fax: «34 91 401 0673 
E-mail: aliseda & correo. ion 










There are outstanding opportunities for the right individuals to : |: 
participate in the changing European gas and electricity 
business. Please send full personal and career details to: 











P.O, Box 4086 
25 St. James's Street 
London SW1A 1HG 



















Home Study Course in Economics 





pape POOPING 


| | MVS Y2K SOFTWARE DISTRIBUTORS WANTED | 








ox he Web! http://www henrygeorge org High quality Y2K and Euro-currency conversion software, for 
real-time on-site operation, requires experienced/qualified 
distributors in London, Brussels/Paris, Frankfurt/Dusseldorf, for .. 


soo DOCTORAL AND i P ses North American software corporation. Apply Box 4084 
MASTER'S DEGREES” +e 


Accredited, | to 2 years; 
be 1 month Residency. 
orBusiness, Education, Gov't, Psych. WITH § YEAR REFUND GUARANTEE 


International Relations, Religion, PA Dip. TEFL, MEA or PhD by distance leamingilte experience! à ; A: NE Vu 
Social Work, Health ins honorary award rom $400, impossible? Learn about 1e00+ | | Executive earning $50K-500K-*. Career searching into, within or out of 


d — MÀ || | OAR universes wordaide (ncksding meny wey 1. | Asia/Europe/U,S.? A new position is closer than you think! Free info. | 
| eae net improve! |. | www. uiii co.uk E-mail: cpasia@bkk.loxinfo.co.th 















































<o o Wolfeboro Falls, NH 03896. a^. Fax: ar 

TEL: (603) 569-8648 FAX: (603) 569-4052 e an š Res $ (6) 
E-MAIL: berne@berne.ed , gd 
erne@berne.edu 2674685 x xxt 2674688 tye? 





ns Serene DN VERS DO YOU FEEL LIKE YOUR CORPORATE : 
restigious Distance Learning e Professional Experience Credits 
LADDER HAS RUN OUT OF RUNGS? 


International Acceptance 
Bachelors e Masters e Doctorate » Juris Doctor 

Law e Business e Education * Diplomacy & Int'l Studies e Arts & Sciences Do you feel the need for new challenges and opportunities? If you're 

(913) 661-9977 Tel. « (913) 661-9414 Fax  info@monticello.edu e www.monticello.edu a global senior executive, over 40 years old and accustomed to à 

Administrative Services: 8600 W 110th St. Suite 206, Overland Park, KS 66210 USA *100K annual salary, we can be the answer to your next jump on the 

ladder of success. At Resume Broadcast International, our dedicated 

team assists you in your professional search from start to finish - as 

a matter of fact we're here for you 24 hours a day, 365 days a year. 

Opportunity is only a phone call away at Tel: (909) 866-4213, Fax: 

(909) 866-4244 or E-mail: 102224.3306@compuserve.com 






























INTERNATIONAL UNIVERSITY OF THE HEALTH SCIENCES 
Basseterre, St. Kitts W. L 
Pre-medical dual degree program * Pre-clinical + Clinical * Degree conversion 
Caribbean, British Commonwealth, and USA clinical instruction 


Entirely problem-based, self-guided, self-assessed, electronic WWW curriculum Resume Resume Broadcast international 
Tel: +1 305 361 0235 + Fax: +1 305 361 2349 + iuhs@medixb.webnet.net PO BOX 2892, Big Bear Lake, California. CA92315, USA. 
URL bttp//www.iuhs.webnet net Broogdeost Tel: «1 (909) 866 4213, Fax: +1 (909) 866 4244 





Administration: 240 Crandon Blvd., Suite 207A, Key Biscayne FL 33149 USA 





mail: 1022243306 @compuserve.com 


international 
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ZAMBIA 


Zambia's education policy, Educating Our Future, 
stresses that basic education of meaningful quality 
should be the right of all school age children. In 
particular, literacy gives access to educational, social, 
economic and democratic opportunities and benefits 
and the Zambia Primary Reading Programme (PRP) is 
designed to contribute to the achievement of literacy 
by all Zambian children so that they can learn 
effectively across the primary curriculum. The 
programme recognises the key role of literacy in the 
elimination of poverty and the powerful link between 
the effective completion of primary education and 
adult literacy, and addresses the low levels of learning 
in Zambia schools. 




















By 2005, Zambian primary schools will apply more 
effective approaches to the teaching of reading in 
English and Zambian. These approaches will be 
promoted and sustained through a strengthened and 
restructured Ministry of Education and a decentralised 
system of school management. 























Closing date for receipt of completed applications is 
23 October 1998. 







For further details and application form, please write 
to Appointments Officer, Ref No AH304/CC/TE, 
Abercrombie House, Eaglesham Road, East Kilbride, 
Glasgow G75 BEA, stating Ref No AH304/ clearly on 
your envelope, or telephone 01355 843141. 








DFID is committed to a policy of equal opportunities 
and applications for this post are sought from both 
men and women. 
















Nm Department for 
= International 
Development 


116. 





ETN NIE LN ENE TE ONIN 
Education Field Manager 
Although pare of the PRP, this appointment is conceived in the wider 
context of DFID. support for thé education sector in Zambia, with the 
development of a sector-wide approach requiring continuous DFID 
presence in Lusaka. Consequently, this role is seen as complementary to 
that of the Adviser and in the first instance you will have responsibility for 
PRP management during the early years of the programme. As the overall 
sector involvement increases, the balance of your work and 
responsibilities will shift accordingly. 

In relation to PRP, you will be responsible for managing the PRP adviser, 
providing professional support and guidance and liaising with the agreed 
procurement agerits for the management of procurement and installation 
of UK inputs and support from the Project Support Unit (PSU) in Lusaka. 
You will also be involved in the recruitment and management of UK and 
regional short-term consultants as well as the management of formal UK 
and third country training. 


QUALIFICATIONS 


In addition to a first degree, you must have a teaching qualification and, 
preferably, a particular interest in primary education. A relevant higher 
degree will be advantageous, backed up by proven experience of 
developing education programmes in an African/developing country 
context and of project finance and management and collaborative working 
with senior government personnel. First-class managerial and 
communication skills are also a prerequisite, as is a flexible, pragmatic 
approach to the challenges of education in a developing country. 

TERMS OF APPOINTMENT 

You will be on contract to the British Government for 3 years in service 
to the Government of Zambia, Salary will be c. £40,000 p.a. (UK taxable). 
Additional benefits will normally include variable tax-free allowances, 
children's education allowances, free accommodation and passages. 





Adviser to Primary Reading 
Programme 


Your role will be to work with the Principal Education Officer within the 
Teacher Education Directorate to formulate, plan for, and implement the 
PRP. This will involve assisting with the identification of a gender balanced, 
core reading team and supporting the training and development of that 
team. 

In addition you will work with consultants and members of the core 
reading team on the development of the Zambian languages initial literacy 
courses and reformulation of Zambia Basic Education Certificate Grades 1 
and 2 reading courses. Assistíng with the development, co-ordination and 
monitoring of piloting for two Zambian languages will also fall within your 
rernit. 


QUALIFICATIONS 
The position demands a first degree and teaching qualification with a 
preferred orientation towards primary education. A higher degree in a 
field related to. education and development is desirable. Ideally, you will 
have experience in :- teaching reading in an African/developing country 
context; curriculum development and teacher/trainer training; approaches 
to teaching reading skills in first and second languages and project finance 
and management in a developing country. Good skills in spoken and 
written communication are a pre-requisite, with a knowledge of Zambian 
languages being an advantage, all supported by the ability to work as part 
of a multi-cultural team. Applicants should either be nationals of Member 
States of the European Economic Area (EEA), or. Commonwealth: citizens 
who have an established right of abode and the right to work in the 
United Kingdom. 


TERMS OF APPOINTMENT 

You will be on contract to the British Government for 3 years in service 
to the Government of Zambia. Salary will be c. £34,000 p.a. (UK taxable). 
Additional benefits will normally include variable tax-free allowances, 
children's education allowances, free accommodation and passages. 
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Renewable 


Natural Resources 
Advisers/Field 
Managers 


The Department for International Development is 
recruiting up to three Renewable Natural 
Resources Advisers and Field Managers to help 
promote sustainable rural livelihoods by providing 
professional advice on land and water resource 
management, including sustainable systems of 
agricultural production and the management of 
common property resources. The appointments 
are on five year fixed-term contracts. 


Closing date for receipt of completed applications 
is 23 October 1998. 


For further details and application form, please 
write to Margaret Milligan, Ref No AH304/MMI/TE, 
Abercrombie House, Eaglesham Road, East 
Kilbride, Glasgow G75 BEA, stating Ref No AH304/ 
clearly on your envelope, or telephone 01355 
843480. E-mail: W-Mcintosh@dfid.gtnet.gov.uk 


DFID is committed to a policy of equal 
opportunities and applications for this post are 
sought from both men and women. 


DFID 


BUSINESS OPPORTUNITIES 


Department for 
International 
Development 
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The positions will be based overseas, Candidates must be willing to 
serve where posted, usually on two or three year assignments. i 
Extensive travel of some ninety days per year from base in the norm. 


As Renewable Natural Resources Adviser/Field Manager you will: 
* participate in the preparation of sustainable rural livelihood strategies; 


* participate in the identification, appraisal, monitoring, review and 
evaluation of renewable natural resources-based programmes and 
projects; 

* managing and monitoring country renewable natural resources 
strategies; 

* as required, serve as Project Officer with professional and wider: 


management responsibility, including financial management, for aid’ 
projects; 





* provision of advice on the multilateral component of the aid 
programme; and 


* represent DFID at national, regional and international meetings. 


Candidates must have relevant post-graduate (or equivalent) 
qualifications reflecting knowledge of appropriate natural sciences. 
Additional qualification or experience in the social sciences would be an 
advantage. You will have three or more years’ relevant experience of 
development programmes in tropical developing countries. 


Candidates must be able to demonstrate that this has resulted in a 
beneficial impact on poverty reduction and the promotion of sustainable 
rural livelihoods. 


You must possess qualities of leadership, influence and political 
awareness, coupled with a commitment to the UK's Development 
Programme and an understanding of the problems faced by rural 
communities in developing countries. Tact and diplomacy are important 
attributes. 

Salary will be in the range £36,000-£42,000 pa dependent on 
qualifications and experience. 


Applicants must either be citizens or a member state of the European 
Economic Area (EEA) or Commonwealth citizens with the established 
right of abode and the right to work in the United Kingdom, 












LOS ANGELES-BASED FILM 
OFFSHORE COMPANIES production company seeks 
investments from US-$ one million up. 
Please contact our German 
subsidiary. Phone: ++49 171 264 
4994. Fax: +449 5451 15 116. 


INTERNATIONAL 
PROPERTY 


FH SWITZERLAND 
Lake Geneva & Alps 


Altractive properties, overlooking views, 116 5 
bedrooms, from SFr 250000. Sale to Non- 


* Ready made companies 

* Full corporate administration 

* Trade services (UC, shipping) 

* Banking/Accounting services 

* China business development services 


Contact Stella Ho for immediate 
services & company brochure 


NACS LTD 
Room 1108, Albion Plaza 
2-6 Granville Road, TST, 

Kowloon, Hong Kong 
E-mait'nacsQhk super. net 
Tel: (852) 2724 1223 
Fax: (852) 2722 4373 





Swiss citizens authorized. Leading company 
established in 1975. Experience. Discretion. 
REVAC S.A. 


52, Montbrillant, CH-1211 GENEVA 2 
Tel. &«41 22/734 18 40 Fax 734 12 20 





Hill 














Directeur General Par Interim 
Banque De Commerce Et D'Affaires, 
Afrique Centrale/De L'Ouest 
Rénumération excellente (devise forte) plus bonnes 
conditions d'expatriation. Notre client, une des premiéres 
banques internationales, recherche un directeur de banque 
dynamique et plein de ressources ayant déjà proüvé sa 
compétence dans le milieu bancaire de commerce, d'affaires 
et de clientele institutionelle dans les économies en voie de 
dévéloppement. Une expérience africaine est requise. Un fort 
intérét dans le marketing, renforcé par de bonnes 
compétences dans la gestion de crédit et de direction 
operationnelle, sont indispensables afin de developper une 
base etablie de comptes de clients institutionels majeurs et 

d'exploiter librement de nouvelles opportunités. 
Durée de mission de 12 mois offrant des perspectives à long 
terme. 

Merci d'appeler Norma au bureau de Charles Poole au 
(Afrique du Sud) 27 11 269 8712 / Telecopie 27 11 269 8712 


Les candidatures emanant indiferement d'hommes ou de femmes sont les blevenues 
i et serout traitees egalement. 


































ECONOMIST 


Cardiff - £14,312 - £21,469 + benefits 


The Welsh Development Agency is one of the world's leading 
development agencies, strongly committed to attracting 
inward investment and the development of indigenous 
businesses. With a 20-year track record of promoting Wales as 
one of the best business climates in Europe, we're currently 
preparing for even greater success. 

Now that the Agency is expanding, we're now looking for an 
additional Economist to join.us. Someone who can help us 
become even more effective in our operations, through the 
provision of accurate and relevant economic information. 
Helping, as part of a team, to keep the Agency up to date 
with developments and issues within your field, both on an 
ad-hoc basis and through formal publications, you'll also 
manage research projects, often involving external 
consultants. You will also help raise awareness of the 
dynamics of the Welsh economy and the factors influencing 
its development. 

With a degree in economics or related discipline, you will 
probably have experience in a similar role. Your proven 
aptitude for project and.research management will be 
supported by a high level of communication skills to make 
formal presentations and to explain technical terms to 
non-specialists. Equally important will be an understanding 
of computer software and analytical techniques, and of the 
Welsh, UK and EU economies. 

To apply, please. write. or telephone for an application 
pack, quoting ref A3, to: Client Services Department, 
Welsh. Development. Agency, QED Centre, Treforest 
Industrial Estate, Pontypridd CF37 5YR. 
Tel: 01443 845560 (24 hour answerphone). 
Email: recruitment@wda.co.uk 
The closing date for applications. is 
16th October 1998. Interviews will be held 
week commencing 9th November 1998. 



























































WDA 






TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTAC 





The Bernard Conyers Award offers individuals in the. Third World (or lesse 
privileged areas of Europe) the opportunity to produce/publish original materi: 
in the field of rural development and/or education; that might otherwise remai 
unpublished. or unavailable to those working at field level, This is not an awar 
for research work. 


The Committee is anxious to encourage the use of new media, where relevan 


for example the Internet, or other communication systems suchas video or filr 
etc. "n 





|... UNIVERSITY OF 
— — — CABERDEEN 


RESEARCH FELLOW 
£15,735 - £23,651 per ánnum 


Required to-work om a range of projects in the programme Behaviour ana 
Incentives in the Supply of Health Care in the HEALTH ECONOMICS 
RESEARCH UNIT within the DEPARTMENT OF PUBLIC HEALTH: You 
will actively collaborate with other members of the Unit and will also develop anc 
lead your own projects. Applicants will have completed (or will be about te 
complete) a PhD ín applied microeconomics or have a Masters degree anc 
equivalent experience. Experience of research: into incentives in. the supply o 
health. care would be an advantage bur is not essential. Informal enquiries may bx 
directed to; John Cairns, telephone (01224) 681818 ext 53269, emai 
jcairns@abdn.ac.uk. The post is available initially for 24 years from 1 December 
1998 and is: funded by the Scottish Office Department. of Health, Reference 
number ZPH387R. Closing date: 27 October 1998. 


RESEARCH FELLOW 
(Strategic Decision Making Project) 
£15,735 - £20,867 per annum 


The Strategic Decision Making Research Group in the Departments ol 
Management Studies and Economics (both members of the University’s Oil & 
Gas Institute) has been awarded funding by the Centre for Maritie and Petroleum 
Technology (CMPT), The Strategic Decision Making Research Group is a multi- 
disciplinary team of four academic staff and two post-graduate students with 
expertise in managerial economics, petroleum economics, mathematics, “and 
petroleum geoscience, The Group has developed a model for decision making, 
particularly for the upstream oil and gas industry, but with potential application 
across all industries. CMPT funding has been awarded. for the detailed 
development of a part of this model. You should hold a post-graduate degree, 
either Masters or PhD, in a relevant subject. Some experience of the Oil and Gas 
industry would be an advantage. The post is available for one year in the first 
instance. 








Informal enquiries may be directed to Professor Graeme Simpson, Dept 
of Management Studies Edward Wright Building, Dunbar Street, tel: 01224 
272711, email; g.simpson@abdn.ac.uk or Dr John Finch, Dept of Economics, 
Edward Wright Building, Dunbar Street, tel : 01224 272178, email 
j-h.finchBabdn.ac.uk. Reference number ZMS001R. Closing date: 30 October 
1998. 

Application forms and further particulars for above posts are available from 
Personnel Services, Üniversity of Aberdeen, Regent Walk, Aberdeen AB24 
SEX, telephone (01224) 272727 quoting appropriate reference number. 
A 24-hour answering service is in operation. 

An Equal Opportunities Employer 















Philip Wrigley 
London 
(44-171) 830 7000 


Suzanne Hopkins 
New York 
(1-212) 541 5730 











ANNOUNCEMENT 













THE BERNARD CONYERS AWARD 1999 









£8000.00, in total, is available for the 1999 awards 


For further information please apply to: 

The Administrator, The Arkleton Trust, Enstone, Oxon OXF 4HH 
Registered Charity No. 275153 

Tel: 01608 677255: Fax: 01608677276 
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POLICY AND MANAGEMENT ASIA / CENTRAL ASIA is 
The Institute for Development Policy and OPPORTUNITIES: S T. 


Management (IDPM) was established in 
interrastionai. 


1958 and is now the UK's second largest policy . . d . : 
research and training institute for international development, SAC International is tendering for several major projects 
including an SME Project in Mongolia focusing on credit fund 


with 40 academic and administrative staff members and more inia > 
than 250 postgraduates and professional training study fellows. management. Managers and Specialists are required at all levels 
for this and other forthcoming projects - 


IDPM provides a fil range of research, postgraduate, 
professional training and advisory services: in all areas of R : 
"contemporary development policy and management. * SME Credit Fund Management 

; * Vocational Training & Education 
* Distance Learning Education 
* Privatisation & Restructuring 


programme, the Institute intends to make two new appointments. * Economic Policy Development 
; i * Institutional Strengthening 


LECTURER IN SOCIAL POLICY * Tourism Development: 
. AND SOCIAL DEVELOPMENT * Land Registration & Cadastre 
ton ECONOMICS Environmental Management 


Both appointments are at the Lecturer (A or B) level 
£16,655 - £21,815 or £22,726 - £29,048 p.a. and will be 
‘on the Institute's standard three years rolling contract. 
Closing date: 23 October 1998. 

Further particulars and application forms can 
be obtained from Professor Colin Kirkpatrick, 
Institute for Development Policy and 

Management, The University of Manchester, 

"Crawford House, Oxford Road, Manchester M13 

|. 9GH, UK. Tel: + 44 161 275 2800; Fax: + 44 161 273. 

::8829; E-mail: IDPM@man.acuk , 





































The Institute is undertaking <a programme ‘of investment to 
support the development of new areas of teaching and research 
end to expand existing areas of provision. . Under this 




















































Appropriate qualifications & professional experience with. 
international projects essential. Experience in Central Asia, China’ 
and South East Asia preferential. Nationals of all EU countries 
welcome. Languages an advantage. 














Respond with full CV to: 
Suzanne Law, 
Business Development Manager. 


SAC International, West Mains Road, Edinburgh, UK. 
Fax: + 44 131 6621763 Email: sacint@ed.sac.ac.uk 






BUSINESS & PERSONAL 






Are you keen to develop your business in 
the international arena? — 


Eurotrustee Group offers accountants, lawyers & offshore professionals: 
the outstanding opportunity to act mondial like the larger players in the” 
tax, law & offshore industry, Joining our international legal Network will 
open up new business opportunities for you and attract more clients. As 
a partner ALL new business leads related to your jurisdiction will be 
directly referred to you as the local Member Firm, expanding your 
business for a Membership Fee of only $ 80,- per month. As Member 
Firm of the Eurotrustee Group you will benefit from: 





EXPRESSIONS OF INTEREST: 
POPULATION AND HOUSING CENSUS 2001 PROJECT 
(BGD/31/029) 

e Government of Bangladesh has decided to conduct the 4" Population Census 
of Bangladesh in March 2001. The United Nations Office for Project Services 
INOPS) is assisting the government of Bangladesh with a rapid census and 
rvey that involves the three distinct activities; cartographic, printing and 

ius; UNOPS has been requested to undertake the assignment of fresh aerial 
otography for the entire Bangladesh and procure the necessary equipment and 
‘supplies for the Census 2001 project. 



















































* Protected exclusivity within your territory 
è Participation in our worldwide advertising campaigns 
* The use of our internationally recognized Corporate Identity 


INOPS is inviting interested parties who are providing aerial photography 
‘services to submit expression of interest for the provision of aerial photography 
services for cartographic/population mapping purposes. Fresh aerial 
iphotography for the entire Bangladesh area (approx. 147,570 sq. km) is to be 
‘taken during December 1998 - January 1999, Preparation of approximately 19,000 
@erial photographs at the scale 1:25,000 with homogeneous digital coverage, plus 
«opies of standard black & white 24 em x 24 cm prints are required. This 
jassignment is expected to be completed latest by April 1999. 


* The use of our Name and Logo 

ə Global referral service within our Network 

@ Direct links with international offshore & onshore partners 

* Your company profile on our Internet Home Page: 
www.eurotrustee.com 

@ Your company profile in our corporate brochure 

e Group Insurance Program with Lloyds of London 


UNOPS is also inviting interested parties to submit proposals for the supply and 
‘maintenance of printing equipment for the same project. Equipment included 
Web-Offset press size 48.5 cm, Quick Master single colour offset press, OMR 
Machines and OCR Machines. Supplies shall include paper real for census forms 
(80 GSM) and sufficient fast moving spares and relevant consumables (e.g. toner 
&artridges, ink, etc.) for printing equipment. Supplier is required to install the 
Machines and provide training for local machine operators. 

Such éxpression of interest must be made to UNOPS Asia Office, BO. Box 13673, 
.50818 Kuala Lumpur, Malaysia - Attention: Ms. Hodan A. Haji-Mohamud, | 
Portfolio Manager; or Fax to: +603-253-1505 or E-mail: hhaji@unops.org 


Expressions of interest must be received at UNOPS Asia Office no later than 1700 
hours local time on Monday, 12 October 1998. 


To find out more visit the ultimate Offshore Companies Internet Site: 
www.eurotrustee.com or ask for our corporate brochure. If you are keen 
to secure your exclusive position and to develop your business into the 
international arena, please present your professional credentials to: 


Tel: ++31-20-6014510 * Fax: +4+31-20-6014400 


Eurotrustes Group gmail: eurotrustee@eurotrustee-group,com 


Thare Niruntanis A Utara Feofeintorabs 


Home Page: www.eurotrustee.com 
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1999 International Fellowship Opportunities 
Eisenhower Exchange Fellowships announces a competition for US. citizens In leaders 
positions with significant professional experience (10-20 years) for Fellowships tos 
Hungary: Education- pre-university and publio education; Technology in educati 
economy, communications: Health systems-social security syster 
Brownfields development 
"T Ireland: Stató/federal relations, National/international government relatio: 
U d t d i Education and social inclusion; Employment, tax and industrial initiatives 

n ers an in Malaysia: Computer technology and systems in education; Science and technolc 
policy, Telecommunications policy 
ame Peru: Politics and government administration with interest in Latin America 
ey ec rici Taiwan: — Economic development through public/private partnerships; region 
cooperation in East Asia; Management of Asian financial crisis 
M “|. Fellows will maet with top level authorities in government, and business throughout! 
ar e S country for a period 4-10 weeks. Benefits include all travel costs and living allowance 
Fellow and spouse. Applications due November 30, 1998. 


Request applications from :. J. Hart, EEF, 256 S. 18th St, Philadelphia, PA 19102: 
FAX: (215) 546-4567; E-mail: Jharth@eet.org 


BUSINESS & PERSONAL 
























Re-structuring electricity utilities has been a major 


worldwide trend of this decade. For organisations Save 30-70% on International Calls 






which had previously operated as regulated local 







“Justice rated #1 in 


199; Intemational 
Telecommunications Association. 





monopolies, or within the public sector, now to be 











| * Business, residential, 
b and cellular savings. 






successful in new competitive environments is a major 





* Earn Free air travel with 
WorldMiles program. 






challenge for managers and policy makers. 





* Join the prestigious 
Justice Agent program. 





At London Business School, the Energy Markets 





Group has been developing model-based, strategic 








insights into these issues for over 10 years, and offers 






It's just what you "e e looking for. 


Mention this ad fora sigrup bonus, Agent inquiries welcome, 


a further opportunity for participation in its open 





4-day course: 







310-526-2200 1-310-526-2100 fax * www.justicecorp.com 









*MODELLING & MANAGING 
COMPETITIVE ELECTRICITY MARKETS' 
December 14-17, 1998 











.SAVES YOU MORE 


The course will help managers and analysts to develop N I TER à IATIONAL CALLS! 











their own business simulation models, and refine their 









m ES TO THE US: | 

JU.K......... 17€ |. Most new customers are 
|jFrance...... 25€ ' referred by satisfied 
|Germany....22€| . NewWorld users 


|taly........32€ |. 0, 
Netherando, 256 |. ) pores 20% by 






insights on the way that electricity markets are 






evolving. For further details contact: 






















Esther Welch Switzerland . . 26€ d * . 

London Hüsbied Ronis London _ |Brazil....... 63€ Numerous Special Services Include 
Sussex Place, Regents Park Business Malaysia. CILE, aat. ~ No Extra:Charge - 
London NW1 48A Apeaeeteveeeteaenese 

Tel: +44 (0)171 262 5050 

Fax: +44 (0)171 724 7875 School TP 









e-mail: ewelch@lbs.ac.uk 





Business to Business agents welcome 
London Business Schon! exists o advance leaming and research in business and management 201-287-8400 








TELE OOM MEH OR TL OWS 






1402 TEANECK ROAD > SUITE 114 + TEANECK, NEW JERSEY + G7666 + USA 
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FONPLATA - UNDP 
International Program for Modernisation 
and Development of 
International Commerce - COMINTER. 

Préstamo ARG 9/96 


International Public Tender Offer No. 1/98 


» The Argentine Secretariat for International Economic Relations calls 
on consulting firms for the development of a Computerised Business 
Intelligence System to link external markets, Argentine diplomatic 
representations abroad, Exportar Foundation: (Foundación Exportar), 
Center for International Economics (Centro de Economía 
Internacional de la Cancillería Argentina), as well as interested 

i businesses and other sectors, in order to increase global export of 
Argentine products and to encourage increase in trade of the country's 
members of FONPLATA to other markets or economic groups. 


» Estimated Net Budget: $2,458,200 


è Offer Opening: 11/19/1998: 12 noon (Buenos Aires time) 
Corrientes 327, Piso 3°, Buenos Aires, Argentina. 

































$ Price of conditions and specifications: $2,000 (two thousand US 
` dollars) 


* Sale of documentation and general information: At the Executirig 

Unit: Corrientes 327, 3° Piso, Buenos Aires, Argentina; starting 

E tober 2nd 1998, 11am to 5pm. - Tel: (541) 3106730 or (541) 310 
..,8565 + Fax: (541) 3153278. 

_htp/iworw. cominter. gov.ar 


























Tue Joun D. AND CATHERINE T. 


MACARTHUR FOUNDATION 





Co The Foundation’s Program on Global Security and 
, , Sustainability announces an annual competition 
2 ; for grants for Research and Writing. 
Research Grants are available for projects in any 
DD .. discipline or profession that promise to illuminate 
. the dynamics of international security and sustain- 
ES - ability. Applicants may request up to $75,000 for 
A individual projects, or $100,000 for 
and Writing. two-person collaborations. Projects 
e related to the research or writing of the doctoral 
dissertation are not eligible.- Awards will be 
nounced in September. Projects may be sched- 
ants uled to begin as early as October. 1, 1999. 
For further information about these grants 
anda brochure describing how to apply, please 












Request for Proposal — 





CENTRAL BANK OF NIGERIA - 





Automated Clearing System E 





The Central Bank of Nigeria (on behalf of the Nigerian 

Bankers’ Committee) invites tenders for the automation | - 
of the Nigeria Cheque Clearing System, beginning » wiih a 
the Lagos Clearing Zone. = 






The key business requirements are as follow 


i. All clearing instruments must be fully eti 
Magnetic Ink Character Recognition (MICR) data, E 
in accordance with the standards set by the Bankers’ à 
Committee. 










ii. All MICR-based item processing would be limited 
to the Participating Bank Clearing Centres (PBCCs) 
and their related bank branches. 


iii. Transmission of clearing data would be over secure, 
dedicated communication links. 


iv. The clearing system would be flexible, modular an 
scaleable enough to allow for integration with other | 
payment systems, enhancements and changes, in | 
line with global trends. l 


Prospective Solution Providers are expected to be. 
internationally reputable companies with demonstrab 
expertise in the design, development anc 
implementation of: "n 
i. Secure and reliable metropolitan and wide area | 
networks; 
ii. Relevant. item processing and computing 
infrastructure; 
iii. A robust, state-of- the- art clearing application 
software. : 










Full bidding document is available from the address | | 
below on payment of a non-refundable application fee _ 
of 345,000.00 (or US$500.00). payable to Automated | 
Clearing System Account with CBN Lagos, effective. 
from 21° August, 1998. The final date for receipt E 
tenders will be 12" October 1998. l 


The Bankers’ Committee is not obliged to expláiá Or. 
enter into any discourse on the selection process and the - 
resultant short-list. 



























* contact the Program on Global Security and 
: Sustainability at: 


The John D. and Catherine T. 
MacArthur Foundation 
140 South Dearborn Street 
Chicago, IL 60603 US 
(312)726-8000 
e-mail: danswers macfdn.org 
http: www.macfdn.org 


Application Deadline: February 1, 1999 - 
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Chairman, Enlarged Clearing House Committee 
(Director, Banking Operations Department) 
Central Bank of Nigeria 

P.M.B.12194 

Tinubu Square 

Lagos, NIGERIA 


Telephone: +234-1-266 3117 
Fax: +234-1-266 9013 
E-Mail: Nacs@linkserve.com.ng 





































BUSINESS & PERSONAL _ 


Our Traveler’s Litigation 
Bag is made with our 
Flexible Unwreckable™ 
frame to double as your 
laptop bag. Inside the 
19" bag, our Insiders™ 
dividers protect your 
laptop and organize A4 
and letter-size papers 
vertically side by side mak- 
* ing space for an extra shirt. Our 22" 
bag (the largest carry-on size) holds your laptop, letter- 
size folders and binders vertically side by side, and two 
shirts, and a suit wrinkle-free (in our Suitfolder). We make 
hard-working travel goods for frequent business travelers 
and sell direct to you. Please call for our free catalog. 


Walnut or black leather 19x 13x 8" $795. 22x 14x 8" $1,050. 










GLASER DESIGNS 


Traver Goons MAKERS 
32 OTIS ST. SAN FRANCISCO, CA 94103 


PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON(?GLASERDESIGNS.COM 





The Original 


kallback: 


Lowest International Rates 






all to the U.S. from: 


Hong Kong....35¢ Germany......25¢ 
Spain.............45¢ Italy..............34¢ 
Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........27€ 






















Instant Activation | No Deposi 
Fiber-Optic Networks | No Minimum . 
Itemized 6-Second Billing 
Ideal for Home, Office, 
Hotels and Mobile Phones 


Agents Wanted 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info@kallback.com 


i22 








FINANCING WORLDWIDE from:1 
mill. to. $5 bill. 7% AMC 215-3 
9180, Fax 215-343-5069 3146 Bri: 
Rd. Warrington, PA 18976 USA 


IMMIGRATE TO CANADA 
*We Can Help" 





FREE CASH GRANTS! Colle 
Scholarships. Business. Medical b 
Never Repay. Toll Free 1-800-2 
9000 Ext. G-4265 US Only. 


Fax: (4169922 4234 
We Can Help 


IMMIGRATION TO CANADA 


CHAITAMYOT 
Barristers & Solicitors (Founded 1928) 
Reputable Canadian bw firm provides assessment of your 
chances óf sucosss. FEES BASED. ON RESULT 
Fees are payable only if an bnmigrant Visa is actually 
issued dnd not otherwise. For an ASSESSMENT, 
Forward your resume tor 
CHAIT AMYOT Immigration Division, 
1 Place V 





GOV'T FORECLOSED homes ‘fr 
pennies on $1. Delinquent T 
Repo's, REO's. Your Area; Toll. Fi 
(1) 800-218-9000 Ext. H-4265: 
current listings. 





2ND PASSPORTS / Driver's Licen 
/ Degrees / Camouflage Passports / 
Countries / Secret Bank A/Cs / Awar 
GMC, Fax: *3120-5241407; E-M 
1004 13.3245@compuserve.corm: 
http//www.global-money.com 















TRAVELLING 

TO NEW YORK? 
Bed & Breakfast Service offers 200+ 
apartments, all in fashionable areas. 
Rates $90-300 p/n. 

Corporate Specialists 

Bed of Roses V., Inc. 800 5th Ave, NYC 106 
Tel: (212) 421-7604, Fax: (212) 935-0617. 

































HBU 


Serviced Apartments offering Best Value for Money. 
Unbeatable location in South Kensington. 
2 person apartment from £70 per night 
4 person apartment from £115 per night 








INT'L POLITICAL CONSULTI 


Consulting for candidates, partie 
business, groups. Strategy, medi 
consulting, TV/radio, opinio 
research, crisis comm., image dev 
Global experience. Washington base: 
CMG. Phone 202/544-0585 Fax 54: 
5876 E-mail: Mail CMGdm@aol.cam 










ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW? 4DG. U.K. 
Tek ++ 44 171 370 2663 









IN CARD (NO JOB OFFE 
Provisions in U.S. Immigration law may make y 
eligible for a U.S. GREEN CARD without needing a, 
offer, If you are am experienced businessman 
professional, please fax your C.V, resume, or list 
qualifications for review to 





Jj 





Then why not stay at Endsleigh Court where you 
can be sure of a friendly and courteous welcome 
Dur large block is centrally situated, offers self. 
contained studio apartments with well equipped 
] kitchen and bathroom 
| April 1999-Septernber 1999 from *£409 per week 
| October 1999-March 2000 from *£352 per week 
A limited number of one and two bedroom 
apartments are available 


Law Offices oj 
DOBKIN & SHERMAN, P.C. 
32901 Middlebelt Road, Suite 500 
Farmington Hills, MI 48334 U.S.A, 
Tel. (248) 855 8600 Fax (248) 895-9788 E-nvidl xgreencundidaal c 


START YOUR OWN 
IMPORT/EXPORT AGENCY 
No capital or exp. req. No risk. Work 









WADE WORLD TRADE 
Dept 2624 50 Bumhill Road 
Beckenham Kent BR3 3LA 

Tel: +44 (0) 181 650 0180 (24hrs) 
Fax: +44 (0) 181 663 3212 
hitp:/www.wadetrade.com 

LJLIE E M E E M NNI 


INCORPORATE IN USA 
BY FAX OR PHONE 


* Corporations and LLCs TYPICAL INCORPORATING FEES 


* Free name reservation | Delaware $199.00 
* Personal assets shielded ; Wyoming $285.00 | 
* Confidential and cost effective — | Nevada $380.06 | 
e Full registered agent services Utah — ^ $270.99. 


FAX: 302-421-5753 TEL: 302-421-5750 
Registered Agents, Ltd. E Ma: Seve pce net 


Web-Site: www.incusa.com 
1220 N. Market Street, Suite 606. * Wilmington, Delaware 19801 


Telephone: 0171 878 Q050 
Fax : 0171 380 0280 
All major credit cards accepted 


cludes a separate charge i 
n of furnishings i 


For further details contact- l} from home. Part/Full time. Help Desk 

ENDSLEIGH COURT | ® Established 1946. Clients in 120 countries 
24 UPPER WOBURN PLACE yt Free Booklet. 

LONDON WCLH OHA | 





———Ó 








- 
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PUBLISH YOUR WORK 


L SUBJECTS CONSIDERED: 
ion, non fiction, Biography, Religious, 
Poetry, Childrens, 
PAUTHORS WORLD-WIDE INVITED. 
ITE OR SEND YOUR MANUSCRIPT TO:- 
= MINERVA PRESS 
LO BROMPTON RD. LONDON SW7 3DQ. 


iad Se Company, No Taxes? 
YES, YOU CAN! 


It's easy. 
It's fast. 
it's 100% private. 
It's 100% legal. 

For FREE consultation 
and brochure filled with 
tarprising information, contact: 
WOLOBAL BUSINESS SOLUTIONS, INC. 
Phone: USA + (619) 578-7541 
Fax: USA - (619) 578-0238 
E-mail: gbs@millennianet.com 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
IMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


HER JURISDICTIONS AVAILABLE 


OFESSIONAL SERVICE PROVIDED BY 
AN HOUSE LAWYERS & ACCOUNTANTS 
7." CREDIT CARDS ACCEPTED 
FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13 WIMPOLE STREET 
LONDON W1M 7AB 
TEL: 0171 436 8100 


FAX: 0171 436 


httpfeeww. Fidi ryGroup.com 


FINANCIAL ADVISORS . 
SAVE CLIENTS UP TO 
50% ON BANK LOANS! 


w/COLLATERAL LOANS 
PAY INTEREST ONLY. 


ENROLL IN OUR 
TRAINING PROGRAM. 


ERIC A. KLEIN,ATTY. 


INTERNATIONAL DEVELOPING 
ENTERPRISES AGENCY (IDEA) 


PHONE: (212) 751-0800 
FAX: (212) 688-4442 (24 HRS) 


e-mailpanglobQaol.com 








OFFSHORE 
| TAX-FREE 


companies world-wide 


formation and administration 
of companies opening of bank accounts 


tel/fax/mail T services 


LAVECO-GRQUP Head Office 
Clos de Saignie, Sark. 
United KingdomGY9 OSF 
Raymond Terry Gibson Fax: 444-481-822 381 
Hungary LAW ECO Kit-Main Customer Service 
33fa Raday str, Budapest, Hungary 1092 
Contact languages: Eaglish, French, 
ian, Bulgarian 
Tek 436-1-216-M- D- Fix: &36-1-217-44-14 
Romania- LAV BECO /Romania/ srd 
Str. fasilar 8-1, bloc G, seH, ap.29 
Cluj-Napoca, Romania 
Contact languages: Gert 
Tel 40-92-2326 329-Fax: 440-64 
Far East-Export and Import Ba 
int 5 i 
^ 3 


n sh, 
2-3-4] D 


Website: www.laveco.hu 





OFFSHORE COMPANIES 
TAX PLANNING 
Le TRUSTS 


Since 1977, The ICSL Group has specialised in advising on the use of offshore I 
companies and trusts to achieve personal and corporate tax savings. 


INTERNATIONAL TAX PLANNING 
We can provide innovative solutions to your complex tax problems. 
We can assist you in setting up and managing a structure to help you achieve 
substantial tax savings, 
To receive our explanatory booklet on offshore and international tax 
planning and trusts or to arrange a discussion, all free of obligation or 
charge, please contact your most convenient ICSL office. Alternatively, L 
visit our Web Site at http/^www.ICSL.com. 


HONG KONG ~ Simon Hanley 
et +852 2542 1177 rac +852 2545 0550 
tna: HKGICSLoom 


ISLE OF MAN -- Diane Dantith 


LONDON ~ Peyman Zia 


Yet +44 171493 4244. Fox +44 171 491 0605 


Emi: UKGICSL.com 
AMERICAS ~ Paul Winder 


3441624801801 ra: 4441624 801800 141649 9462828 rac +1649 946 2825 
Emet óm GT CSL.com Emak: tCHGECSL com 
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QU vA. 


WORLD WIDE 


OCRA is iy à member of Ore Extate and 
que established in 1932 


OFFSHORE 
SOLUTIONS 
FROM THE 
WORLDS No 1 
PROVIDER 
Since 1975 our world wide staff 


of over 300 multi-disciplined 
professionals including lawyers, 


chartered accountants, chartered E 


secretaries, economists and 
bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using all of the 
major low tax areas. 


Companies available 


from US$350 


LUXEMBOURG SINGAPORE 
Eveline Karls Diana Bean 

Ter +382 224 286 Tei: +65 535 3582 
Fax: «352 224 287 Fax: «05 535 3001 
FINLAND HONG KONG 
Jenny Kompulainen Raymond Choi 

Tei. «3589 6960 2569 MBA MLA (Dip) 

Fax. +358 9 8909 2565 Tek +882 25220172 
HUNGARY Fax: «852 25211190 
Laszlo Kiss Bse (Econ) SHANGHAI 

Te: +36 19519050 Bart Dekker um 
Fax 436 123519058 Tel. «86 21 6248 4355 
CYPRUS Fax: 486 21 6248 1421 
Chris Vassiliades — USA 
Attomey-at-Law Kevin Mirecki 

Yel 4357 2 473211 Tek «t 714 854 3344 
fax +357 2 463463 Fax: «1 714 854 6967 


For immediate service and 
our 110 page colour 
brochure contact: 


ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, M99 4EE 
E-mail: economist@ocra.com 

TEL: «44 1624 815544 
FAX: +44 1624 817080 
LONDON - RICHARD COOK, &sc 
Tet. 444 171355 1096. Fax: «44 171 493. 4973 
1509002 CERTIFICATED 


Offshore information on 
www,ocra.com 


TN 
COMPANIES 


BY LAWYERS | 


RS MED EL RE MENA TO LTR AT, 
SCF is one of the world’s largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs will 
be dealt with in an atmosphere of 
utmost privacy and confidentiality. 
WORLDWIDE OFFICES CAN 
ab PROVIDE: EJ 


LOWEST 1° YEAR 
& ANNUAL FEES 
GUARANTEED 
For confidential & fienly advice please contact 
LON IFFICE 
90-100 SYDNEY ST, 
CHELSEA, LONDON, 
SW3 6NJ 


TEL: + 171-352 2274 
FAX: + 171-873 9688 
E-mail: offshore@sctgroup.com 
FREEPHONE: 0800 26: 

www.scfgroup.co 


DUBLIN OFFICE 
27-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@sefgroup.iolie 


Other European Offices 
Athens, Budapest, Lisbon, Monaco, Moscow, 
Nicosia & Sofia 


For a free colour brochure on 
how you can save taxes please 
complete this coupon below: 


Name 
Address 
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OUTPUT. DEMAND AND JOBS America’s GDP growth in the second quarter was 
up again, to an annual rate of 1.8%. Retail sales rose 5.6% in the year to July, compared with 
7.6% in the year to June. Japan's industrial output fell by 0.6% in August, a drop of 8.5% from a 


year earlier. Strike-hit Canadian industry produced 1.3% less in July than a year earlier. 


% change at annual rate 

























































The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts ion (volume) % rate 
3mths! 1year — 1998 — 1999 3mthst 1year 1year — latest year ago 
Australia — ^4 31 +3992 +30 +27 +10 + 19 02 £280 81Ag 87. 
Austria na +42 Q +28 +29 ^  -140 452 my — * 3A My 45 ut — AA 
Belgium +49 4 35 Q1 428 «27 na * 61 M* — + 46 May — 136 Aug J41 
Britain +22 430 QF 422 «11 *21 ni wi +29 ag — 62 ue 73. 
Canada +18 3102 432 *25 ~ 40 - 13 Jul + 3.6 jun 8.3 Aug 9.0 
Denmark +08 +16 @ +28 +24 “18.6 + 41 un —— 0.7 hn 65 82. 
France £28 *30q +29 «28 ^ *42 453 un +29 4 118 Ag 125. 
Germany +04 +1702 +25 +27 440 +25% *12 nl 109 Ag 117 
italy +2) +11 @ +21 428 +36 413 mi +17 hn 124 ap 122 
Japan -33 -18q -]17 «04 -35 -85 Ag - 37 M 41 — 34 
Netherlands +28 4 34 Qj +36 +33 * 03 +435 un * 16 Am Al Ag" 56 
Spain + 35 ^39 q *38 +37 +43 +84 n na 18.6 uf E 
Sweden +78 +4i& +29 +30 +80 71» +34 
Switzerland +13 +2202 +20 4 20 ma +47 Q* + 29 n — 
United States + 18 + 36 Qj 4 33 422 - 18 + 31 Aug + 56 jul 














PRICES AND WAGES Japan is experiencing deflation: consumer prices were 0.3% lower in 
August than a year earlier. In the year to September, consumer-price inflation edged up to 
0.8% in Belgium; it was unchanged at 0.1% in Switzerland. In Denmark, it slowed to 1.6% in 
the year to August. Wage inflation has accelerated in Belgium, Canada and Italy. 




































































% change at annual rate : The Economist poll 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
3 mthsf 1year 1998 — 1999 3 mthsf 1 year. 3 mths? year 
Australia +24 +07 Q £11 2.2 WA AB 41g, £05 + 28 2 
Austria 704 +09 mg — +11 +15 -30 -09 Aug n nm oo 
Belgium +03 + 08 Sep + 13 16 599. 030 —* 
Britain +27 + 33 
Canada +04 + 08 401 Aug: 
Denmark + 12+ 16 73 Ag +50 +42 
France _nil +07 i 
Germany t21 +08 
italy i +12 +19 
Japan -22 -03 
Netherlands ^ - 08 + 17 
Spin — «23 OT 
Sweden - na nil “14 Ag +88 +: 
Switzerland nl +01 + 0. I * 05 1997 
United States + 22 + 16 Aug +17 +24 +01 -O8 Ag +37 +42 Ag 





*Not seasonally adjusted. TAverage of latest 3 months compared with average of previous 3 months, at annual rate. **New series, 





revised 





WR EATINGOUT The Japanese spend the 
most on eating out, or they did last year, 
anyway. According to Euromonitor, a 
market-research firm, they forked out an 
average of $1,670 each on restaurants and 
fast food last year. The average American 
spent only $936 on eating out in 1997, al- 
though that partly reflects the fact that res- 
taurant meals are cheaper in America 
than in Japan. America's restaurant mar- 
ket, worth $252 billion, is the largest in the 
world, ahead of Japan's $211 billion. 
Spain's market ranks third, at $55 billion, 
partly because of its café culture, but also 
because so many tourists visit its restau- 
rants. Spending per head is low in France, 
in. part. because the French are increas- 
ingly eating in fast-food joints rather than 
pricier restaurants. PERI 








i market 























COMMODITY PRICE NDE 
dio The Economist dollar-bas 
metals index has fallen 40% from its pei 
in January 1995 and is hovering near i 
lowest point in four years. Analysts 

Merrill Lynch reckon that mining comp 
nies are losing money on 95% of the nicke 
60% of the aluminium and 45% of the co 
per they sell. Average metal prices this ye; 
have fallen steadily: by 19% for copper, 18 
for nickel and 16% for aluminium. Prici 
may now have bottomed out. Since worl 
metal stocks are also low, that may encou 
age investment funds to start buying agai 
in the next six months, especially if Asia 
demand begins to recover. Once they di 
consumers who expect prices to rise wi 
no doubt pile in too. 














The Economist metals index 


























*6 change on 

Sep 22nd Sep 29th* one on 

RR eee HR M. month — yer 
Dollar index 

All items 86.1 86.8 ~ 13 - 19. 








Metal — 
Sterling index. 
All items 
food — 
Industrials 


681 






















.Meas — 722 723 - 38 -2 
SDR index 
All items 85.6 855  — 33  -204 











$peroz — 28945 29455 + 56  -T16 
Crude oil North Sea Brent 
$perbamel 14:33 1432 «140 -283 





* Provisional. 1 Non-food agriruituráts. 
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CTOCKMARKETS The Fed's interest-rate cut failed to boost Wall Street, which fell 2.7% in 





:INANCIAL INDICATORS 





ihe week to September 30th; to below its level at the start of the year. Zurich plunged 8.9% on 
sears that Swiss banks are chalking up heavy losses in the global financial-market turmoil. 










































































(hare price indices % change on = 
1998 one one record Dec 31st 1997 
Sep 30th high iow week year high in local in $ 
" M currency terms 
2,587.0 28814 2,458.2 +05 - 69 ~ 10.2 
10472 16286 10472 - 63 -212 -397 
(29592 ^ 36321 24050 -31 +198 - 185 
$0644 6,179.0 49903 229  - 48 -180 
Sanada 5,614.1  — 78223 55307 - 67 -203 -282  - 
600.2 7788 576.5 "EE - 82 -29 ~ 
20741 — 27997 — 18731 - 52 x 48 —— -259 
44745 — 61714 — 40873 - 48 + 66 -27.5 
i (11857 — 16544 10532 - 09 4226 -28.3 
: 134064 172643 134064 = 28  -249 ~ 85.6 
(9342. 13156 8920 - 38  - 10 -290 
"6877 9476 626 - 33 + 7A 1274 
Sweden 2,8679 3,955.6 28036 2-24 -124 -275 
Swit 77183604 84120 5,760.4 - 89 «01 -315 
HünitedStates — 7,8426 —— 93380  — 7,5391 - 38 
MWorld* 9524 1,1430 896.5 - 35 17 -167 








MONEY AND INTEREST RATES The Fed sought to calm global financial jitters by cutting 
äts short-term interest rates for the first time in nearly three years, by a quarter of a point to 











5.25%. Bond markets soared: 30-year Us Treasury yields dipped below 5% for the first time. 






























































Money supply* Interest rates % p.a. (Sep 30th 1998) 
% rise on year ago over- 3-mth money market. banks bond yields Eurocurrency 
, Tarow broad night — latest — yearago prime gov't? corporate — 3 mths bonds 
+81 *68 Aug 505 493 ^ 465 875 . 508 570 488 483 
+74 420 ul 337 354 355 650. 420 nma na 742 
-16 +55 un 3.23 348 358 125 416 585 356 3 
+62 +88 Aug 700 73 731 850 489 559 — 731 SN 
£d +41 Aw 562 500 — 313 735 . 494 630 531 492 
na +62 Aug 440 ^ 475 3.69 335 456 719 481 453 
(x85 +45 O 337 — 348 — 337 655 — 399 372 
*59 +40 Aug 415 356 341 490 — 384 7 
4124 495 M 5.06 4.75 &35 788 436 O 
+80 +39 Ag 061 038 045 150 079 . 
+7) 487 ag 332 — 326 — 336 525 398 — 
3108 +0.) Aug 525 418 5.09 700 — 422 
+64 +39 Ag 4.10 4.24 ^ 420 (468 468 5.18 
: +52 4124 125 156 159 363 271 3 i 
‘United States -01 +94 aug 547 508 5.48 850 — 441 





JF Ten-year bond rates (United States 30-year 4.9896, Japan No.203 0.7696 new benchmark). 











i “Narrow: MI except Britain MO, broad: M2 or M3 except Britain Ma. Sources: Banco Ambroveneto, Banco Bilbao Vizcaya, Belgian Bankers’ Assn, Chase 
Manhattan, CA IB Investment Bank, Commerzbank, Crédit Lyonnais, Credit Suisse First Soston, Den Danske, Deutsche, Generale, J.P. Morgan, Paribas, Royal 
Bank of Canada, SE-Banken, Svenska Handelsbanken, WEFA Group, Westpac, DatastreamvIC V. Rates cannot be construed as banks" otters, 
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TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit wid 
billion a year earlier. Australia's 12-month visible-trade deficit widened sharply to $3.3 billion in August. The dollar's trade-weighted value 











B STOCKMARKET SECTORS Shares in 
telecoms companies were the best buy of 
the past year. In the 12 months to Septem- 
ber 25th, their average price on rich-coun- 
try bourses rose by 34%. Mega-mergers in 
America, global liberalisation, the rapid 
growth in data traffic and the expansion 
of the Internet have boosted the values of 
both telecoms-equipment vendors and 
service providers. Overall, share prices are 
up 2%. Shares in property companies have 
lost 47% of their value. 




















fell by 0.5% in the week to September 30th; the yen's fell by 0.4%. 





Foreign reserves* $bn 

































































Trade balance*, $bn Current account, $bn Exchange rate Currency units per $ Currency units 
latest latest 12 latest 12 mths trade-weightedt Sep30th year ago per. per per 
month months m. .Sep30th  yearago — — — &—— 

Australia - 028 Am = 33 = 162 Q? 781 92.0 1.69 137 

Austria = 033 nS = 55 - 334 3i 1024 118 125. 

Belgium + 1.01 feb + 134 + 135 Mar 1039 102.1 S ^ 366 

Britain -2324  -273 + 68 Qr 103.0 3 

Canada +104 +175 - 31m 79 

Denmark + 028 n + 28 + 05 Q2 3076 — 

France * 234) + 286 + 383 fun 107.6 . 

Germany * 712 + 751 + Q5 106.0 1031 

italy + 230 un «273 + 309 hm 769 780 1652 — 

Japan + 978 ld — «117.5 31124 jul 113 wit 136 

Netherlands + 1.13 Maj + 162 + 206 Q1 10835 ^ 1015 188 

Spain ~ 130i — - 196 + 7.0 Wu 7739 70 «N42 

Sweden + 123 Aug + 170 “+ 5.4 jut as 872 7.85 

Switzerland + 025 ui + 02 + 22iq@ $1082 3063 138 146. 

United States -20.94 Aj — -2244 i642 10987 . 1053  — - - 





§Forward rates for delivery January tst 1999, calculated by J.P. Morgan. §§Not seasonally adjusted. * *New series. 
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W CORRUPTION Since 1995, Transpar- 
ency international, an anti-corruption 
organisation based in Berlin, has com- 
piled an annual “corruption perceptions 
index”. This index shows how corrupt a 
country is perceived to be by business- 
men, risk analysts and the general public, 
by averaging the results of several different 
polls. Scores range from ten (squeaky 
clean) to nil (highly corrupt). Of the 85 
countries ranked this year, Denmark is the 
cleanest, scoring a perfect ten, while Cam- 
eroon ranks last with a score of 1.4. The 
chart shows the scores of a selection of rich 
and poor countries. Not surprisingly, In- 
donesia and Nigeria both score two or less. 
In general, emerging-market countries are 
considered more corrupt than developed 
ones, although Chile does better than 
France, Spain and Japan. 







































MARKET INDICATORS 

















ECONOMY Singapore's industrial production fell 6.6% in the year to August, as electronic 
output slumped by 9%. Its 12-month inflation rate was negative for the third consecutiv 
month in August. Hong Kong's 12-month trade deficit narrowed again in August, to $14. 


| billion. Hungary's Gp» growth quickened to 5.1% in the year to the second quarter. 































































































% change on year earlier , Latest 12 months, $bn Foreign reserves, $bn 
GDP industrial Consumer Trade Current Latest Year ago 
production prices balance account 

China + 68 a2 + 79 aug - 1.4 ul 846.0. Aug 429.7 1997 1406 tut 126.0 
Hong Kong ~ 5.0 oz - 4091 + 27 Aug = 14.2 Aug ~ 6.1 i997¢ 92.1 Aug 85.3 
india + 50 teem + 17 + 124 un = 76m - 62 997" 240 m 26.3 
Indonesia - 6.2 gif - 300 + 812 Aug *204 iul - 210 18.0 jun 20.3 
Malaysia - 680 - 80 + 5.6 ug — 78 - 4B 1997 197 May 26.3 
Philippines -12qQ -10.5 sun * 105 Aug - 5.4 ht ~ 38 q 9.0 im 98 
Singapore + 16 ~ 66 ^g — - Q8 Aug * 30a — «144 Q2 71.97 May goat 
South Korea ~ 66 a2 ~ 42.9 jui + 6.9 Sep +27.8 Aug +30.9 Aug 45.1 Aug 31.9 
Taiwan + 5.2 92 + 4.6 Aug + 0.4 aug + 6.9 Aug + 5.5 a2 83.6 i 88.8 
Thailand = 0.4 1997 711.9 jun + 76 dug +10.0 jul *290 26.0 u 29.4 
Argentina + 690 + 0.7 Aug 41.1 Aug - 57 wi zi420Q  .— 225 iu 19.6 
Brazil NLEBBA - 04 nu + 36 Aug ~ 6,8 Aug 4325 q 70.2 wi 58.8 
Chile tt 54q + OSM + 524 - 365  - 580 EXE" 170 
Colombia *570  *174» + 1899 - 325 — - 56 99 87 u 99 
Mexico —  *43Q + SA + 155A - 57 ag 13.1 Q 317 4 246 
Venezuela * 5.1 1997 “ha + 364 Ag + 9.5 mar + 6.0 1997 T14 iul 130 
Greece + 3.5 1997 + 6.8 May + 5.0 aug ~17.9 Mar ~ 48 mat 18.7 iun 15.4 
israel + 20 a + 2,6 jut + 32 Aug 87 AW 2.2 21.4 ou 18.0 
Portugal + 3.7 1997 + 0.9 jun + 3.1 aug — 710.4 May ~ 72 15.6 jun /— 15.0 
South Africa + 04 Q — - 40 + 76g + 15 - 19g 43 wu 42 
Turke + 269 * 10 + Bldg — -224 un - 18 in 25.6 Ju 16.4 
Czech Republic ~ 2.4 a2 + 6.4 uu + 9.4 Aug - 2.6 Aug ~ 16 Q2 11.4 Aug 112 
Hungary + 5410 41604 + 135 aug WEBER = VA aul 10.2 May 84 
Poland + 5.3 2 + 6.1 Aug * 113 Aug oo ~41.6 Jul “= 89 dal 24.3 Jun 19.4 
Russia - 82g -115 Ag  * 215 Aug 411.9 n + 33 Qi 138 x 202 


“Estimate, "Includes gold. Visible and invisible trade balance. $New series. #Year beginning April 1st. 








FINANCIAL MARKETS Most Asian stockmarkets rallied. Bangkok rose 9.7% in the week tc 
September 30th, on hopes that Thai interest rates will continue to fall. Manila was up 8.6% 
Most Latin American markets fell on disappointment that the Fed's interest-rate cut was sc 
small. Sao Paulo was down 9.4%; Mexico city ended 8.5% lower. Budapest soared by 13.7%. 












































































































































Currency units interest rates — Stockmarkets % change on 
LL Per $ perg  — short-term Sep 30th Dec 31st 1997 
Sep 30th year ago Sep 30th % p.a. one in local in$ 
week currency terms 

China — ^ 828 13210 +10 + 50 + 50 
Hong Kong 775 18835 ^ 4 51 265. 265 
india — 424 21 .34023 = 11 = 192  - 216 | 
indonesia —— 10700 —— 3405 18187  : . 2762 — 453  - 313  - 647 
Malaysia — 381 337 ^ 647 752. ā o 3735 -07 = 32 
Philippines 438 347 1,259.6 + 86 à 
Singapore 168 — 153 (9397 — * 43 
South Korea — 1,391 913 3103 + 63 
Taiwan (345 286 68340 - 18 
Thailand 395 359 2538 +97 
Argentina 100 1.00 380.3 ~ 47 
Brazil 119 110 6,593.0 - 94 E 
Chile 467  — 414 32686 -05 g - 360 — 
Colombia ^ 1,563 1,249 8606 + 49 
Mexico 1019 775 3,569.9 - 85 
Venezuela 573 498 38939 +157 
Greece 288 281 21209 -03 
Israel O 385 350  2808*  - 29 
Portugal n 181 39413 - 84 
South Africa 588 4.67 9.99 5,098.6 * 07 
Turkey 277,615 174,885 471,862 2,2659 - 56 
Czech Republic — 302 32.9 514 3598 - 24 
Hungary  — 219 196 371 i865 (457131. 4137 
Poland ^ 358 342 608 122383 —— - 09 
Russia 16.03 587 2724 - 438 - 80 3 
*September 28th. 








Sources: National statistics offices, central banks and stock exchanges; Datastream ICV; EIU; Reuters; Warburg Dillon Read; J.P. Morgan; Hong. Kong 
Monetary Authority, Centre for Monitoring Indian Economy, Bank Negara Indonesia; Malayan Banking, Philippines National Economic and Development 
Authority, Hoare Govett Asia; FIEL: Baring Securities; Merrill Lynch; Bank Leumi Le-Israel; Standard Bank Group; Akbank: Bank Ekspres; Deutsche Bank; 
Russian Economic Trends. 
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TTERS 


Taking the year out 


Sig-Your otherwise thorough 
survey on the millennium bug 
(September 19th) propagates the 
myth that the computer age 
brought in the practice of leaving 
. the "19" off the year of calendar 
‘dates, In fact, this practice was 
universal in thé punched-card 
industry in. the 1950s. and for 
decades earlier. It would have 
been absurd notto have dropped 
‘those digits when designing unit 
records to be fitted into the 80 or 
90columns ofa card. 
^: Programs coded. for the first 
electronic computers brought 
into commercial use merely 
copied the less automatic proce- 
dures used with older, simpler 
punched-card machinery. Those 
early computers processed cards 
formated to old designs and still 
produced and partly processed 
on the older machinery. 
The millennium bug is only a 
minor example of a general, his- 
torical tolerance of second-rate 
computation, and gets major 
attention only because most of 
“its effect is going to be felt on a 
single day by many people. 
Dilston, 


Australia 






































NEVILLE Hor Mrs 


SrR—You say, regarding the mil- 
lennium bug, that "all sorts of 
functions that depend on dates 
will... go wrong, but in ways that 
are hard to forecast" In truth, 
only a small fraction of comput- 
er functions depends on dates. 
These functions are quite identi- 
fiableand the ways in which they 
will go wrong are extremely easy 
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to forecast. Certain methods of 
calculating age and- duration, 
and before-and-after decisions 
involving the year, will be affect- 






ed. The wrong results they will- 


report, if comparing 99 to zero, 
arecompletely predictable. ` 
There is no believable sce- 
nario whereby oneofthese incor- 
rect results could. crash. even a 
single program, let alone an 
entire system. The truth is that 
many or most of the computer 
functions involving yearly date’ 
checks have already "failed" with 
no discernible consequences. For 
instance, almost every program 
that calculates credit-card expira- 
tion dates has already. passed 
through one day (or one hour) 
when it rejected cards expiring in 
the 21st century. It was quickly 
and easily fixed, and the rejected 
cards reprocessed. A momentary 
embarrassment, perhaps, but 
hardly the end of the world 
Berkeley, 
California 













Jerr CARLOCK 


Si&—My own ‘awakening to the 
potential millennium bug prob- 
lem occurred in the late 1970s 
when I was a junior programmer 
put on to a project to convert 
applications from one main- 
frame to another. As the pro- 
grams were mostly written in the 
early 1960s, I realised the long life- 
cycle of these systems could cause 
problems around the year 2000. 
The problem was discussed and 
resolved—not only internally in 
the software house where I was 
employed but also in several 
industry forums in Britain and 
America. 
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Since then, four-digit years in 
all new or reworked applications 


has been a strict rule. When 1 read 
that some organisation in Japan - 


proposed” this solution as late 
as1992;1did not know whether to 
laugh or ery. 

Zaventem, 


Belgium lan MCLOUGHLIN 


Sir--[ notice that The Economist 
is working to preclude the prob- 
lem of the millennium bug. In 
June 1998 I renewed my subscrip- 
tion and was thrilled to receive 
your. acknowledgment inform- 
ing me that my new expiration 
date is May 2999. 

Wayne, 

Pennsylvania. CHARLES WENZEL 
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Flood warning 


Sig—You certainly deserve our 
thanks for highlighting the terri- 
ble nature of the floods which 
this year have laid waste to huge 
parts of Bangladesh (“Drown- 
ing”, September 12th). But there 
was no reluctance on the part of 
the authorities where calling for 
outside help was concerned, as 
you suggest. Initially, it remained 
the endeavour of the government 
to deal with the emerging flood 
problem through its own mea- 
sures and machinery. 

However, as the waters rose 
and the intensity of the disaster 
became all too obvious, the gov- 
ernment lost hardly a moment to 
acquaint the outside world with 
the news of the crisis. Finally, to 
suggest that foreign pressure was 
brought to bear on the govern- 
ment in the matter of distribu- 
tion of aid is unkind. 

SYED BADRUL AHSAN 
Bangladesh 

High Commission 
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Spinning the Web 


Sig—You say that “CERN was 
widely criticised for inventing 
the World Wide Web and then 
failing to cash in on it," ("Vacu- 
um science: a stronger suck”, Sep- 
tember 12th). This is pure non- 
sense. We were never criticised. 
We are often asked why CERN 
did not take out patents for the 
Web. What we did was to pro- 
duce a standard; we wanted. to 
leave the production of software 
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to industry. The real question is: 






why did European industry fail 


to pick up the Web when we were 


pushing them and giving away 
prototype software for exactly 
that purpose? 










ROBERT CAILLIAU 
CERN 
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Neutral observation 


Sin—1 am forced to respond to 
claims made by J.M.Amir, the 
Malaysian high commissioner in 
London (Letters, September 19th), 
who states that the presence of 
Amnesty. International at the 
trial of an opposition parliamen- 
tarian, Lim Guan Eng, demon- 
strates that the Malaysian justice 
system is fair and open. The pres. 
ence ofa neutral observer, a min- 
imum requirement of interna- 
tional human-rights standards, 
indicates only that the trial is 
open and in no way ensures that 
a fair trial is administered. 

The truth of the matter is that 
Amnesty International believes 
that the government of Malaysia 
continues to apply restrictive leg- 
islation in an arbitrary and selec- 
tive manner. This belief is rein- 
forced by the recent arrest ol 
former deputy prime ministei 
Anwar Ibrahim and his political 
associates. 

Amnesty International be 
lieves that the imprisonment ol 
Mr Lim, who is deputy secretary 
general ofthe Democratic Action 
Party, is politically motivatec 
and that the aim of the prosecu 
tion was to remove a prominen! 
government critic from public 
life (the sentence automatically 
disqualifies him from Parlia 
ment). We believe Mr Lim, Mi 
Anwar and his detained associ- 
ates are prisoners of conscience. 
imprisoned solely for the peace 
ful expression of their opinions. 
and call for their immediate and 
unconditional release. 

Davip Bui 
Directot 
London Amnesty International ux 





Moral authority 


Sig—Lexington (September 12th; 
writes of Senator Joe Lieberman 
that “his political persona exudes 
integrity and strict moral: val- 

es" Before Mr Lieberman is 
anointed the moral custodian ol 
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who have the highest intellectual stamina, a strong bank but of the whole banking and IT sectors trained 
record of delivery, exceptional technological on them; 
implementation skills and better business e create something unique with the best teams in 
knowledge than the normal business expert. technology of investment banking; 

Fundamentally, we need people who will get the e achieve what you know you're capable of and to 
job done, overcoming any obstacle placed in their receive what you deserve. 
path. They will do this in pursuit of the ultimate Send your c.v., quoting ref: E: 10/J/98 to 
vision of building the next generation of Camilla Bray, IT Recruitment, Kleinwort Benson 
investment banking. Limited, PO Box 560, 20 Fenchurch Street, 
To get down to specifics, we need people who are London EC3P 3DB, UK. Fax +44 171 475 5801. 
operating right at the leading edge of technologies E-mail TRecruit@kben.co.uk 
such as:- Java, C++, ActiveX, CORBA, DCOM, For further details of other current vacancies see our 
EXT, Orbix, Versant, SQL Server. website: http://www.dresdnerkb.com/recruitment/IT 

€ Dresdner Kleinwort Benson 
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inition of morality is needed. 


Year after year, Mr Lieberman 


has pressed for product liability 
legislation that restricts the 
recovery rights of wrongfully 
injured people in courts of law 
against the perpetrators. He has 
also voted for -legislation that 
makes it much more difficult for 
defrauded investors to hold cor- 
-. porate chisellers accountable in 
state and federal courts. 

While taking away rights held 
for decades by Americans when 
suing corporations, Mr Lieber- 


oo man: protects the corporations’ 


-right. to sue. Companies are 
“exempted from the restrictions 
imposed on injured human 
beings and are left with unfet- 
tered rights to obtain full com- 
pensation for their commercial 
losses from defective products, 
including punitive damages 
without statutory limits. Also, in 
the past, Mr Lieberman has pro- 
posed more Draconian tort-law 
restrictions than were contained 
in the bill which the Senate 
‘defeated in July. 
Will commentators ever get 
.tound to evaluating this kind of 
^ legislative immorality against 
. defenceless children and adults 
who become victims of reckless 
^or criminal behaviour by car, 
drug, chemical, securities. and 
insurance companies? And by 
the way, much of Mr Lieberman's 
campaign contributions comes 
from the very special interests 
thathe champions. 
Washington,DC | RALPH NADER 


Don't cry for Argentina 


Sir—The view from Argentina of 
the links with Brazil is quite dif- 
ferent from the one that you por- 
tray (September 12th). First, there 
is confidence that Brazil will not 


- radically change monetary or 


exchange-rate policy, given its 
hard-won fight against inflation 
and the political capital the gov- 
ernment has invested in stability. 
Second, the growing insider view 
is that even if it did, this would 
notunduly affect Argentina as: 

* Though almost 3096 of Argen- 
tine exports go to Brazil, total 
exports are less than 8% of cpp, 
and some 50% of exports to Brazil 
are commodities that would find 
other markets at going interna- 
tional prices. Even an unthink- 
able disaster in Brazil would cost 
Argentina no more than, say, 1% 
ofcpr. 
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the Senate, a broader, secular de®. + Brazilian and ^ Argentine 








growth rates are not. linked, 
Argentina grew by7.2% in the first 
quarter of 1998, Brazil by 1.1%; sec- 
ond-quarter figures for Argenti- 
na showed continued strong 
growth of 6.9%. This makes per- 
fect sense, given thè marked dif- 
ference in real interest rates in 
the two countries. 

* The Argentine peso appreciat- 
ed by 53% between 1990 and 1992 
against the Brazilian currency. 
Then, with the reduction ofinfla- 
tion in Argentina and the start of 
the real plan it was Brazil's turn 
to appreciate, by 35% until 
November 1994, Thereafter, 
Brazil has been slowly gaining 
competitiveness against Argenti- 
na. Yet, notwithstanding these 
sharp movements in the real 
exchange-rate, trade between the 
two has been growing steadily in 
both directions, and Argentine 
exports to Brazil have grown 
strongly over the whole period . 

Although growing, integra- 
tion between the two countries 
remains low and very large 
swings in real exchange rates 
have not had undue effects. So, 
the "Brazil dependency" myth is 
contagion at its worst. It has no 
basis in the fundamentals. But if 
everyone thinks it is true, it 
would surely imply a reduction 
in finance available, an increase 
in the risk premium and lower 
growth--as this is the way 
Argentina would adjust. 

Your normally excellent news- 
paper has a reputation for focus- 
ing on the real facts and debunk- 
ing such myths. What a shame 
The Economist simply rein- 
forced contagion in this case, 
where it is so clear that the 
emperorhas no clothes. 

ANDREW POWELL 
Buenos Chief Economist 
Aires Central Bank of Argentina 


The war in the Horn 


Sig—Contrary to what you say in 
your article about Ethiopia and 
Eritrea (September 19th), it was 
Ethiopia that launched the first 
aerial attack against Eritrea. This 
was verified by several members 
of the diplomatic corps. Also, the 
borders of Eritrea—the ones that 
itinherited from Italian colonial 
rule—-have already been estab- 
lished by international treaties 
concluded between Italy and 
Ethiopia. This boundary is prob- 
ably the most clearly defined in 
Africa. 


Ethiopians of Eritrean. origin, 
amounting to ethnic cleansing. 
No third party has yet accused 
Eritrea of violations of human 
rights. Finally, the reports of 
Eritrean assistance to Ethiopian 
rebel movements are based on 
Ethiopian allegations. 
TSEHAYE WELDMICHEAL 
Eritrean 
Consulate General 
oi gps NN | 





Cause or correlation 


Sir—Andrew Oswald is wrong to 
draw attention to the nature of 
the housing market as a factor in 
youth unemployment in indus- 
trialised countries solely on the 
basis of correlation (Letters, Sep- 
tember 5th). Correlation does not 
imply causality; plant growth 
rates may be strongly correlated 
with ice-cream sales but both are 
caused by good weather. Correla- 
tion analysis should be used to 
support a model chosen on eco- 
nomic grounds. In this case the 
most rational model implies a 
direction of causality opposite to 
that suggested: younger people 
are more likely to rent, but only if 
they can afford to doso (for exam- 
ple, when employed). 

Without proposinga reason to 
explain why youth. unemploy- 
ment should depend on the 
nature of the housing market Mr 
Oswald has done nothing more 
than point out a mathematical 
quirk. Such argument has no 
place in economics. 

JUSTIN SANTA 
Cambridge BARBARA 
ast ail 


Clerical error 


Sin—Your article "Iran's war on 
fundamentalism" — (September 
12th) could well have been titled 
“Fundamentalism’s war on 
iran". Conservative clergy feel 
their grip on Iranian society is 
loosening and may resort to war 
to restore their absolute power. 
Iran’s clergy find themselves 
in a unique position. They are no 
longer martyrs, suffering because 
of the government: they are the 
government and their words 
have started to ring hollow. In the 
past, the clergy kept their word 
when they promised to- fight 
against the monarchy (often risk- 
ing their own lives). Today they 
have failed to make things better 


Only Ethiopia is committing 
violations of human rights, both 
against Eritreans and against 





for ordinary Iranians. To make 


things worse, they have a new 


generation of students on their ^ 
hands. These do. not remember - 
the martyrdom of the clergy but 
have seen the vigilantes’: sticks, 
food stamps, and their elder 
brothers going towar with Iraq 
with the blessing of the clergy— 
never to return from it. 

That is why things are happen- 
ing in Iran which could never. 
have happened in the first years 
after the revolution: the election 
ofa president who, shortly before 
the election, lost his post as. a 
minister due to the clergy's pres- 
sure and huge demonstrations in 
support of this president. 

In the light of the above, the 
events described in your article 
look like an act of despair on the 
part of the fundamentalists. 
Nizhny Novgorod, — YEVGUENY 
Russia SHAKIROV 
pleats aN RC i ata AT I INEAN, „M 


He who pays the piper... 


Sir—Bagehot (September 26th) 
discusses the prospects for Scot- 
tish independence. Were this to 
occur, we estimate that the basic 
rate of income tax in England 
could be reduced by 2p in the 
pound. This estimate is based on 
Treasury figures for 1994-95—the 
most recent available—and allo- 
cates the whole of North Sea oil 
revenue to Scotland, 

The prospect of tax cuts in 
England is not sufficient reason 
to let Scotland go; there is more to 
life than the basic rate of income 
tax. But English taxpayers might 
ponder on whether it is appro- 
priate for them to help finance 
public spending in Scotland, 
which is one-sixth higher per 
head than itis in England. 

M.C. FITZPATRICK 
Chantrey Vellacott 


Home truths 


Str~As your leader on domestic 
services suggests ("Jeeves strikes it 
rich", September 26th), some lost 
souls may well still believe that 
lawyers are more productive for 
society at the bar than do-it-your- 
selfing at home. After rrem, only 
those firmly fixed in limbo can 
still believe that Nobel-winning 
economists would not do us all a 
favour by staying at home read- 


ing Galbraith by the fire. 
Briennon, 
France Murray LIDDELL 
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Substantial 
internationally 
Competitive Package 


INTERNATIONAL BACCALAUREATE ORGANISATION 


European 
Location 





Director General 


The international Baccalaureate Organisation, (180), is a non-profit educational foundation dedicated to assisting schools in 
their endeavours to develop individual talent af young people. The IBO provides curriculum and assessment development, 
teacher training and information services to 800 participating schools in nearly 100 countries. The Board now seeks to recruit 
an outstanding international educationalist with a strong empathy for the ideals of international understanding and 
responsible citizenship. A unique and exciting leadership position at a time of significant growth and change for the IBO. 


THE QUALIFICATIONS 


THE ROLE 

@ Responsible to the President and the Executive Committee of 
the IBO for the development and implementation of a long term 
strategy to ensure the continued growth and financial 
performance of the IBO. 


Provide clear leadership and sound management to over 130 
staff and 2,500 examiners providing services to schools in 90 
countries, Manage the budget ensuring efficient allocation of 
resources to achieve the highest levels of service to member 
schools. 


Strengthen relationships with key stakeholders including 
universities, national departments of ^ education, 
governments and international funding bodies promoting 
the work of the IBO to the widest international audience. 


Tel: 0171 298 3333 


Email: SSLondon@SpencerStuart.com 


Attractive Compensation 
and Benefits 


HONG KONG SCIENCE PARK 


Academically and professionally qualified with powerful 
intellect and a proven track record of leadership in the field 
of education. A true internationalist with a record of 
successful achievement in a multicultural environment, 


A strategic thinker and a visionary with a successful track 
record managing a sizeable organisation during a time of 
change and the ability to conduct meetings in 2 or 3 
languages. Extensive travel is required. 


Excellent communication skills with the authority and stature 
to deal at all levels. A leader and effective delegator with 
strong people management skills and a commitment to the 
maintenance of the highest quality standards. 


Please reply with full details by 30/10/98 to: 
Selector Europe, Ref. ES/05998-1/98, 

16 Connaught Place, 

London W2 2ED 


Hong Kong 
based 


-— mn "— 


Chief Executive Officer 


The Science Park will be a key component of Hong Kong's move up the technology and value-added chain and will 
position the SAR as a regional centre for innovation and R&D. Occupying 22 hectares in the New Territories, the Park 
will be developed in three phases spanning 15 years. Phase One is targeted to open in the second half of 2001 and 
will comprise a low density development with multi-tenant buildings for rent, land plots for lease, residential 
accommodation for visiting scientists and researchers, exhibition areas, libraries and commercial facilities. 


THE ROLE 


Reporting to the Board of Directors, develop an effective 
marketing strategy for the Park while at the same time 
take responsibility for the planning and development of 
the physical infrastructure to ensure timely opening of the 
facilities. 


Sell the concept of the Park to top executives of potential 
tenant companies, convincing them to invest in R&D 
facilities in Hong Kong. 


Build a world-class team to manage the Park; form strong 
links with academic institutions, other science parks and 
support organizations. iw 


Tel: (852) 2521 8373 
Fax: (852) 2810 5246 
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THE QUALIFICATIONS 
WE Excellent planning and marketing skills; ability to lobby 


Selector Pacific- 


the most senior levels of multinational corporations. This 
will require a strong strategic business sense and 
outstanding persuasive capability. 


Extensive background in international business and 
technology intensive industries. Prior experience in Asia 
and excellent educational qualifications are important. 


Management of a successful start-up organization or a 
senior management position in a multi-national high 
tech firm an advantage. Experience in running a science 
or technology park a plus but not a requirement. 


Please reply enclosing full details to: 
Selector Pacific, Ref. 67077, 
Spencer Stuart & Assodates 

17/8, Bank of East Asia Building 

10 Des Voeux Road, Central, Hong Kong 





E The Bank of Botswana invites applications from suitably qualified persons for the following positions: 


A. DIRECTOR - MANAGEMENT SYSTEMS DEPARTMENT 
© The Director heads thé Management Systems Department and reports directly to the Governor(s). 
Responsibilities: ; ; 
The nature and scope of the Director’s work includes the following:- 


Provides strategic guidance. vision and direction to the development, maintenance and management of the Bank's management information 
systems and ensures. that these systems support and extend the Bank's functional objectives; 


Develops and maintains a strategic implementation plan for the Bank's management information systems; 
Advises Senior Management on information technology and business management systems and practices; 
Organises and co-ordinates all activities of the Management Systems Department; 


Represents the Bank at national, regional and international conferences and symposia relevant to the development, maintenance or 
implementation of its management information systems. 


Qualifications and Experience: 


"Bachelor's Degree in Computer Science or Information Systems and four years experience at the level of Deputy Director, covering systems analysis, 
"design and implementation; computer programming; data base and network support and administration; strategic Information Technology 
; planning; Project. Management; Management control of an Information Technology facility. 


B DEPUTY DIRECTOR - MANAGEMENT SYSTEMS DEPARTMENT 
; ‘The Deputy Director reports directly to the Head of the Management Systems Department. 
Responsibilities 
The nature and scope of the Deputy Director's responsibilities include the following:- 


Defines, implements and. maintains a strategic management information systems plan, including identifying and quantifying the necessary Jl 
“resource requirements for implementation of the plan. Keeps Management and the Board aware of progress in the implementation; 


“Prepares and maintains a comprehensive disaster prevention and recovery plan for adoption by Management and the Board, develops a plan of 
action. for implementing the decisions arising from the contingency document, negotiates reciprocal contingency arrangements with 
: commercial banks and other relevant institutions; 


Identifies training requirements and plans the provision of technical staff training as well as general user training to promote computer literacy 
in relevant utilities and functional software systems; 


* Monitors and guides the development, maintenance and implementation of the Bank's computerised management information systems. 
Qualifications and Experience 


* Bachelor's Degree (or higher qualifications) in Computer Science or related disciplines. An industry-standard qualification in networking or 
data communications would be an added advantage. At least four years experience at the level of Manager in a computing field or outside 
experience judged to be of equivalent value to the Bank. 


“REMUNERATION PACKAGE 

‘The Bank offers a competitive compensation package which includes:- 
Attractive Salary; 
Contributory Pension Scheme for citizens; 
Tax free Gratuity for non-citizens; 
Optional Contributory Medical Aid Scheme; 
Various Staff Advances {Motor Vehicle and Housing Loans); 
Reasonable relocation costs met, where necessary; 

“ar Allowance at 15% of Basic Salary; 
- Group Life Assurance and Group Accident Cover. 


: Applications, including a Curriculum Vitae, the names and addresses of three referees, certified copies of educational certificates, as well as academic 
enpiri should be received by October 31, 1998 and sent to the address below: : 


The Director |... 
Administrative Services Department 
Bank of Botswana 
Private Bag 154 
Gaborone 

» BOTSWANA 


Fax: M 301100 
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As BMB’s activities in the Middle East and Central Asia are expending considerably, there are 


BMB isa prominent immediate openings for long- and short-term positions for: 


international consultancy 


: "company in the Netherlands 


Public Sector Development Consultants 


|." concentrating on 


For two EU-financed projects we wish to recruit senior experts with a proven track record and 


institutional development. : inanees pi Emor 
academic qualifications in one or more of the following fields: 


BMB provides inter-linked 


services in public, private Public Administration / Public Service Modernization /Civil Service Reform 


and social sector 
development to countries in 
Africa, Asia, Latin America, 
Eastern Europe and Central 


Asia. Our 100 employees 


Institutional Development 

Civil Service Legislation 

Public Administration Training/Human Resources Development 
Programming and Coordination 

Project Management 


york in over 2 S 2 
work in over 35 Monitoring and Evaluation 


development projects 
P DRE PFO} Procurement and Contract Management. 
worldwide in close 


Applicants should be EU nationals with at least ten years of experience in their specific field(s). A 
successful track record in the region is essential as well as good communication, training and 
reporting skills. Fluency in English is a prerequisite, and language skills in Russian (Central Asia): 
or French (Middle East) would be an advantage. 


Interested persons should send their detailed curriculum vitae to: 
BMB, attn. Mr. J. Willems, P.O. Box 550, 
bm b 6800 AN Arnhem, the Netherlands. 
E-mail: BMB@arcadis.nl 


collaboration with public 


and private organizations. 








Director of Corporate Communications 


Central London Excellent salary + bonus + benefits 


The Commonwealth Development Corporation (CDC) is a leading international development finance institution with a strong record 
over 50 years. It is currently a statutory corporation but the UK Government has announced that it will become a public/private 
partnership (PPP). The PPP will create and grow long term sustainable business in developing economies, achieving attractive 
returns for its shareholders and implementing ethical best practice. At the end of 1997, COC had £1.57 bn invested in 54 countries 
and over 400 businesses. It has a network of 27 overseas offices, manages businesses when appropriate, and has an active fund 
management organisation. CDC is currently going through significant change to meet the demands of PPP and is looking for a 
dynamic and imaginative Director of Corporate Communications to support the Chief Executive. 


The Role: The Candidate: 

* Develop and implement a strong world-wide œ Graduate with a minimum of 7 years experience of 
communications strategy in preparation for PPP, the full range of corporate communications 
focusing primarily on City, government, media disciplines, gained in consultancy and/or in-house. 
and internal audiences. Investor relations experience essential, ideally 
Support the Chief Executive and other senior including privatisation or flotation. ee 
management in their communications activities. Experience of the financial services sector highly- 
Lead and manage a small team acting as internal desirable, an understanding of development 
consultants to the organisation. issues also valuable. 

Provide marketing communications support to œ Strong diplomatic and persuasive skills, a global 
the operating businesses. perspective and a high degree of self-motivation. 
Please write with full career and current salary details, quoting ref. VMP/2870. Closing date: October 30th 1998. 


Tel: 0171 499 8811 Fax: 0171 499 6725 
e-mail BallJGodgers.com 


7 Curzon Street, 
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* SYSTEMS PROGRAMMER 

Bachelor of Science degree (preferably in Computer Science) with minimum 6 years experience in Systems 

Programming especially in IBM platform with VSE/VM/UNIX Operating System. Should have sufficient knowledge 
iallation of new software and establishing related standards, 








ith minimum 6 years of experience in the field of 








VACANCIES 





———————— ÁÁRÉáÁÉÉEERAAÉLÉLÉA 


The Islamic Development Bank (IDB), an International Financial Institution, has vacancies for the following positions at its headquarters in Jeddah. 


* ELECTRICAL ENGINEER (PROJECTS OFFICER) 
Zlectrícal Engineering degree (preferably MS) with minintum 8 years experience as project officer in development 
banking, consulting firms. Minimum 2 years practical experience in maintaining electrical equipment and 
construction of electrical power. 













M.Sc. (Civil Engineering) with at least 10 years experience in sector studies, preparing, reviewing, appraisitig and 
supervising the projects construction K B 


PROCUREMENTS OFFICER 
M.Sc. degree in Civil Engineering or equivalent. Min. 5 years experience in review of bidding documents, both 
eneral and technical, Working fluency in English, Arabic and French is required and should be computer literate, 














OPERATIONS OFFICER 
Master degree [preferably in economics or in business administration) with minimum 10 years experience in carrying : 
periodic review of the economic situation, identifying areas of investments, project supervision, making" 
recommendations about financing, participating in financing négptiations and formulating financing programs, 
















Bachelor's degree in Science or engineering (preferably including courses in Statistics, Mathematics, Accounting, 
Computer Sciences) or equivalent. Minimum 6 years work experience in system analysis, project management, 
users relations, data gathering techniques. Excellent experience/knowledge af ORACLE, Relational Database 
.. Management Systems (RDBMS), PL/SQL Programming, Developer 2000, Designer-2000 (CASE tool) and Applications 
of Client Server environment a vel t Project Cycle, 

'e TE PLANNING AND CONTROL 

"Bc in Computer Science or Information System Management (MBA preferred) with minimum 5 years af practical 
experience in project management and planning/control of IT activities, Excellent inter-personal communication 
and presentation skills, Knowledge of Lotus Notes is a plus. 


* BUSINESS DEVELOPMENT MANAGER 
Bachelor of Science degree in Computer Science or Computer Engineering or a degree in Information Technology. 
Minimum 6 years experience in system development, analysis and design in database application systems like finance, 


budget and accounting using ADABASE/NATURAL and ORACLE in a large financi istitutior 


© AUDIT MANAGER 
Lo Bachelor's degree in Accounting, Computer Science or related field plas CPA or CA, Minimum 11 gears experience 
in Internal Audit or External Audit and supervisory capacity (preferably internal audit experience in multinational 
organizations or ‘big six’), Should be computer literate particularly in business application (spread sheet/word 
poowmp.. anas 
`: e AUDIT SUPERVISOR 
Bachelor's degree in Accountisig and/or Computer Science or any other related fields and a CPA or CA. Mini mum 10 
“years practical experience in internal audit and supervisory experience is a must (preferably internal audit) with 
well reputed multinational organizations or “hig six" accounting firms. Fluency in English is required. Arabic and 
` French will be plis, ; 
AUIMTOR 
































































MBA/BA degree, Minimum 3 years relevant experience for MBA (Finance) and 5 years BA (Accounting/Financing 
institution, in the area of credit evaluation and marketing, 
.Q ACCOUNTANT 
Bachelor degree in Accountingand a CPA or CA with minimum 5 years experience in the relevant field in à commercial 
bank or a financial institution, 
* TRADE OPERATIONS ASSISTANT 
Bachelor degree in Finance, Accounting or Economics with minimum 8 years commercial experience in areas of 
Documentary Credits Documentary Collections, Bank Guarantees and international payments, Should be computer 
literate and fluent in Arabic and Familiarity with SWIFT operations is an ad 


* DIVISION CHIER INVESTMENT MANAGEMENT 
B.Sc, Accounting! Economics Mathematics) plus CPA or FCA and/or MBA. Minimuro 10 years experience across a 
broad range of diversified investment services and portfolio management inc ding Shariah investments. Strong 
analytical und empirical research background and high standard publications in the area of investment portfolio 
and financial engineering in Islamic finance. Ability t» initiate and develop investment ideas, benchmarks and 
strategies that would lead to the enhancement of returns on liquid fund investments, Proactive, creative, strategic 
thinker and commercially astute with integrity and high standards of performance, Fluency in at least two of the 
Bank's working languages (Arabic, Engli d French). 

* SYNDICATION OFFICER 
MBA in Finance or CPA. Minimum 8 years post qualification experience in a bank or financial institution arranging 
syndication for project financing, trade financing and financial transactions. Fully conversant with preparation of 
terms sheets, negotiating and implication of syndication and execution of relevant documents, Excellent 
Communications skills in English. Knowledge of Arabic and French will be a plus, 

* INVESTMENT OFFICER 
; Masters degree in Business Administration (Finance or Investment), Minimum & years experience in investment, 

commercial development or banking financial institution and be familiar with identification, appraisal, monitoring 
ard follow-up of projects and syndication financing. Proficiency in Arabic and English is a must (French will be 
desirable). 

c9 EQUITY PORTFOLIO OFFICER 

MBA in Finance or CPA. Minimum 8 years post qualification experience in a bank or financial institution deali ngin 
direct equity investment, quasi instruments and capital market Gperations. Candidate should have analytical skills 
for conducting capital market operations, financial analysis and equity investment. Candidate also should have 
experience in developing a high vielding equity portfolia both in short-term and long-term views, project appraisal 
inan Islamic contest will be highly desirable. 























































Division Chief; Personnel Mai 
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* ECONOMIST eerste 

} r degree/ PhD. in economics from a well recognized university with excellent reputation in the field of 
economics, Minimum practical experience of 7 years after the Master degree or three (3) years alter the Ph.Dinthe 
field of development economics. Must have the research background on developments in the world economy and on 
relevant policies and procedures of institutions comparable to the IDR. Be able to contribute and prepare economic. 
schemes for IDR 














Ph.D.in economics from a well recognized university having at least 5 years teaching/training and research experience 
in Islamic economics, banking and finance and economics of OIC Member Countries, Capable to plan, organize and 
conduct basic and applied research with a view to developing models and methods for the application of Shar'tah tit, 
the fields of economics, finance and banking, Have experience in evaluating in-house/outside, holding seminars; 
conferences, symposia and scientific valuation of papers, implementation and preparation of proceedings for 
publication and prepare research papers and lectures for seminars, symposia and scientific conferences and training. 
Proficiency in English, Arabic & 

STATISTICIAN à 
Master degree in Statistics/Economics (Ph.D, preferable] with at least 8-10 years experience in similar activities in 
collection, compilation and analysis of country statistical data. Also should have experience in the preparation af 
statistical reports and provide projections on country socio-economic indicators, Command of office automation 
tools, such as Microsoft Office and data analysis, Proficiency in at feast two IDB working languages ( Arabic, English 
& French). 


TRANSLATOR/INTERPRETER 
Bachelor degree in Economics, finance, laws and English literature, Minimum 3 years practical work experience in 
interpretation/transiation (Arabic to English and vice:versa) ín international conferences and translation of 
documents of economics & financial natures as well as legal documents in international banks or development 
financing institutions. 

SENIOR MEDIA/TRANSLATION OFFICER 
Masters degree with 10 years of experience in media/journalistn or communications preferably with international 
institutions. Region-wide contacts with media network and should have the ability to communicate effectively 
through the media, Should havea track record of publications. Experience in translation and/or interpretation in at 
least two of IDB working languages. (Arabic, English & French). 
CONFERENCE OFFICER 
Bachelor degree in Public Administration, Law, Economics, Finance and Banking. Minimum 10 years of practical 
erience of which 5 years as a Pi “onterence Organizer. — 
LIAISON OFFICER 
BA/MPA with 5 
have exposure in organi 
literate and has pro! 
LAWYER 

Master degree in law. Minimum 10 years practical experience in legal activities related to projects and development, 
international commercial transactions, loans, preparation of legal notes, partici pation in negotiations and evaluation 
af agreement 

ASSISTANT SCHOLARSHIPS OFFICER 
Master's degree in Education or sociology and 5 to 7 years ex perience in the eld of education of which minimum of 
3 years should be in student counselling or any combination of education and experience which provides the necessary 
knowledge and s 
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practical experience us a Public Relations Officer with excellent writing capability, Should 
gand coordinating international seminars/meeting/ workshops. Also, should be computer 
h 
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he desit. 
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First university degree in Education or Islamic Studies. Minimum of 5 years experience in dealing with students? 
atfair/aniversity administration. Ability to use PC especially in data base management and knowledge of 
programming will he preferred. Should be able to communicate effectively in English (knowledge of Arabic and/or 
Fre highly desirable). 

* YOI 








PROFESSIONALS is 
The Young Professionals Program is designed specifically for outstanding young graduates with superior academic 
Achievements, Selection to the Program is highly competitive. The successful YP candidate should hold the minimum 
requirements as per the following: ‘ 





* Bachelor degree with a GPA of 3.5 on a scale of 4, honors division 2 upper, very good, from a reputable and well, 
recognized academic institution, (Recent graduates only). 

$ Be fluent in one of the Bank's working languages i.e. Arabic, English and French, but a working knowledge of 

e English is highly desirable. i 

© Be a citizen or national of a member country of the Bank, 

* Holding a Master or Ph.D. is an added advantage. 


“The Bank offers à competitbs compensation and bepclits package. Only candidites who meet the aynitium requirements should apply by fasing us only a detailed rétor (C. V.) no attachinent please, specifying the position applied for, within one month from the date al this advertisement, tn the anention of. 


++ Human Resources Management Departinent 


PO, Box 5925, Jeddah 21432, Kingdom of Saudi Arabia» Fax no. 966-2-637-2069 


Considetation will only be. given t applicants that weet the above-iininum requirements, 
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memory of a leading political and social scientist, the Wissenschafts 
zentrum Berlin für Sozialforschung (WZB) has established the 


Karl W. Deutsch 
Guest Professorship 


he WZB encourages young social scientists with strong research 
| records in comparative social and political research - a field in which 
(| Karl Deutsch was a pioneer - to apply for this two-months research 
|p position. 
Candidate selection for 1999 will emphasize research on the challenges 
to national democracies in the context of changing international and 
supranational conditions. This area will be an important focus of inter- 
| departmental work in WZB during 1999 - 2000 and the subject of a 
book publication on the "future of democracy". 


| Through this Guest Professorship the WZB seeks to honour the life 

‘and accomplishments of one of its long-time Directors, Karl W. 

Deutsch, who died in 1992. Karl W. Deutsch was born in 1912 in 

| Prague and emigrated to the United States in 1938. He was a Professor 

of Political Science at a number of American universities, the last being 

Harvard. Professor Deutsch served as a Director at the WZB from 1975 
‘through 1987. 


Salary for the position can go up to the level of a full professorship 
(CA). In addition, the WZB will provide support and travel expenses. 


"The WZB is committed to increasing the number of women in science, 
and especially encourages females to apply for this position. 


A written application along with supporting materials and a research 
plan covering the period to be spent at WZB should be sent no later 
than November 20, 1998 to the 

President of the WZB, Professor Dr. Friedhelm Neidhardt 


WZB Wissenschaftszentrum Berlin Für Sozialforschung 
Reichpietschufer 50, D-10785 Berlin 


Uni 


SENIOR INTERNAL AUDITOR 
New York, USA 


JOIN ONE OF THE WORLD'S 
QUTSTANDING SERVICE ORGANIZATIONS 


The United Nations Children's Fund, with Headquarters in New York, an 
annual budget of approximately $1 billion, is the UIN agency that works in 
161 countries, areas and territories to ensure the survival, protection and 
development of children, We seek a highly qualified candidate for the posi- 
tion of Senior Internal Auditor. Candidates must be good team players with 
proven experience in financial, operational and management au iting, Major 
responsibility is to conduct audits, as team leader or individually, review, 
evaluate and report in writing on. findings directly to the Executive Director 
through the Director, Office ol Internal Audit, Work experience in developing 
countries an asset. Å 


*- Minced university degree in Accounting, Business Administration, 
Economics or related field. Certification from an intemationally recognized 
accountancy body. 3 

* Ten years of progressively responsible professional experience in leading 
and conducting Operational and management audits in a large organization, 
applying modern audit techniques. : 

* Experience in reviewing new information systems, 

* Knowledge and skills in the use of advanced information technology. 
for auditing. 

* investigatory experience. 

* Excellent interpersonal, written and oral communication skills. 

* Proven ability to work in an international and multicultural environment. 

* Fluency in English and French. lw 

Salary range per annum (net: Single US$ 83,000 - 101,000; With Dependant. 

US$ 89,000 - 110,000 ` 

Applications from female candidates are especially welcome, Please. serid 

detailed resume, in English, quoting VN-98-051 to: Career. Management: 

Section (IDG), Division of Human Resources, UNICEF, 3 UN Plaza (SF), 

New York, NY 10017, USA, E-mail: cmsrecruit@unicef.org. 

Appiicanons for these positions must be received by 24 October, 1998. 

Acknowledgement will be sent only to shortlisted can iclates. ‘ 

UNICEF is a smoke-free environment, ; 


Professor of Sociolog 


Q Massey University Palmerston North, New Zealand 


The Sociology Programme within Massey University's School of Sociology and Women's Studies at Palmerston North is offering a senior academic 
position for someone with a distinguished record of research and scholarship, along with excellent administrative and interpersonal skills and with the 


capacity to provide leadership. 


The successful applicant will join a team of 17 academic stalf at the University’s campuses in Palmerston North and Auckland. One of the Sociology | 
Programme's key strengths is the wide range of expertise the individual members bring to their teaching and research. They have a strong core: of 
sociological theory and methods, and a diversity of specialist interests such as health, the media, work, the arts, social psychology, environment, gender, 
nationalism, ethnicity and development studies. As well as publishing in such areas, the team has played an important role in the development of 
Sociology in this country through the production of major teaching texts on New Zealand society and publication of new joumals. 

The new Professor will play an active role in the University's teaching programmes, both internal and extramural. In addition to this professorial post; 
which carries with it the academic leadership of the discipline, the School of Sociology and Women's Studies will shortly make an appointment to the 
position of Head of School, The two positions are functionally distinct, but the willingness and ability of candidates to serve as Head of School may be 
taken into account when the professorial appointment is made. 

Palmerston North combines the intellectual stimulus of an ethnically diverse centre of learning with a pleasantly relaxed ambience. The University 
grounds are more like a park than a campus, yet Massey University is also a dynamic academic enterprise, playing an increasingly important leadership. 
role in national intellectual life within a context of greater internationalisation of the University and its research and teaching programmes. 

Applications, including a full curriculum vitae, a personal statement summarising your qualifications for the post, and names and electronic addresses of 
four referees, should be sent to the consultants assisting the University, either by fax, post or email to cambridge @cambridge.co.nz 


sti, * : > 
E Cambridge Consulting Services 
NS Level 14 Citibank Centre, 23 Customs Street East, Auckland 1, New Zealand 
Ú Ph +64-9-307 2948. Fax 464-9-300 0755 — www.cambridge.co.nz 
AUCKLAND * MELBOURNE * SYDNEY * HONG. KONG * CHICAGO * LONDON 
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THE CONRAD N. HILTON FOUNDATION 


INVITES Nepos FOR ITS 








The prize— one million dollars (US $1,000,000)—will be awarded 


to an established voluntary, charitable or non-governmental group. 


` The prize is not a grant, based on future goals. It is an award for 


accomplishment as determined by a distinguished, independent 


panel of international jurors. 

Previous honorees have been Operation 
Smile, International Rescue Committee 
and Médecins Sans Frontières. 

Nominators packets are available 
now. Deadline for-nàiinitions is 


January 15,1999. 


“THE JURY WILL CONSIDER: 


Historic achievement and 
recent performance 


Innovative program design 


Organizational capacity and 
administrative efficiency 


Collaboration with others 


Most importantly, long term impact. 


Nominations: Manager, Conrad N. Hilton Humanitarian Prize 
10100 Santa Monica Boulevard, Suite 740. Los Angeles, California, 90067-4011 USA ` 


" ui Telephone: Gu) 556-8178 Facsimile = 10) 556- Bp. eub Pri 
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! OBODY could accuse the world's finan- 
A N cial elite of underplaying the mess in 
today's global economy. The mood among 
bankers and politicians gathered in Wash- 
ington for the annual meetings of the IMF 
and World Bank was grim. Bill McDonough, 
the president of the New York Federal Re- 
serve, spoke ofthe *most serious financial cri- 
'sis since world war two". This week an ex- 
traordinary, frightening swing in the dollar's 
value against the yen made things even eerier. 

In one way, the mood is appropriate: 
much of the world is already in recession and 
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Missing the point 


THE END OF 


main, in any case. To have much effect, a con- 
tingent-financing programme would need to 
be well-endowed: it requires more funds... 
than one standard replenishment would pro- 
vide. Where will the money come from? And 
which countries, exactly, would be eligible to 
borrow from it? Would Brazil qualify? It has 
been harmed by contagion, but it has fiscal - 
problems of its own making: is itan innocent 
bystander for the purposes of this facility? 
No doubt these questions can be an- 
swered, given time. The danger is that the dis- 
cussion will only fuel the clamour for the big 
fix. Rather than thus raising hopes, responsi- 





things may yet get worse. But too much gloom 
can be unhelpful. It tends to make people 
think big. The more investors and politicians panic, the more 
they demand bold, elaborate schemes not merely to end the 
current turmoil but to redesign the global financial system 
from the ground up. For the problems at hand, there is no big 
fix. Trying to devise one is a distraction from doing the small- 
et, useful things that would actually help. 


When the grand is the enemy of the good 
Until this week the main peddlers of big ideas came from 
Europe and Japan. The Germans spoke of exchange-rate 
zones, the Japanese of capital controls. Those ideas went no- 
where fast, which is good, because little time was wasted. An- 
other proposal—one of several from the United States—did 
grip the assembled financiers. But this is a borderline case: 
- whether it is too big an idea to be any use remains to be seen. 
"America proposes a “mechanism” administered by the 
| IMF to “provide contingent finance to help countries ward 
- off global financial contagion.” In other words, a pot of 
_ money that economies can tap quickly should they become 
- innocent victims of market turmoil. It would presumably dif- 
fer from existing arrangements because countries would pre- 
- qualify for access to it, rather than starting negotiations with 
- the Fund only after the ceiling has fallen in. In principle, this 
makes sense. Just as liquidity provided by a central bank can 
curb panic in domestic banking crises, so the existence of a 
rapidly accessible international pot of money might help to 
prevent panic in one country spreading to others. Contagion 
-has proved to bea real menace in the current emergency, and 
-Mr Clinton is right to concentrate on it. 

As it stands, however, this scheme is not a worked-out pro- 
posal so much as a topic for conversation. Currently the IMF 
has barely enough money to respond to one more (medium- 

sized) drama. For months America’s Congress has refused a 
routine contribution to the IMFS capital. A decision is immi- 
< nent, but the outcome was still in doubt as The Economist 
went to press. Until this is resolved, American ideas on how 
.the mr should spend more are hollow. Other questions re- 
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ble leadership consists in making it plain 
that there can be no cure-all—-and in improving the system ` 
quickly, by taking a series of smaller, duller steps. 
Most of the work of crisis management must be done in 
the affected countries themselves. In Asia the burden lies 
mainly with Japan. What it needs to do has been rehearsed ad 
nauseam: above all, repair its banking system. Scant progress 
to report on that front; instead the government this week pro- 
posed a special fund of $30 billion to help cash-strapped 
South-East Asian economies. That is worthy and generous, no : 
doubt, but effective measures to fix the country’s banks would 
be worth ten such schemes. Legislation is rumbling through . 
Japan’s parliament, but it remains hotly disputed by the op- 
position parties. 
For the worst-hit Asian countries—Thailand, South Korea - 
and Indonesia—the crucial next steps lie in domestic debt. 
restructuring. No economy will recover if its companies and 
banks are buried under a burden of debt. Wholesale restruc- 
turing of balance sheets across entire economies will demand. 
much creative thinking, and political will. But that, country - 
by country, is the work that must be done. Even the compara 
tively innocent bystanders of Latin America must see that the 
best hope of restoring confidence lies at home. Sm 
When it comes to the system itself, as opposed to theindi-- 
vidual countries that participate in it, boring is best once 
again. Inspiring as it may be to talk of “redesigning the global 
financial architecture", the need is for a competent carpenter, 
nota great artist. Much needs to be done to make capital mar- 
kets safer. The detailed, workmanlike reports on transpare | 
ency, strengthening financial systems and managing crises: 
that the G22 (an informal group of rich and emerging-market 
countries, convened by the Americans) presented this week 
point in the right direction. 
Financial stability demands greater and quicker disclo- 
sure of information from banks and governments—and from 
the international institutions themselves. It demands that 
bank-capital rules should be broadened and modernised. it 
calls not for a global regulator (a big idea), but for supervisory- 
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rules to be standardised and co-ordinated (yawn). Regardless, 
crises will happen. When they do, they must be better man- 
aged. Some countries may avoid trouble with Mr Clinton's 
anti-contagion mechanism, but others will make mistakes, as 
will the investors who lend to them. Mechanisms that allow 


orderly default, and that force investors to pay a higher price 
for their mistakes, would be valuable improvements. 

Such innovations are neither glamorous nor decisive, but 
together they would add up to a stronger system. Visions of a 
new global architecture can wait. There is work to be done. 





Brazil's steady nerve 


Thank President Fernando Henrique Cardoso, and the voters 


who have just re-elected him 


HE first thing to be said about the re-election of Fernando 

Henrique Cardoso as president of Brazil is simple: well 
done, and well deserved. He has not managed everything per- 
fectly in his first four years, and can be justly criticised for 
having, in one vital area, fallen far short of that impossible 
ideal. And he still has plenty to do (see page 41). But remember 
what he inherited, and look at what he has made of it, and the 
balance is heavily in his favour. 

In early 1994, to outsiders, Brazil—to be frank—was a joke. 
After umpteen currency reforms, its prices were soaring at 
40% and 50% a month; the present currency, the real, intro- 
duced that July, was equivalent to 2.75 x 10!5 of the cruzeiros 
in use only 30 years before. The economy still, in essence, re- 
flected the autarkic corporatism common in Latin America 
in the 1950s and 1960s: though the two previous governments 
had made a start at privatisation, most of the main levers of 
economic power—some big private-sector banks apart—and 
many minor ones, were held by the state. In politics, the gen- 
erals had returned to barracks in the mid-1980s, but the latest 
elected president—the man, to be fair to him, who began to 
privatise—had just been driven out, accused of corruption. 
His interim successor is best remembered abroad, fairly or 
not, for groping a samba dancer. This was a country with huge 
potential, outsiders agreed. But a serious one? No. 

Yet the groper did more than grope: he appointed Mr Car- 
doso as finance minister. From that post, the future president 
introduced his anti-inflation plan, centred on the real. It 
worked, rapidly, and grateful voters duly gave its author the 
presidency in return. Since then, Brazil and its 160m citizens 
have gone through a headlong economic revolution. 

The largest, most revolutionary, change has been one lack 
of change: in prices and the currency. Unlike all its predeces- 
sors, the real plan has gone on working. Prices by now are 
almost flat, and the real is still in place, still worth 84 cents of 
the dollar that it was meant to match when it was invented. 

Meanwhile Mr Cardoso has restructured the economy at 
a furious pace. The state’s steel interests and most of those in 
chemicals had been privatised before his time. But he has 
sold, or is in the process of selling, railways, mining, electric- 
ity, telecoms, banks, ports and more. Even the state oil com- 
pany, Petrobras, long a symbol of autarkic nationalism, has 
already lost its monopoly, and may now be sold. Trade barri- 
ers have been lowered; in dollar terms, this year’s imports will 
be nearly double those of 1994. Mr Cardoso has at times been 
accused of not moving fast enough. He can well ask why. In 
just under four years he has done roughly what Britain’s Mar- 
garet Thatcher—no famous ditherer—did in nearly 12. And he 
has given foreigners access to sectors of the economy like 
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coastal shipping that the United States has yet to open. 

Of course he could have done better still. The mechanics 
of privatisation might have been faster. Protectionist instincts 
are still widespread, and have at times infected government 
policy. But an open economy is not built in a day. Still less so 
isan open society of equal opportunity; indeed that often jars 
with an open economy. No advanced economy has ever been 
built without injustice and wild inequalities on the way. Bra- 
zil, not alone, has too much of both. It has too many poor, too 
many illiterates, too many would-be farmers without land, 
too many street children, too much violence, too many po- 
licemen expert in violence of their own. In an ideal world, Mr 
Cardoso would have ended all these evils at the stroke of a 
wand; in the real one, he has laid the bases of a richer and so, 
in time, a better society. And, whatever its faults or problems, 
no outsider today sees Brazil as a joke. The biggest country in 
its region is now treated—and acts—as such a country de- 
serves to be and, in the long term, has to be. 


Getting from here to there 


Alas, before the long term there is the short. And here Mr Car- 
doso's most obvious failure may yet cost his country dear. The 
Asian crisis was no fault of his. His response to it—last year 
and again last month—was brave: how many other govern- 
ments, less than a year before an election, would dare, twice, 
almost to invite recession so as to keep the economy, long- 
term, on course? Yet it was Mr Cardoso’s failure, over the 
years, to get a grip on the public purse that made Brazil so 
obvious a target for the next wave of international unease. 

The world may yet come to his aid, and should be ready to. 
But if it is to help effectively, which means fast, it will demand 
further bravery: a commitment, already being worked on, to a 
fresh and really fierce attack on Brazil's fiscal deficit—and this 
while many governorship elections (in which his supporters 
have not done as well as has the president himself) are still to 
£o to a second round on October 25th. 

And then? Mr Cardoso has again to manage one of the 
world's most diverse societies in its fifth most-populous 
country. Its 160m citizens range from Amerindian forest- 
dwellers to academics and businessmen as sophisticated as 
any in the world. It has areas much like parts of southern Eu- 
rope, others barely distinguishable from (peaceable) parts of 
West Africa. Many of its schools are still lamentable, much of 
its health-care primitive. Its income inequalities are huge, its 
politicians often disorderly, its public service overmanned 
and undermanaged, its corruption and crime by no means 
small. Mr Cardoso will not be short of work. Wish him well. 
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The G7 and the euro-11 


Germany and France do not yet need to cut interest rates 


HILDREN like belonging to a gang. But they are some- 

times then put under pressure to do things they should 
not. So it is with the group of seven big industrial economies. 
Four members—America, Canada, Japan and, this week, Brit- 
ain—have cut interest rates during the current world finan- 
cial turmoil. That leaves Germany, France and Italy, three of 
the 11 countries that will next January adopt a single Euro- 
pean currency. Central banks in these countries are coming 
under pressure from politicians and economists, at home 
and abroad, to “do their bit” to rescue the world by cutting 
interest rates. They should ignore this advice. 

The whole notion that it is somehow the “turn” of the euro 
zone to cut interest rates is flawed. A central bank should set 
rates according to the state of its own economy. Only to the 
extent that financial instability or weaker demand abroad are 
likely to affect domestic growth and inflation should central 
banks respond. Financial markets were disappointed by the 
Fed's quarter-point cut in rates last week: this, it was argued, 
was insufficient to reverse the world slowdown. That is true; 
but it ignores the point that it would take a massive cut in 
American interest rates to have much of an impact—for the 
origin of the slowdown lies Asia, not in America. And, given 
the robustness of America's economy, and this week's sudden 
slide in the dollar, a big cut in American rates could, even 
now, risk setting off inflation. 

The euro-11 economies also look strong, at least for the 
time being. The 1MF is forecasting average euro-area growth 
next year of 2.8%, by far the fastest growth within the G7. Better 
still, domestic demand is expected to be the main engine of 
this growth. From this point of view, European central bank- 
ers such as the German Bundesbank president, Hans Tiet- 
meyer, and the president of the new European Central Bank, 
Wim Duisenberg, have been right to dismiss calls for an im- 
mediate cut in interest rates. 

Where they have been wrong has been in their implica- 


Going too far? 


Despite all the worries about a vindictive, partisan Congress, President Clinton's 


sins cannot simply be swept under a carpet 


HE American public, if opinion polls are to be believed, 

would like the Lewinsky affair to be forgiven. Some of Bill 
Clinton's supporters would have liked him to have resigned, 
in order to hand power smoothly to Al Gore and to bring the 
Clinton presidency to an honourable close. Given that he 
hasn't, they think it would be wrong for Congress to impeach 
him, as they consider his crimes and misdemeanours to have 
been low ones rather than the high sort demanded by the con- 
stitution as grounds for such a punishment. Foreign leaders 
have queued up to express their astonishment that America is 
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tion that Europe is somehow immune to troubles elsewhere. 
Some cracks are already appearing: exports to Asia and Rus- 
sia have fallen, business and consumer confidence is slipping 
and European banks are admitting to big losses in emerging 
markets. European bank loans to emerging economies 
amount to 7% of the region's GDP; the equivalent figure for 
American banks is only 1.5%. It is welcome that Mr Tietmeyer 
has now slightly changed his earlier tune by accepting that it 
might at some point be necessary to cut interest rates if the 
global economic crisis worsens. 

Taken as a whole, the euro zone is, in fact, already easing 
its monetary policy. As the January launch-date of the single 
currency approaches, other European interest rates are being 
trimmed towards the current level (3.3%) in Germany and 
France—this week Spain cut its rates. And thanks to this 
downward convergence, rather than the upward sort that had 
been expected, the average interest rate in the euro region will 
fall by half a percentage point. At 3.3%, German and French 
rates are already far lower than those in America or Britain. 


Atime to be flexible 

None of this means that European policy-makers can afford 
to be complacent. In an ideal world, structural reforms would 
complement monetary policy in fighting inflation. If govern- 
ments speeded up reforms to make labour and product mar- 
kets more flexible, this would help Europe to enjoy faster in- 
flation-free growth. And the European Central Bank, which 
will set interest rates from January, may need flexibility of its 
own. A persistent concern is that its zeal to prove its inflation- 
fighting credentials may make it tougher than it should be— 
to outshine the Bundesbank, as it were. The ECB must remem- 
ber that a central bank is meant to prevent inflation under- 
shooting as well as overshooting. If it is too slow to cut interest 
rates when growth slows, the rest of the G7 would be right to 
pick a fight with the gang of 11—but not before. 





spending its time arguing about sex, lies and videotape while 
the world economy spirals earthwards. Yet the Judiciary 
Committee of the House of Representatives voted this week to 
recommend that an impeachment inquiry be launched, and 
as The Economist went to press the full House looked likely to 
vote to accept that recommendation, with support from quite 
a few Democrats as well as the Republican majority. 

Might the public, and the supporters, and the foreign 
leaders be correct? Surely Congress, particularly its Republi- 
can majority, is going too far? To take that view is to misun- 
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derstand what President Clinton has done and, as so often, to 
let sex blur the issue and cloud the mind. With so much 
known about the salacious details of a sad relationship, it has 
come to seem as if the issue is whether or not a president is 
entitled to some privacy. On this view, his affair was “inap- 
propriate”, as he has admitted, but so are many affairs. His 
judgment was poor, but so is that of many brilliant and other- 
wise resolute men when it comes to matters of love and lust. 
He lied, in public and in sworn testimony, but he did so as a 
man trapped by right-wing enemies and intrusive prosecu- 
tors, desperate to protect his privacy and his family. 

If you are satisfied with that account, you may think that 
impeachment is an absurdly disproportionate punishment. 
But before examining whether that account is in fact ade- 
quate, one awkward point also needs to be kept in mind. 
Even on this sympathetic account, President Clinton has bro- 
ken the law—a law he swore to uphold when taking the oath 
of office at his two inaugurations. So, at the very least, he 
needs somehow to be punished. Otherwise, a signal will be 
sent to every American that some sorts of law-breaking are 
acceptable, or that there is one standard for the high and 
mighty and another for everyone else. As a practical matter, 
under the constitution, for Congress to mete out that punish- 
ment it needs first to hold an inquiry. Having done that, it 
could well, as ex-President Gerald Ford suggested this week, 
deliver Mr Clinton a rebuke rather than impeaching him and 
removing him from office. Such a compromise may even be 
Mr Clinton's own hope. But to get to that point, a proper and 
open process has to be gone through. 


The merit of breathing deeply 

For sure, it would be best if that process were short. But to 
understand why even that cannot be guaranteed, as well as 
why an inquiry is justified for other reasons, it is worth ques- 
tioning whether the sympathetic account of Mr Clinton’s 


conduct is really as adequate as it sounds. 

The problem with this account becomes plain when you 
move beyond what happened to consider how it happened. 
None of it—the affair, the lies, the alleged obstruction of jus- 
tice, the two sets of sworn testimony by Mr Clinton—hap- 
pened quickly, as if with a rush of blood to the head. It all 
happened slowly, which implies that most, perhaps all, of his 
actions were calculated. The testimony was well planned. He 
knew well in advance that Monica Lewinsky was becoming 
embroiled in the Paula Jones case. There was time to think, to 
discuss alternative courses extensively with advisers, to find 
jobs for her. Even the sex sounds as if it was carefully calcu- 
lated. All in all, this does not feel simply like a story of foolish 
decisions by a cornered, passionate man. 

Perhaps, after hearings, Congress will decide that that is 
indeed the motif of this story. But the reason why Kenneth 
Starr, the independent counsel, was originally appointed was 
the suspicion of a pattern of obstructive and evasive behav- 
iour; and Mr Clinton’s behaviour when the Lewinsky affair 
merged with the Paula Jones case did, on the face of it, fit that 
pattern. Thus, the suspicion endures that such behaviour may 
also have manifested itself in matters other than sex—matters 
that even his sympathisers might consider more serious. It is 
that, combined with the Lewinsky evidence, which offers am- 
ple cause for an impeachment inquiry, one with a chance of 
flushing out evidence of other offences. 

Whether this will end with an impeachment, let alone re- 
moval from office (a separate action, by vote of the Senate) it is 
too early to say. The constitution is vague enough to support a 
view that his crime is too low for an impeachment—or that by 
betraying his trust and breaking his oath of office Mr Clinton 
has done more than enough to deserve to be dismissed. But, 
in the adopted cliché of congressmen of both parties, it is 
right to “take a deep breath” and begin the inquiry. The only 
irresponsible action would be to stop now. 





Taxing Matilda 


The re-elected John Howard should press ahead with his tax plans for Australia, 


and not just for economic reasons 


OHN HOWARD had good reason to smile this week. The 
Australian prime minister had not only led his conserva- 
tive coalition to an election victory (see page 25) on Octo- 
ber 3rd, but he had done so in defiance of one of Australia’s 
electoral taboos. He had dared to go to the country campaign- 
ing for something that had been the downfall of other politi- 
cians before him—a new tax on goods and services. On top of 
that, One Nation, an unattractive party based on xenophobia 
and populism that had recently sprung to prominence under 
its leader Pauline Hanson, had been solidly defeated. This 
suggests that, in federal politics at least, most Australians are 
tolerant and open-minded people who reject racism and 
trade protection, even at a time of growing economic uncer- 
tainty. Yet the future of Australia’s new tax and that of “Han- 
sonism" remain entwined. 
Australia urgently needs a new way to collect taxes. The 
present taxation system, little changed in more than 50 years, 
belongs to an age that no longer exists. The problem is that the 
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country’s tax base is increasingly inadequate to pay for decent 
health, pensions and other welfare services for the biggest 
proportion of the population, the baby-boomers who grew 
up in the 1960s. Moreover, as this generation moves into re- 
tirement, it will cease to be a major source of income tax. 
Meanwhile, the country’s centre of economic gravity will 
have continued its shift away from farming and manufactur- 
ing towards service industries. Yet many services fall outside 
the existing tax net. 

The election shows that Australians are now ready for tax 
reform. That was not true five years ago, when another conser- 
vative campaigned on a package very similar to Mr Howard's, 
only to lose heavily. Of course, not all Australians agree about 
how to change the existing system. Indeed, over half the voters 
supported Labor, whose leader, Kim Beazley, campaigned 
with an easier-to-swallow tax plan. In essence, this amounted 
to more taxes for higher earners, and concessions to the poor. 
Labor's proposed system was not as universal or as bold as Mr 
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"I was confident in seeing an IMD 
alumnus become my successor” 


Helmut Maucher 









Peter Brabeck-Letmathe 
CEO, Nestlé SA 


Muninus of 


Cifairman, Nestlé SA 
Alumnus of 
Antal Program, 1961 Program for Executive Development, 1976 


Seminar for Senior Executives, 1985 


Peter Brabeck-Letmathe, the new CEO of Nestle, is one of At Nestle, as in several other leading international-companies, 
the many highly successful international executives whose the Program for Executive Development is a cornerstone in 
careers have been enhanced by attending programs at IMD. the management development process. It is used to create a 


common language among senior executives world-wide. 
The first program he participated in, Program for Executive 


Development, or PED, is an intensive 10-week general If you want to capitalize on your leadership potential and give 
management program (over 14 months) designed to prepare your company a competitive edge, you should carefully 
fast-moving middle managers for their next big step. consider attending one of these general management programs: 
Senior Executive Forum Program for Executive Development International Program for Board Members 
Creating rapid internal growth Preparing fast-moving managers for the next big step Creating value through the board 
Starting dates Starting dates Starting date: 
February 24 or October 20, 1999 March 1, July 26 or August 23, 1999 May 3, 1999 
Seminar for Senior Executives Managing Corporate Resources Building on Talent 
Re-defining the senior manager s agenda Sharpening skills for business unit management Developing young managers with high potential 
Starting dates Starting dates Starting dates: 
June 7 or October 25, 1999 May 10 or November 8, 1999 November 22, 1998 or August 8, 1999 


IM) 
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Real World. Real Learning 
Please contact Ms. E. W. Kohler at the International Institute for Management Development, Lausanne, Switzerland. 
Tel: +41 21/618 0342 Fax: +41 21/618 07 15 E-mail: info@imd.ch Website: http://www.imd.ch 
Ms. Kohler would also be pleased to inform you about IMD's MBA and Executive MBA programs 
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Howard's; hé wants. to introduce a 10% tax on almost all. y 


goods and services. But Mr Howard won. 

So Australia will get his tax scheme? Not so fast. Iti is true 
that, under Australia's system of preferential voting, Mr How- 
ard's coalition was returned to power, albeit with a reduced 
majority in the House of Representatives. But, since more 
Australians appear to have voted against Mr Howard's tax re- 
forms than for them, his opponents claim he does not have a 
mandate to introduce them. 


Promises to be kept 


Mr Howard therefore has a battle on his hands to get his plan 
through Parliament. His biggest obstacle will be the Senate, 
where his supporters are a minority. The conclusion to be 
- drawn is not, however, that Mr Howard should abandon his 
tax plan, or even change it much. Whatever the total number 
of votes cast for and against his coalition, it was his team, 
campaigning on explicit proposals, that won the election. To 
argue that he has no mandate for the new tax is to argue that 
he has no mandate for anything. With a majority, however 
small, in the lower house of Parliament (more representative 
than the Senate), he should press ahead, and press ahead fast. 


. Some of Mr Howard? s colleagues; however, will argue br 


i delay, not least because he has other promises to keep, nota- 


bly the pledge to cut income tax to offset the tax on goods and 
services. This could indeed prove awkward. Many of the as- 
sumptions behind the income-tax promise were based on 
growth projections for the Australian economy that already 
look rosy, and could turn deep pink as the waves from Asia’s 
slump hit Australia’s shores. Mr Howard will not want to see 
the budget, which his government has proudly restored to 
surplus, go back into deficit. So there will be pressure to re- 
duce or delay the tax cuts. : 

Yet to deliver the new consumption tax but not the in- 
come-tax cuts would provoke a fierce backlash from an al- 
ready cynical electorate, and not surprisingly. Many of those 
who voted for Mrs Hanson did so as a protest. It was a protest 
directed in particular at bickering politicians from the tradi- 
tional parties who many Australians feel no longer represent 
their interests, especially in the country’s economically an- 
guished rural heartland. Mrs Hanson may have lost her seat, 
but 1m of Australia’s 12m voters still backed her. Unless Mt 
Howard can honour his election promises, Australia will not - 
have heard the end of Hansonism. 





Japan, the yen and the dollar 


—. The dollar’s swing against the yen may reflect the current peculiarities 
of markets. But it makes monetary expansion in Japan even more vital 


OT long ago, a matter merely of months or even weeks, 
all the in-the-know talk in Tokyo was of a forthcoming 
collapse in the yen. Central-bank intervention by America 
and Japan had halted the yen’s fall at ¥143 to the dollar when 
in June it seemed to be sliding out of sight. The move bought 
some time, but most pundits thought the yen would soon re- 
sume its fall, heading swiftly towards ¥170 or even ¥200. 
Why? Because Japan needed to expand its money supply to 
get its economy moving again, because Japanese investors 
had since April 1st been allowed freely to put their money 
abroad, and because the government was failing to sort out 
the country’s bust banking system. And when that yen col- 
lapse happened China would devalue its own currency, set- 
ting offa new round of competitive devaluations in East Asia. 
Imagine the surprise, therefore, when this week’s yen-dol- 
lar crisis was of an altogether different sort. In a matter of 
days, the yen climbed, or the dollar fell, from ¥135 on October 
ist to almost ¥110 on October 8th, a fall in the dollar of 20%. 
Suddenly the crisis was of a far-too-strong yen, not a weak- 
ened one, with all its implications for Japanese exports and 
for aggravating the deflationary process in Japan. Why? As 
with so many short-term swings in markets in these turbulent 
times, to all intents and purposes it is inexplicable. Big hedge- 
fund investors may have been unwinding old positions un- 
der pressure from their creditors, amid very thin, illiquid 
; trading. Or investors may really have believed that bank-re- 
form laws were both going to be adopted in Japan's parlia- 
-ment and make a difference in the real world. 
Rather than seeking an explanation, it is more productive 
to look at the possible consequences. The most important, but 
unanswerable question is whether this strong yen will be sus- 
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tained over weeks and months rather than merely days. If it 
isn’t, its consequences will be confined to any damage 
wrought to particular traders caught on the wrong side of the 
swing. But if it is sustained, it will soon start to throttle Japan's 
already weak exports, and will give a new, downward mo- 
mentum to import prices. More important still, however, it 
will make a fresh stimulus to Japan’s domestic demand all 
the more vital. 


To the printing presses 


Japan, alone among the rich industrial countries, is suffering 
from genuine deflation (see page 77): consumer spending is 
dropping as people postpone purchases in the hope of buy- 
ing more cheaply later, and personal savings are rising. Some- 
thing must be done, something drastic, to encourage people 
to spend again and to make sure they have the wherewithal to 
do so. The answer, and it is nota new one, is to print money— 
or, technically, for the central bank to “monetise” the deficit 
by buying government bonds itself. 

In September, the Bank of Japan began to do this, but gin- 
gerly. It was afraid of weakening the yen. It need be afraid no 
longer. The more yen there are, the likelier the current 
strength of the yen can be restrained. Another idea floating 
around in Tokyo, of giving shopping vouchers worth Y30,000 
($260 or so) to every Japanese man, woman and child, with 
the value expiring after a short period, makes similar sense, 
for it would be spent rather than saved. Normally, a call to the 
printing presses is risky: in Russia, it is a sign of looming . 
hyperinflation. Not in Japan. There is no better plan, and no 
better time to get the presses rolling. : 
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Anwar bears the standard of the young, and feels the backlash of the old 


Out with the old, in with 
something much less familiar 


BANGKOK 


After the economic devastation, a political upheaval in South-East Asia was 


inevitable. It has only just begun 


NWAR IBRAHIM is not short of friends 
in high places. The second arraign- 
ment of Malaysia’s former deputy prime 
minister in Kuala Lumpur this week 
smoked them out. The charges, five counts 
of sodomy and five of arranging cover-ups, 
did not seem to justify the press campaign 
against him. Mr Anwars appearance— 
bruised, black-eyed and then wearing a sur- 
gical collar—was shocking. 

Expressions of concern came from the 
bosses of the World Bank, the MF and the 
American Treasury. For them Mr Anwar, 
who was also finance minister, was a “re- 
spected member ofthe international finan- 
cial community". But, unusually in a region 
where diplomatic etiquette bars any med- 
dling in your neighbours' affairs, South- 
East Asian leaders have also piped up. Pres- 
ident Joseph Estrada of the Philippines has 
said he is loth to visit Malaysia while "my 
friend Anwar’ is behind bars. President B,J. 
Habibie of Indonesia has told Thai journal- 
ists that he is "very concerned over how my 
friend Anwar has been treated." On Octo- 
ber 6th, a planned visit by Mr Habibie to 
Kuala Lumpur was called off because, it 
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was said, the president was too busy at 
home. It was to have been his first overseas 
foray since taking office in May. 

These breaches of South-East Asia’s hal- 
lowed principle of “non-interference” are a 
tribute to Mr Anwar's great personal charm 
and years of making friends. But for many 
intellectuals, politicians and officials in the 
region, Mr Anwar is more than just a nice 
man they happen to know. He represents 
the ideal of a new generation of leaders: 
clean, cultivated and liberal; patriotic but 
outward-looking; at home making fiery 
speeches in Malay kampongs and then 
chairing high-powered international com- 
mittees in Washington. 

If Mr Anwar is guilty of even a fraction 
ofthe crimes he has been accused of (which 
go far beyond those with which he has been 
formally charged), his fans will consider 
themselves to have been sadly misled. But 
for them, his tussle with his former boss, 
Mahathir Mohamad, the prime minister, is 
emblematic ofa broader struggle across the 
region. The old order, established in the 
19605, is fading, and the forces of "reform" 
are battling those of reaction. Reformasi, 


the catch-all slogan of the movement that 
helped unseat President Suharto of Indo- 
nesia in May, has now been taken up by Mr 
Anwar' supporters. It encompasses a drive 
against corruption and a change to a more 
responsive, pluralist political system. In 
foreign policy, it implies a more assertive 
style of diplomacy (see box on next page). 

Economic turmoil has already wrought 
one fundamental change in the politics of 
South-East Asia: the fall of the 32-year-old 
Suharto regime. Whatever successor gov- 
ernment eventually emerges in Indonesia, 
it will take years to assume the regional 
dominance enjoyed by Mr Suharto. He was 
the last of those who presided over the 
founding in 1967 of the regional club, the 
Association of South-East Asian Nations 
(ASEAN), to give up office; and, whatever the 
methods by which he did it, he had pro- 
vided stability ofa sort. The tumult has also 
resulted in political change elsewhere. In 
Thailand, it brought in a new government 
last year. In the Philippines it helped per- 
suade Fidel Ramos not to try for another 
spell in the presidency when his constitu- 
tional term reached its limit after the elec- 
tions held in May. 

Political ferment still bubbles. In the 
next year, more elections are likely to be 
held in both Malaysia and Thailand, 
though in neither country are they inev- 
itable until 2000. In Cambodia, which is 
still trying to form a government after its 
parliamentary election in July, there is the 
risk of political violence between the forces 
of the state, run by the winner, Hun Sen, 
and its opponents Something similar 
hangs over Myanmar, where the election 
held in 1990, which was won by Aung San 
Suu Kyi's opposition party, has never been 
honoured. Even Vietnam's ruling Commu- 
nists will face mounting pressure for re- 
form as the economy slows. 


Everywhere except Malaysia 

Indonesia is to hold an election next May: 
an electoral assembly dominated by the 
winners is then to pick a new president the 
following December. But dark hints have 
been dropped that this timetable may slip 
if there is too much unrest on the streets. 
Pessimists remember that both in Mr Su- 
harto's early years in power and in those of 
Indonesia's first president, Sukarno, there 
were interludes, like the present one, when 
freedom flickered, only to be snuffed out as 
the army took fright. 

This time, however, Indonesia has a 
deeper stratum of educated, younger re- 
formists, who have chafed at the restric- 
tions and injustices of one-man rule. Un- 
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der Mr Suharto, they went into business, 
academia, the bureaucracy or a plethora of 
non-governmental organisations, and 
pondered, interminably, the looming suc- 
cession crisis. "If only we had an Anwar!” is 
how one, now in government, recalls their 
conclusions. Mr Anwar seemed trusted by 
his mentor, Dr Mahathir, who had chosen 
him as his eventual successor, and yet he 
was different enough in background and 
outlook to promise change without dislo- 
cation. In comparison, Indonesia had a 
void, which, even now, few of Mr Suharto's 
critics trust his protégé, Mr Habibie, to fill. 
Mr Anwar had also, through his Insti- 
tute for Policy Research, close intellectual 
links with the Indonesian elite, including 
some of Mr Habibie's closest advisers, who 
had their own think-tank, the Centre for In- 
formation and Development Studies. Adi 
Sasono, once the think-tank’s chairman, 
now sits in Mr Habibie's cabinet, but he is 





also close to Amien Rais, a leading opposi- 
tion figure in Indonesia who has been voic- 
ing support for Mr Anwar. 

In fact, the "friends of Anwar" seem to 
be thriving everywhere except in Malaysia. 
Mr Anwar' institute also cultivated con- 
tacts in the Philippines, and was involved 
two years ago in activities to mark the cen- 
tenary of the execution of the Filipino na- 
tionalist hero, Jose Rizal. Some of those 
friends now form part of President Est- 
rada's large phalanx of advisers. In Thai- 
land, too, some of his intellectual pals are 
now in office. Sukhumbhand Paribatra, for 
example, now a deputy foreign minister, 
telephoned Mr Anwar's wife after her hus- 
band's arrest to offer moral support. 


The whiff of Islamism 

In this context, Mr Anwar seems part of a 
broader generational shift across South- 
East Asia, a representative of an up-and- 


coming elite whose attitudes are very differ- 
ent from those of their predecessors. Their 
rise is welcomed by some westerners, who 
see them as open-minded liberals, free of 
the post-colonial chips borne by their el- 
ders, and committed to greater pluralism, 
open markets and clean government. 

But in Malaysia and Indonesia Mr An- 
war and his friends are not universally 
viewed as beacons of hope. They prompt 
alarm in some quarters because of their Is- 
lamist backgrounds. Mr Anwar first came 
to prominence in the 1970s as the leader of 
an Islamic youth movement. His critics ac- 
cuse him of having tried, at the time, to im- 
port Iranian-style Islamic revolution, and 
of having switched, 20 years later, to the 
kind of campaign against corruption and 
nepotism that swept Mr Suharto out of of 
fice in Indonesia. Although it is hard to see 
Mr Anwar asa closet fundamentalist, some 
worry that he might not stand up to more 





Time to pass a few judgments? 


| BANGKOK 


CC TTS a generational thing.” That is 
how one of President B.J. Habibie's 
advisers explains the staunch resistance 
to change displayed by Indonesia’s long- 
serving foreign minister, Ali Alatas, at a 
meeting in Manila in July. It was the an- 
nual bash of the Association of South-East 
Asian Nations (ASEAN). 
Thailand's foreign minis- 
ter, Surin Pitsuwan, had 
suggested ASEAN might 
ditch, or at least tinker 
with, its doctrine of non- 
interference, and contem- 
plate “flexible engage- 
ment” instead. The time 
| had come, he argued, for 
less regional reticence, and 
more straight talk. After all, 
the internal policies of one 
country could affect all. 

Yes, indeed. For exam- 
ple, European sanctions 
imposed on Myanmar be- 
cause of its repressive re- 
gime have disrupted 
ASEAN-EU relations. But, of 
Mr Surin's eight ASEAN col- 
leagues, only one, from the 
| Philippines, backed him- 
up. It was hard to persuade the others to 
| accept even a compromise formulation— 
| "enhanced  interaction"—which had 
been watered down to the point of 
meaninglessness. 

The debate is not new. But it heated 
up last year, with the accession to ASEAN 
| of Myanmar, and the nearly simulta- 
| neous coup in Cambodia, which had 





been due to join at the same time. ASEAN 
decided to wait to let Cambodia in until 
its leader, Hun Sen, could make some 
claim to legitimacy. It is still waiting. At 
the time, Anwar Ibrahim was acting as 
Malaysia's prime minister. He wrote an 
article urging ASEAN to start considering 





Mahathir and Suharto kept to the formalities 


"constructive interventions" in its mem- 
bers’ affairs, because “all of us in the re- 
gion are our brothers’ keepers”, bound by 
“core humanitarian values”. 

It is this vision, shared by Mr Habi- 
bie’s adviser, that is contested both by 
ASEAN's old guard (Mahathir Mohamad, 
for example, and in his day ex-President 
Suharto) and its newer members: Myan- 


mar, Laos and Vietnam. For them politi- 
cal “stability” is paramount, and it is no- 
body else’s business how it is achieved. 
With the end of the Suharto era, this view 
might soon lose the support of Indonesia, 
much the biggest and still the most influ- 
ential ASEAN member. And if, as used to 
be taken for granted, Mr Anwar were to 
succeed Dr Mahathir, ASEAN as a whole 
would take on a very different look. No 
longer would it appear a group of more or 
less authoritarian coun- 
tries with a couple of out- 
landish, unruly democra- 
cies (Thailand and the 
Philippines) Rather it 
might become an organisa- 
tion committed to some 
minimum standards of de- 
cent behaviour from its 
members' governments. As 
it is, Thai diplomats worry 
that, at ASEAN's summit in 
Hanoi in December, even 
the modest changes ap- 
proved in Manila may be 
rolled back, and ASEAN 
will reassert its non-inter- 
fering fundamentals. 

That worries not just 
those who are embarrassed 
that ASEAN affords a degree 
of diplomatic cover to vile 
regimes, but also those who 
would like to see it play a stronger eco- | 
nomic role. During the region's travails, 
ASEAN has proved itself largely irrelevant | 
to efforts to stop the rot. It is joked thatthe | 
Asia-Pacific Economic Co-operation | 
trade forum, whose summit in Kuala 
Lumpur next month will be awkward, 
comprises four adjectives in search of a 
noun. ASEAN is looking for a verb. 
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inextreme Muslims, because they form part 





Xf his power base (though not, presumably, 
_for much longer, if convincing evidence of 
hisalleged sexual offences is brought before 
_ the courts next month). 


"The last of the anti-colonialists 
Dr Mahathir, like Mr Suharto before his 
downfall, draws support from those who 
¿fear a drift away from secular politics. In In- 
donesia, the terrible looting, arson and 
rape suffered by some members of the 
country’s Chinese minority earlier this year 
have given a grim warning of what might 
happen should religion and race become 
the currency of politics. Neither Dr Mahat- 
«hir nor the government of the 
neighbouring state, Singa- 
pore, needs reminders of the | 
race riots that pitted Malays | 
against Chinese in their coun- | 
tries some 30 years ago. 

The shape of the region’s 
current politics was set in the 
1960s, amid post-colonial 
anxieties and the cold war (at 
that time being fought, very 
hotly, in Vietnam). ASEAN's 
first task was to defuse the leg- 
acy of Mr Sukarno’s "con- 
frontation" with Malaysia, 
with which the Philippines 
also had territorial disputes. 

South-East Asia later di- 
vided into communist Viet- 
nam, Laos and Cambodia, on 
the one hand, and staunchly 
pro-western right-wing re- 
gimes elsewhere (with Myan- 
mar, then known as Burma, 
which opted out of the world 
in.1962, pursuing non-align- 
‘ment to the isolationist ex- 
treme), After the collapse of 


| 
| 
i 
.communism in Europe in the | 


late 1980s, this arrangement |199495 96 97 se 


became anachronistic. In 

‘Thailand and the Philippines, dictatorship 
: Was already giving way to varieties of de- 
‘mocracy. ASEAN, which was originally an 
anti-communist grouping that developed 
its cohesion by opposing the Vietnamese 
occupation of Cambodia in the 1980s, ad- 
mitted Vietnam in 1995. 

If Mr Suharto was the last of the region’s 
right-wing dictators, all of whom owed at 
least some of their power to their creden- 
tials as anti-communists, Dr Mahathir is 
one of the last whose instincts seem ani- 
mated by an anti-colonial grudge. He still 
seems ready to believe that all his country’s 
problems are the result of a conspiracy by 
foreigners to keep his people down. One of 
the insinuations against Mr Anwar is that 
he has been the tool of these conspirators. 

Politically, Dr Mahathir holds all the 
cards at the moment. He should be able to 
ensure himself a convincing victory in a 


THERCONOMIST OCTOBER TOTH 1998 


Thailand 


| GDP growth, % 


*Estimate — "Forecast 5 


199495 96 97*98t 


Malaysia 
GDP growth, % 


Singapore 
GDP growth, % 








general election this year or next, and so re- 
tain his leadership of his party and his 
prime ministership. But is it possible that 
Dr Mahathir will find himself, nonetheless, 
on the wrong side of progress? The outrage 
his treatment of Mr Anwar has caused at 
home is in part the result of the success—at 
least until last year—of his own economic 
policies. A new Malaysian middle class is 
no longer willing to believe all the govern- 
ment tells it. And a basic sense of justice has 
been offended. 

If history had indeed ended, Dr Mahat- 
hir would be a throwback, whose days were 
numbered. What has happened to Mr An- 
war would be only a setback on the road to 
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alone, imposing stiff exchange controls: 
and isolating the economy from external 
speculative pressures while he reflates it 
dangerously at home. This is not likely to. 
work. But nor, by any normal standards, > 
has the me's intervention in Thailand and. 
Indonesia. The tM Fr argues, and has done in 
these pages, that this is not its fault, and 
that, given its time again, it would have ad- 
vocated the same policies in the afflicted 
countries, This is no comfort to those losing 
their jobs, their shirts and, in Indonesia at 
least, their daily supply of enough to eat. 
Rather, it is a recognition that the world's 
financial regulators did not know how to 
fix the trouble in the first place, and still 
have not found out. 
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liberal democracy. But history is still with 
us, and it is being especially unkind to 
South-East Asia at the moment. 

It is a handicap for Mr Anwar and his 
friends around the region that many of 
them are identified with the rwr's prescrip- 
tions for economic health. Indeed, Mr An- 
wars policy—of introducing a "virtual" 
IMF programme in Malaysia without the 
actual funds—was one source of tension 
with Dr Mahathir. The Thai government, 
and Mr Habibie’s in Indonesia, have simi- 
larly gained some international kudos by 
being “serious” about introducing painful 
economic reforms. The trouble with pain- 
ful economic reforms is that they hurt: In- 
donesia’s economy is likely to shrink 15% 
this year, Thailand’s at least 8% and Malay- 
sia's more than 5% (see charts). 

Because Malaysia is not in hock to the 
IMF, Dr Mahathir has been able to go it 
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Even two years ago, before 
South-East Asia received the 
first of its many subsequent 
buffetings, many in the region 
were all too aware of the flaws 
in their economic and politi- 
cal systems. Living with crony- 
ism, corruption and collu- 
sion, they understood the 
costs, and accepted that 
sorting them out would in- 
volve pain for all. Then they 
saw the panic spreading to 
other emerging markets. And 
now they see Wall Street's ad- 
mired hedge funds collapse in 
circumstances very familiar at 
home (banks lending un- 
wisely to institutions in which 
their directors have invested). 
Moreover, they see praise lav- 
ished on countries, like China 
and India, which have failed 
to open up and liberalise as 
they have. And they see the 
world's leading industrial 
countries take up the call fora 
reform ofthe "architecture" of 
global finance—a call which,a 
year ago, brought down upon 
Dr Mahathir the scorn of international fi- 
nanciers and economists alike. 


And now the reaction 


In this sense, Dr Mahathir is less throwback 
than backlash—the first, angry slap in the: 
face of a region that had committed itselfto 

globalisation, only to discover that slump 
may turn out to be global too. The eco- 
nomic consequences of this are being suf 

fered by millions of Asians. The political 

consequences may yet be benign: the end 

of corrupt, nationalistic, repressive, “prag- 

matic” regimes, in favour of more honest, 

outward-looking, more liberal, “prag- 
matic” regimes. Or they may be pernicious, 

fostering political appeals to racism, xeno- 
phobia, and greed. As and when they come 

to power across the region, Mr Anwars 

friends will have their work cut out. 

- 
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Impeaching begins 


The Judiciary Committee of 
the House of Representatives 
decided, by 21 Republican 
votes to 16 Democratic ones, 
to proceed with an impeach- 
ment inquiry against Presi- 
dent Clinton. The full House 
was expected to concur. The 

| White House denounced the 
vote as “a political strategy to 
embarrass the president”. 


China banned Chinese-lan- 
guage versions of Kenneth 
Starr’s report on the Monica 
Lewinsky affair because it was 
“pornographic”. 





With the official tally nearly 
complete, Brazil's President 
Fernando Henrique Cardoso 
had clearly won a comfort- 
able, absolute majority and so 
first-round re-election. The 
world was relieved. But the 
Workers’ Party and its (three- 
time loser) candidate, Luiz 
Inacio Lula da Silva—his 
main rival—gained seats in 
Congress. 


Opinion polls on Venezue- 
la’s presidential election, due 
in December, gave new hope 
to those alarmed by the huge 
lead of Hugo Chavez, who as 
an army colonel master- 
minded two attempted coups 
in 1992: Henrique Salas 
Romer, favoured by business, 
is gaining ground on him. 


The plot thickens in Argen- 
tina. Marcelo Cattaneo, a cen- 
tral figure in a corruption 
scandal involving IBM, was 
found dead. Officials insisted 
it was a suicide. 
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Asian disapproval 


Indonesia's President B.J. 
Habibie cancelled a visit to 
Malaysia, amid growing dis- 
approval of the treatment of 
Anwar Ibrahim, Malaysia’s 


| former deputy prime minis- 
| ter, who was beaten up while 


in detention. In a rare exam- 
ple of public disunity by 
South-East Asian nations, 
Thailand and the Philippines 
also added their criticism. 


Keizo Obuchi, Japan's prime 
minister, offered his country's 
"deep remorse and heartfelt 
apology" for Japan's 36 years 
of colonial rule in South Ko- 
rea. The apology came during 
à visit to Tokyo by Kim Dae 
Jung, South Korea's president. 


Australia's ruling Liberal-Na- 
tional government, led by 
John Howard, scraped back 
into power after a general 
election. Pauline Hanson, 
who had called for less immi- 
gration, lost her seat. 


Pakistan's armed-forces chief, 
General Jehangir Karamat, re- 
signed amid controversy over 
his call to set up a national 
security council. This was 
seen as critical of the prime 
minister, Nawaz Sharif. 


The Taliban, who control al- 
most all of Afghanistan, of- 
fered to halt the cultivation of 
opium poppies in return for 
international recognition as 
the country’s government. 





In the Philippines, Imelda 
Marcos, widow of a former 
president, was acquitted of 
corruption charges in an ap- 
peal to the Supreme Court. 
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| Sanjaasurengiin Zorig, who 


was expected to be Mongo- 
lia’s next prime minister, was 
murdered in Ulan Bator. 


China signed a UN covenant 
on human rights. | 


Bombs away? 


President Clinton sent Rich- 
ard Holbrooke, his envoy, for 
last-minute talks with Slobo- 
dan Milosevic in a bid to 
avert NATO air strikes 
against the Serbs. But Amer- 
ica warned the Yugoslav pres- 
ident that, unless he com- 
plied fully with a UN Security 
Council resolution requiring 
the withdrawal of Serb troops 
from Kosovo, bombing 
would begin. 


The government of Romano 
Prodi, Italys prime minister, 
faced collapse after its hard- 
left allies, the Refounded 
Communists, decided to 
withdraw their support in 
parliament. Mr Prodi said 
that if he lost a confidence 
vote he would resign. 


Latvia's parliamentary elec- 
tion failed to provide an out- 
right winner. The two parties 
that did best both stood on a 
reformist, free-market, pro-Eu- 
ropean Union platform. 


A general strike in Russia, 
called by the Communists 
and trade unions, flopped. 


Despite continuing failure to 
find a political solution for 
the divided island, the EU 
agreed to include Cyprus in 
the list of six would-be mem- 
bers with which it will begin 
talks next month. 


After the Christian Demo- 
crats’ defeat in Germany’s 
general election, the par- 
liamentary party unani- 
mously recommended that 
Wolfgang Schauble replace 








Helmut Kohl, who has re- 
signed, as party leader. A final 
vote takes place next month. 
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POLITICS THIS WEEK 


The European Parliament 
voted overwhelmingly to re- 
move the immunity from 
prosecution of Jean-Marie 
Le Pen, leader of the French 
National Front. This opens 
the way for the Munich state | 
prosecutor to bring criminal 
charges against Mr Le Pen for 
describing Nazi gas chambers 
as a "detail". 





The Kurdish thorn 


Turkey, alarmed by the rise in 
Kurdish nationalism, com- 
manded Syria, with unspeci- 
fied threats, to stop acting as 
a rearguard base for Turkey's 
anti-government Kurdish 
guerrillas. Both sides moved 
troops to their common fron- 
tier. Egypt’s President Hosni 
Mubarak has tried to medi- 
ate, but with little success. 


Madeleine Albright, Ameri- 
ca’s secretary of state, got 
Binyamin Netanyahu and 
Yasser Arafat to agree to at- 
tend a three-way summit in 
Washington on October 15th. 
She claimed substantial pro- 
gress, but Israel and the Pal- 
estinians still disagree on the 
details of a deal involving Is- 
raeli troop deployment. 


The Israeli government de- 
cided to consolidate a settle- 
ment at Tel Rumeida, a small 
Jewish enclave in the bitterly 
divided city of Hebron. 


After a string of victories 
claimed by the Congolese 
rebels, fierce fighting erupted 
as the rebels tried to take 
Kindu, a town south-west of 
their stronghold at Goma, 
from the government's forces. 
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The dollar hit ¥111, 25% 
| down from early August, be- 
fore bouncing back. New 
hopes of a Japanese bank 
bail-out helped to push the 
yen up, but the unwinding of 
| positions by hedge funds in 
thin markets played a bigger 
| role. The dollars plunge was 
reinforced by gloomy com- 
ments about America's econ- 
omy from the Fed chairman, 
Alan Greenspan. 


| Finance ministers and central 
bankers from the G7 rich 
“countries met at the annual 
meetings of the rwr and 

1 World Bank. They issued vari- 
|: ous warnings about the 
global economic crisis, and 
| hinted at the desirability of 
more interest-rate cuts. 


: The Bank of England cut its 
interest rate by a quarter ofa 
| percentage point to 7.25%. 

| Spain and Denmark also cut 
| their rates. 





Deconstruction 


“Vivendi, a French conglomer- 
d ate (once Générale des Eaux), 
is paying Ptas100 billion 
($720m) for a stake in Spain's 
Fomento de Construcciones y | 
Contratas. The two will merge 
their water and waste-màn- 

| agement operations in Spain. 
Fcc plans to sell its property 
interests and find outside in- 

- vestors for a 49% stake in its 

| construction business. 





| ‘The British travel industry 
continues to consolidate. 
Minneapolis-based Carlson 
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ae a privately held 
travel group, and Thomas 
Cook, a venerable travel and 
financial-services group, are 
merging their British travel- 
service operations. The joint 
venture will operate as 
Thomas Cook in more than 
100 countries and generate 
annual sales of £25 billion 
($42 billion). Germany's 

| Westdeutsche Landesbank, 
Thomas Cook's owner, will 
hold a majority stake in the 
new venture. 


The world's largest publisher, 
Germany's Bertelsmann, is 
paying $200m for a 5096 stake 
in the online bookselling op- 
eration of America's Barnes & 
Noble. Bertelsmann had 
planned its own Internet 
bookselling business in Amer- 
ica; BooksOnline will still 
start in Europe next month. 


The American authorities 
filed an antitrust suit against 
Visa and MasterCard, accus- 
ing them of blocking compe- 
tition. The two credit-card 
networks, jointly owned by 
the same group of big banks, 
have 75% of the market. 





America broke off talks with 
Britain on an **open-skies" 
bilateral aviation treaty, 
claiming that there was stale- 
mate on several big issues. 
The planned alliance be- 
tween British Airways and 
American Airlines cannot 

| proceed without a deal. 


In further consolidation 
among British law firms, 
three City firms, Denton Hall, 
Richards Butler and Theo- 

| dore Goddard, plan a merger 
that will create the country's 
fourth-largest law firm. The 
new firm will have a turnover 
of £170m ($288m), and have 
some 1,000 lawyers in 22 of- 
fices worldwide. 





A huge merger in the Dutch 
i retail market was cleared, 

| without conditions, by com- 
| petition officials. But rival 


overtures from wE Interna- 
tional, a privately held 
clothes retailer, forced Vendex 
to raise its bid for KBB to 1.91 
billion guilders ($1.05 billion). 


| Welding 


Shaking itself out of its post- 
strike depression, and desper- 
ate to do something about 
poor productivity, General 
Motors, America's biggest car 
maker, is to merge its North 
American and international 
operations into a single 
group and cut several layers 
of management. The move 
propels Richard Wagoner 
from head of the North Amer- 
ican unit to head of the new 
enlarged division. 


Chrysler is to be kicked out 
of Standard & Poor's s&P 500, 
one of the main American 
share indices. The reason? Its 
merger with Germany's 
Daimler-Benz makes it, tech- 
nically, a foreign company. 


Repercussions 








Trying to stem the fall in its 
share price, Lehman Broth- 
ers said that its exposure to 
Long-Term Capital Manage- 
ment is only a fraction of the 
$447m it has invested in 
hedge funds. Rumours about 
its financial state worsened 
when the investment bank 
contributed only $100m to a 
bail-out of LTCM, much less 
than other Wall Street firms. 


Swiss finance suffered a 
double blow. Mathis 
Cabiallavetta, chairman of 

| ups, the world's biggest bank 
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by assets, and three top execu- | 
tives quit in the fallout from 
the collapse of Long-Term 
Capital Management. UBS is 
now considering whether to 
remain in the risky invest- 
ment-banking business at all. 
Separately, Markus Rohr- 
basser quit as chief financial 
officer of Zurich Financial 
Services after allegations of 
insider dealing. 


After Goldman Sachs, another | 
Wall Street partnership can- 
celled its initial public offer- 
ing. Neuberger & Berman, 
managers of $50 billion- 
worth of assets, said the mar- 
ket was too volatile. 





Britain's leading life assurer, 
Prudential, is challenging 
high-street banks and super- 
markets with Egg, a direct- 
banking operation. By offer- 
ing a hefty 8% deposit rate 
that, surprisingly, is higher 
than its mortgage rate, the Pru |: 
hopes to catch im younger | 
customers and £5 billion ($8.5 | 
billion) in funds within five 
years. Less surprisingly, it 
reckons to make a loss in the: 
| first three years. 


| Two European flotations 
were halted. The French gov- 
ernment postponed the $7 
billion sale of another slice of 
France Télécom; and Fortis, 
a fast-growing Dutch banking 
and insurance company, 
withdrew a 4 billion guilder 
($2.2 billion) share issue. But 
the Swiss government pressed: 
ahead with the sale of 34.5% 
of its 100% stake in 
Swisscom at a modest 
SFr340 ($258) a share, and 
watched the price leap by 1%. | 
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BY W. DUNCAN REEKIE 


| Competition Lowers the Costs 
of Medicines for Consumers 













In many European markets, new pharma- 

‘ceutical products are subject to direct price 
controls, A study of six countries with 
varying degrees of price freedom for new 
medicines found that price freedom 
permits competition, which tends to lower 
pharmaceutical prices. The author asks 
why the full effect of this competition 
should not be encouraged. 


competitive pressures of product innovation as 
novel distribution channels emerge, not only 
competing with each other, but imposing further 
constraints on factory exit prices. 

The multi-ountry study found that, in 
markets where there is some semblance of 
pricing freedom, competition tends to keep 
down the price of medicines. And contrary to the 
claim made by some regulators, rival products 


price control is to introduce wasteful anomalies. 
This is not to argue that there should. be no 
pressure for cost containment in pharmaceutical: 
expenditures. The issue is how that pressure 
should be applied. 

The pricing patterns revealed in the six 
countries studied suggest thal competitive 


forces are far from repressed in pharma. 


ceutical pricing. But the question must then be 





The pharmaceutical sector m 
is a key component in the 
economic and social welfare of 


Six Country’ Summary of Innovative Pricing Levels 


posed: why not permit the price 
depressing influence of comp- 
etition its full effect? Why distort 








all countries. Yet today, various Year — Sub-markets  % of sub-markets where % of sub-markets where or suppress competition by 
constraints and pressures facing with innovations innovations were discount exceeded regulation at the level of the 
the industry worldwide are launched at a discount 25% l manufacturer or the retailer? Why. 
making the environment in 1989 212 73 54 not encourage it by enhancing : 


which it operates . markedly 
tougher. These range from regu- 
latory- inflexibility, unpredict- 
ability and outmoded. controls, 
toa weakening of intellectual 
property rights: Such pressures 
are often combined with diverse 
“and inconsistent government 
“policies on drug price and 
reimbursement levels set by 
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1994 
1995! 


| "USA, UK, Germany, South Africa, Holland and Denmark 





211 69 49 
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information. flows to prescribers .- 
and patients? n 
‘The alternative to regulation is 
competition to enable consumers to 
discuss information and product 
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Prices assist consumer choice, and 
choice exercised provides the 
ultimate benefit of therapy. Artificial 
suppression of price by regulators 





various national authorities. 

Because governments are under 

pressure to contain overall health care costs, 
they have often targeted pharmaceuticals. 

As a result, price regulation is not 
uncommon, even given the fact that drugs 
account for only a relatively small and often 
declining proportion of health care spending. In 
addition, some governments, particularly the U.S. 
government, have also focussed on the regulation 
of research and development activities, often 
imposing highly complex, time-consuming 
licensing procedures on innovation. Still others 
heavily regulate the industry's distribution 
mechanism, stifling institutional evolution. 

Are these policies worth their cost? An 
empirical pricing study of six countries - Denmark, 
Germany, the Netherlands, South Africa, the 
United Kingdom, and the United States — 
examined whether there are any economic 
advantages in allowing entry to markets at the 
manufacturer's: risk and. at prices of their 
choosing. The evidence shows that; considerable 
economic advantage for customers:results from 
"allowing. free access. to pharmaceutical markets, 
and that these advantages would be lost if 
“regulators opted to limit access on grounds other 
than safety or efficacy. Furthermore, institutional 
evolution’ in the marketplace is reinforcing: the 





serve a useful purpose in containing market 
prices. In fact, competition is seldom more 
evident than it is in the pharmaceutical industry, 
and innovative rivalry is the sine qua nom of 
pharmaceutical markets. 

Unfortunately, the very existence of price 
controls (whether of the reference pricing variety 
or product-by-product controls as exist in. some 
European countries) carries with it^tlie- impli 
cation that. prices are: not competitively deter 
mined. Historically, after. World War JI, price 
regulation 
pharmaceuticals; controls were pervasive, Grad- 
ually, in the West, they were dismantled, until only 
pharmaceuticals remained under regulation. The 
increasing intensity, not just the continuation, of 
price controls on pharmaceuticals in Europe has 
come about as a reaction by governments to-the 
ever-increasing costs of paying wholly or partially 
for health. care in a welfare state, This was 
exacerbated by the fact that, once in place, price 
controls are difficult to remove. 

The outcome is to distort the incentives for 
the supplying industry (and so discourage. the 

innovative activity wanted by consumers). Given 
international trade, :autonomous governments 
and exchange: rate flüctuations, another result. of 


in Europe was not confined fo 





distorts choice. Attempts to dis 
courage innovation’ by. regulation 
reduces choice. And, by extension, distorted and : 


reduced choice distorts and reduces ~ in the i? 


patients’ and prescribers’ eyes = the values. do 
them of the ultimate benefit of therapy and cure. © 
W. Duncan Reekie is E.P, Bradlow Professor of Business: 
Economics at the University of the Witwatersrand. in”: 
dohannesburg. His full study, Medicine Prices and 
Innovations: An International Survey, can be obtained from 
The Institute of Economic. Affairs, 2 Lord North Street, 
London SWAP GLB, 
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Back on top down under 


iYDNEY 


john Howard is returned to office. Power is another matter 


Fo once the opinion polls got it right. In 
Australia’s general election on October 
3rd, the voters narrowly returned the ruling 
Liberal-National government, led by John 
Howard, for a second term. They also re- 
jected One Nation, a fringe party with ra- 
cially divisive policies, whose leader, 
Pauline Hanson, lost her seat. And they re- 
vived the fortunes of the opposition Labor 
Party, whose gains cut Mr How- 
ard's parliamentary majority from 
42 to possibly fewer than ten. Mr 
Howard has survived a close race, 
but he now faces a new set of 
problems. 

When he led the coalition to 
power in 1996, ending 13 years of 
Labor rule, no one quite knew what 
to expect of Mr Howard. He is a 
conservative who believes in small 
government, deregulation, low 
taxes and reduced trade barriers. 
But Labor, under its previous lead- 
ers Bob Hawke and Paul Keating, 
had gone a long way towards im- 
plementing such reforms and 
opening Australia’s protected 
economy to global competition. 
Mr Howard spent most of his first 
two years as prime minister preoc- 
cupied with issues that seemed to 
overwhelm his capacity for leader- 
ship: the power of Australia's dock 
unions and the conflicting de- 
mands of farmers and aborigines 
over the issue of native title rights 
on farming land. 

It was only two months before 
he called the election that Mr How- 
ard unveiled the policy that many coalition 
supporters had long been waiting for. This 
involved a sweeping reform of Australia’s 
inefficient tax system. Its centrepiece was a 
new goods-and-services tax (Gsr) of 10% on 
almost everything, including food. Despite 
the political precedent in Australia that no 
party wins an election promising a new tax, 
Mr Howard put the Gsr at the centre of his 
campaign. Although it cost the coalition 
votes, the tax was not unpopular enough to 
stop Mr Howard crossing the line. 

Now comes the hard part. Mr Howard 
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wants to get his tax-reform legislation 
through the House of Representatives by 
December. Despite anti-Gst rumblings 
from a handful of government MPs in rural 
constituencies, he should do so. The stum- 
bling-block is more likely to be the Senate, 
where the coalition is in a minority and the 
balance of power is likely to be held by the 
Democrats. This small, leftish party sup- 





The lucky prime minister? 


ports the Gsr, but insists that food and 
books be exempt. Until the new Senate 
comes into being in July, the Democrats say 
they will join forces with Labor and Brian 
Harradine, an independent senator who 
also wants food exempted, to refer the tax 
bill to a Senate committee, where it could 
languish for months. 

This presents Mr Howard with a di- 
lemma. His reforms are finely tuned to 
growth forecasts for the Australian econ- 
omy, which could be sent askew by the eco- 
nomic turmoil besetting Asia, Australia's 


biggest market. The Gsr is also linked to 
proposed income-tax cuts to be financed 
partly out of a budget surplus, whose size 
depends, in turn, on the maintenance of 
economic growth. Mr Howard argues that 
the new tax should be applied in a uniform 
way for fairness. Were he to exempt food, he 
would have to find more than A$5 billion 
($2.9 billion) a year in revenue from else- 
where, which would probably mean either 
reducing the income-tax cuts or raising the 
Gsr to at least 12%, neither of which he is 
prepared to do. 

Meg Lees, the Democrats’ leader, dis- 
putes Mr Howard's claim that a GsT on 
food would hurt the rich more than the 
poor. And anyway, she says, he has no man- 
date to introduce the tax: “Nearly 60% of 
Australians voted for Senate candidates 
who didn't support a GST or sup- 
ported one in a modified form.” 
Maybe, but the looming show- 
down marks a further step in the 
transformation of the Senate from 
the role originally intended for itas 
a chamber designed to protect 
states’ rights to one where govern- 
ments formed in the lower house 
are at the mercy of minor parties in 
the upper. 

One such party whose spoiling 
role has been swamped is Pauline 
Hanson’s One Nation. The party 
has shaken Australia’s political 
consensus with its populist calls to 
abolish Asian immigration, wel- 
fare spending on aborigines and 
low tariffs. So the election was also 
a test of its ability to repeat on a na- 
tional scale its performance at a 
Queensland state election in June, 
when it captured 11 seats and al- 
most a quarter of the vote. 

One Nation won about 8% of 
the federal vote. This gave it not a 
single seat in the House of Repre- 
sentatives (not even one for Mrs 
Hanson), and only one in the Sen- 
ate, largely because Australia’s sys- 
tem of preferential voting allowed coali- 
tion and Labor supporters alike to put the 
Hanson party last. The rejection of One Na- 
tion will reassure Australia’s trading part- 
ners in Asia. Yet Mrs Hanson has made 
politicians more sensitive to the concerns 
of people in poor rural areas and the outer 
suburbs, who have been hit by a decline in 
traditional manufacturing and farming. 

Labor achieved a 5% national swing to 
bring the party, under Kim Beazley, back 
from near-death at the 1996 election. It had 
to win 27 seats to form a government; it 
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Now for the sporting chance 


SYDNEY 


HE defeat of One Nation, Australia’s 
xenophobic party, will have done 
much to reassure Australia’s neighbours 
that the country is not reverting to its old 
“white Australia” ways of the pre-19705. It 
will also mean that Sydney, Australia’s 
most cosmopolitan city, and its largest, is 
spared some embarrassment as it pre- 
| pares to welcome the world's athletes for 
| the Olympic Games in 2000. 

Sydney has plenty of attractions. It is 
relatively rich, as the capital of 
New South Wales, the state 
that accounts for a third of 
Australia's GDP. Looking a bit 
like Seattle (but with more 
sunshine), it is also livelier 
than any other city in Austra- 
lia. Young professionals are 
moving back into the centre 
and, since over a quarter of 
| the people in New South 

Wales were born abroad, and 
most of them live in or near 
Sydney, it has a more worldly 
flavour. 
| "Sydney has thrown off its 
| Anglo-Saxon traditions," says 


may end up only seven short. After the dis- 
tribution of preference votes, Labor won 
51% of the vote. Much of this was anti-Gst. 
But there was a feeling that Mr Beazley 
could have done better if his party's eco- 
nomic policies had not looked so much 
like those ofold Labor. The party offered tax 
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Billow and boom 


one booster. But part of its appeal, at least 
to Asia, is that it has not jettisoned them 
entirely. Many Asians send their children 
to Australia to be educated in English. 
One of Sydney’s selling-points is that New 
South Wales has lots of private schools. 
Sydney's swankiest girls’ school is run on 
the brains-sport-and-service formula of 
Britain’s top private schools. 

City worthies are determined to make 
the most of the Olympics. New hotels are 





concessions to the poor, but not to those on 
middle incomes. It proposed to extend cap- 
ital-gains taxes, and to impose higher sales 
taxes on “luxuries” such as four-wheel- 
drive vehicles, a fixture in most Australian 
suburbs nowadays. To middle Australia, 
this was all a bit old Labor. 





South Korea and Japan 


Squid, remorse and unpop music 


TOKYO 


Two old enemies are at last getting along better 


T WOULD be hard for Kim Dae Jung, 

South Korea’s president, not to have had 
mixed feelings about his visit to Japan this 
week. More than two decades have passed 
since Mr Kim, then an opposition leader, 
was abducted from an hotel in Tokyo and 
nearly killed by his country’s secret agents. 
But now Mr Kim was visiting Tokyo as 
head of state with a mission of his own. He 
wants to build a solid economic and secu- 
rity alliance with the former coloniser that 
ruled Korea for 36 years until 1945. 

On October 8th, Mr Kim appeared re- 
lieved after talks with Keizo Obuchi, the 
Japanese prime minister, who not only 
offfered his country’s “deep remose and 
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heartfelt apology” for Japan’s colonial rule, 
but also offered to lend South Korea $3 bil- 
lion, in addition to $1 billion already com- 
mitted. But several thorny issues will have 
to be resolved before the two countries can 
become friends. 

Many South Koreans continue to de- 
mand that the Japanese government 
should pay compensation to about 150 sur- 
viving Korean “comfort women” forced 
into sexual slavery in Japanese army broth- 
els between 1932 and 1945. Historians 
reckon some 200,000 women, mostly from 
Korea, were involved. Japanese officials ar- 
gue that the $500m it paid to the South Ko- 
rean government in 1965, when the two 





going up and new roads are being com- 
pleted. Rod McGeoch, a Sydney lawyer 
who led the city's Olympic bid, boasts 
that public transport will be managed 
better than in Atlanta, where the games 
were held in 1996. Bob Carr, the premier 
of New South Wales, claims the event will 
be “100% debt-free—I'm prouder of that 
than anything." 

Much of the cost is being met by part- 
nerships with private industry. The state 
government is contributing A$2.2 billion 
($14 billion, but expects to recoup 
A$600m of that from tax revenues. 
Hardly anything is coming from the fed- 
eral government's purse. Reve- 
nues from ticket sales, televi- 
sion rights and sponsorship 
mean taxpayers may make a 
small profit. 

Yet problems remain. Syd- 
ney has been suffering from 
contaminated drinking water 
and until recently many resi- 
dents had to boil their sup- 
plies. This has troubled some 
of the organisers. Another 
worry is Sydney's weather pat- 
tern in September, when the 
Olympics are to be held. As in 
Seattle, September often 
means rain. 





countries normalised diplomatic relations, 
extinguishes all compensation claims. Ko- 
reans who fought in the second world war 
and are still living in Japan also want com- 
pensation, as many are not eligible for Jap- 
anese pensions. Hundreds of thousands of 
Koreans were sent as forced labour to Japan 
in that war, or conscripted to fight along- 
side Japanese soldiers. 

Another contentious issue is a revised 
fisheries agreement. Only days before Mr 
Kim’s visit, South Korea and Japan struck a 
deal to end a dispute over fishing rights. 
The eastern limit for South Korean fishing 
boats (and the western one for the Japa- 
nese) was drawn at 135.5 degrees. The two 
countries also created a joint fishing zone 
between their exclusive fishing areas, but 
fishermen in both countries are still not sat- 
isfied, and complain that they have only 
limited access to an area of abundant 
squid. Nor is there any agreement over who 
has sovereignty over Tokdo (or Takeshima, 
as the Japanese call it), a small island in the 
East Sea (Sea of Japan). This dispute has 
long been a dormant volcano. 

Meanwhile, North Korea continues to 
worry both sides. Mr Kim's government is 
now embroiled in a row over allegations 
that the opposition party, when it was in 
power, tried to bribe North Korea into 
launching an armed confrontation at the 
truce village of Panmunjom, on the heavily 
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fortified border, during last year’s election 
campaign. The purpose of this, it is 
claimed, was to worry voters in the hope 
that they would not support Mr Kim, who 
is trying to establish some form of relation- 
ship with the Stalinist regime in the North 
through his “sunshine policy”. The opposi- 
tion denies the charge and claims that gov- 
ernment agents have obtained “confes- 
sions” through the use of torture. 

None of this does much to calm public 
anger in Japan over North Korea’s test fir- 
ing of a missile over Japanese territory in 
August. The incident exacerbated antago- 
nism toward Koreans living in Japan and 
prompted the Japanese government to sus- 
pend a $1 billion contribution to build two 
nuclear power stations in North Korea. The 
Japanese have now proposed a new series 
of talks about North Korea. 

Tricky as his northern neighbour is, Mr 
Kim seems determined not to let the North 
get in the way of improving relations with 
Japan. He joined Mr Obuchi in announc- 
ing plans to foster economic and cultural 
exchanges between the two countries. 
South Korea will also lift a ban on imports 
of 48 Japanese products, such as cars, next 
year—a bold step for a country that ran a 
$13 billion trade deficit with Japan last 
year. But imports of Japanese popular cul- 
ture, including pop music and films, will 
continue to be banned. 

There is considerable opposition to Jap- 
anese culture in South Korea, especially 
among academics and bureaucrats, who 
claim that Japanese popular influences 
will corrupt Korean children and do harm 
to impressionable teenagers. But despite (or 
perhaps because of) the ban, lots of pop- 
material is smuggled into South Korea. Pi- 
rated copies of Japanese films and records 
are widely available in the capital, Seoul. So 


Kim on his mission 
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there was no surprise that Shunji Iwai, a 
young Japanese film director, recently re- 
ceived a frenzied reception from Korean 
fans at a film festival in South Korea. 
Whether the Japanese emperor and em- 
press would receive such a welcome is an- 
other matter, even if they accepted Mr 
Kim’s offer to visit Korea in the near future. 





Sri Lanka 


Road of blood 


COLOMBO 


T IS now more than two years since the 

Sri Lankan army captured Jaffna, the 
main town of the Tamil Tigers’ would-be 
independent state. Ever since, the army has 
been trying, without much success, to open 
up a safe route to Jaffna from the south of 
the island. In the army’s latest clash with 
the Tigers, resulting in some of the fiercest 
fighting of Sri Lanka’s 15-year civil war, it 
appears to have been badly mauled. 

On September 27th, the Tigers attacked 
Kilinochchi, a well-fortified army base. 
Two days later it was theirs. Kilinochchi is 
close to Elephant Pass, which the army 
needs to control if Jaffna is to be supplied 
by road instead of, as now, by air or sea. Not 
only did the army lose an important base, 
but its casualties were high: more than 600 
dead and some 400 injured. The army said 
520 Tigers were killed. The government's 
military spokesman, Brigadier Sunil Ten- 
nakoon, denied that it was “a setback"; 
more a "reversal" in the fortunes of war. 

Two days after this "reversal", the army 
took Mankulam, a Tiger-held town, for the 
loss of 92 men. This, too, is on the highway 
to Jaffna and its capture was hailed by the 
government as a major victory. It cheered 
up the army, but did not compensate for 
the loss of Kilinochchi. This week fighting 
was continuing. On October 6th, soldiers 
moving north from Mankulam came un- 
der a heavy mortar attack from the Tigers, 
the army said. 

The military map of northern Sri Lanka 
presents immense problems for the army 
officers entrusted with Victory Assured, the 
code name for the operation to free the 
Jaffna road. On their right flank, for exam- 
ple, is the problem of Mullaitivu. In 1996, 
this town, too, was lost to the Tigers. Like 
Kilinochchi, it had a big garrison of sol- 
diers, 1,400 of whom died trying vainly to 
defend it. The loss of Kilinochchi was “the 
largest blow" after Mullaitivu, said Briga- 
dier Tennakoon. 

Despite the loss of Jaffna, the Tigers re- 
main a formidable force. But for how long 
can they suffer the sort of casualties that the 
army says it inflicted on them at Kilinoch- 
chi? If the army figure of 520 dead Tigers is 
correct, that is a high proportion of a fight- 
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ing force estimated to be between 3,000 
and 5,000. According to the army, the Ti- 
gers are conscripting quite young fighters. 
These “baby brigades” took part in the bat- 
tles of Kilinochchi and Mankulam. That 
could be a sign of the Tigers’ desperation. 
Orit may be that more experienced fighters 
are being held in reserve for a later battle. 
The losses of the Sri Lankan army, 
though high, are proportionately less than 
those of the Tigers when set against the 
army's 120,000 or so men. The army ap- 
pears to take punishment its stride. Many 
recruits are from the deprived and de- 
pressed regions of southern Sri Lanka, 
where becoming a soldier is the only job on 
offer. There seems to be little civilian con- 
cern about the mounting casualties. Per- 
haps this indifference has something to do 
with Buddhism, the religion of almost 
three-quarters of Sri Lankans. Buddhists be- 
lieve in rebirth. Death is a doorway to an- 
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other incarnation. Life ends only when Nir- 
vana or eternal bliss is attained. 

Chandrika Kumaratunga was elected 
president of Sri Lanka in 1994 partly by 
promising to bring peace to the country. Al- 
though this has clearly not happened, her 
government can claim to control large ar- 
eas that were once in Tiger hands. In addi- 
tion to Jaffna town, much of the north was 
once administered by the Tigers. Their am- 
bition of a separate state now looks even 
less likely to be realised. 

Mrs Kumaratunga went reluctantly to 
war. She tried to make peace with the Ti- 
gers, but it became clear that their leader, 
Velupillai Prabhakaran, was not interested 
in a deal short of a separate state. Attrition 
may provide a solution if the Tigers’ losses 
continue on a large scale. But after 15 years 
of war no one is counting on its early end. 





Mongolia 


Murder most foul 


IS of late has seemed to unite Mon- 
£olia's 2.4m people or their squabbling 
politicians: the country has lost two gov- 
ernments since April, and president and 
parliament between them have thrown out 
a succession of nominees for prime minis- 
ter. However, the shock that followed the 
murder on October 2nd of Sanjaasurengiin 
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BEUING 


OT long ago, the proprietors of the 
grubby free-market stalls around 
Beijing's Ritan Park had no time to spare 
for reading newspapers. Instead they 
spent their days jabbing at calculators, 
showing off their wares, and bargaining 
with customers over prices for bulk ship- 
ments—often in pidgin Russian. 

Now they carefully scan the foreign- 
news pages for the latest on Russia's woes. 
Business has suddenly gone soft for these 
entrepreneurs and it will not improve, 
they know, until Russia and its economy 
right themselves. The “suitcase traders", 
mainly from Russia but also from other 
parts of Eastern Europe and the former 
Soviet Union, have flocked to Beijing in 
recent years, buying up huge amounts of 
clothing, shoes and toys to be resold in 
their commodity-starved home markets 
at huge mark-ups. Sales at one Beijing 
market alone exceeded $500m last year. 

The Russians also supported many 
bars, hotels and restaurants in the area, 








Zorig has brought vows from the opposi- 
tion to break the deadlock. Mr Zorig, only 
36, a respected leader of Mongolia's demo- 
cratic revolution in 1990, was an acting 
minister in the current caretaker govern- 
ment and the man tipped as likely soon to 
win the president's approval as prime min- 
ister (though parliament might have had 
other ideas). 

Was the murder politically motivated? 
Mr Zorig was killed by two assailants who 
had lain in wait for him in his flat after ty- 
ing up his wife. Several other prominent 
members of the ruling Democratic Coali- 
tion have since been given police protec- 
tion. Politicial violence is rare in Mongolia, 
although charges of cor- 
ruption and intrigue have 
been flying round the capi- 
tal, Ulan Bator, for months. 
Immediately after the kill- 
ing, some democrats ac- 
cused the president, a 
member of the opposition 
ex-communist party, of 
having stirred up trouble 
by deliberately prolonging 
the search for a new prime 
minister. 

Until recently, Mongo- 
lia prided itself on its sta- 
bility. Successive govern- 
ments since 1990 (first the 
ex-communists, and since 
1996 the democrats) have 
pushed through economic 
and financial reforms. De- 
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Breakdown on the new silk road 


and their goods accounted for a signifi- 
cant share of air cargo from China to Rus- 
sia. But since Russia’s economic crash in 
August, the business is bust and most of 
the Russians are gone. 

At its peak in 1994, Chinese mer- 
chants could easily earn 
100,000 yuan ($11,600) a 
month. Such profits, huge 
by local standards, more 
than made up for what 
many merchants consid- 
ered to be the indignity of 
dealing with the brusquely 
mannered Russians. 

Zheng Gong had been 
trading with them for 
years. A somewhat manic 
fellow whose Russian is about as easy to 
understand as his thick provincial Man- 
darin, Mr Zheng now wanders the market 
hawking the Russian-English-Chinese 
phrase-book he has written. 

Mr Zheng’s odd use of Chinese charac- 


spite rising unemployment and poverty, 
shrinking secondary-school rolls and a 
cash-strapped health service, Mongolian 
officials like to boast that theirs is the 
world's freest economy: virtually all trade 
tariffs were abolished in May 1997. 

For a time, it even seemed that tough 
and determined Mongolia might escape 
the economic trouble that has hit so much 
of Asia. Alas, not. It is hard enough to build 
a market economy in a landlocked country 
of rolling steppes, snow-clogged moun- 
tains and sprawling deserts that is three 
times the size of France, lacks infrastructure 
and is wedged remotely—and often un- 
comfortably—between China and Russia. 





Farewell to Zorig 





ters to render English and Russian 
sounds may not succeed as a teaching aid, 
but his choice of phrases speaks volumes 
about how business was done. Entries 
like “I don't fool you, the goods are on the 
road, will be here in two hours" and "You 
are no polite, very sly, no training, get out" 
suggest that not all business dealings 
went smoothly. 

All the same, the Chinese desperately 
wish the Russians would 
come back. No one else, af- 
ter all, is likely to buy their 
stockpiled wares. China 
has not yet suffered any- 
thing approaching Russia's 
economic difficulties, but 
domestic demand is begin- 
ning to slow. Not that that 
matters much, since local 
consumers were anyway 
unlikely to splash out for 
bright yellow leather coats trimmed in 
matching yellow fur, extra-extra-large 
shoes, larger-than-life stuffed animals, 
and the kind of garish, velveteen blouses 
that can only really be worn with 
bleached blonde hair. 





All the more so when the price of copper, 
Mongolia’s chief export, started to sink 
with declining demand. Sales of cashmere 
and plans to attract more tourists have also 
been hit. Foreign aid and foreign direct in- 
vestment are expected to suffer, too. 

Assuming it can avoid a snap election, 
which it might well lose, the Democratic 
Coalition will push ahead with an ambi- 
tious privatisation plan. This would in- 
clude selling most of its stake in Erdenet, a 
much indebted state-owned copper mine 
(a joint-venture with Russia) that provides 
40% of the country's export earnings. But 
that—and plans for a bank merger earlier 
this year to help reform the ailing financial 
industry—is where govern- 
ment and opposition part 
company. 

The — exccommunists 
brought down the govern- 
ment in July (coalition 
splits had caused the previ- 
ous one to collapse in 
April) over the bank 
merger and have since at- 
tacked the plans for Erde- 
net. Capitalising on popu- 
lar discontent at growing 
hardship, they have won 
two by-elections this year. 
Their rising confidence 
and the rivalries within the 
governing coalition sug- 
gest Mongolia’s political 
crisis is far from over. 
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UNITED STATES 


Towards the unknown region 


WASHINGTON, DC 


The long journey to impeachment has started. Where will it end? 


OW quickly the political seasons 

change. Just a month ago Maryland’s 
Democratic governor, Parris Glendening, 
was anxious to avoid Bill Clinton (whose 
Starr-reported misbehaviour, he allegedly 
felt, was too embarrassing to describe to his 
teenage son). This week, however, the gover- 
nor, struggling for re-election on November 
3rd, was almost begging for a presidential 
visit. Mr Clinton, he explained, had ex- 
pressed the appropriate contri- 
tion: now it was time “to rally be- 
hind this administration." In other 
words, at least for the hard-pressed 
Mr Glendening, Bill Clinton has 
somehow managed to transform 
himself from electoral liability to 
campaign asset. 

The question, both for the pres- 
ident and for the country, is how 
many other Democrats—especially 
how many Democrats in Con- 
gress—will take Mr Glendening's 
tack. The president could take so- 
lace in the strictly partisan 21-16 
vote on October sth by the Judi- 
ciary Committee of the House of 
Representatives to approve only 
the third impeachment investiga- 
tion ofa president in the republic's 
history, but as The Economist went 
to press the White House spin doc- 
tors were pondering how best to 
brush away the expected Democrat 
defections in the vote by the full 
House. 

One way, of course, is to present 
the president as, indeed, a presi- 
dent. Last week, Mr Clinton osten- 
tatiously played host at the White House to 
Israel's Binyamin Netanyahu and the Pal- 
estinians' Yasser Arafat. This week, the pro- 
longed posturing by the Judiciary Commit- 
tee conveniently coincided with the start of 
the annual meetings in Washington of the 
International Monetary Fund and the 
World Bank, giving Mr Clinton valuable 
opportunities to appear serious and states- 
manlike on issues ranging from the crises 
of global capital markets to the plight of 
Kosovo's Albanians. 

Another way is to assert that the Repub- 
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licans have terrorised some Democrats into 
defecting by deliberately exaggerating the 
gravity of the president's sins. Mr Clinton's 
loyalists make much of the insistence by 
the Judiciary Committee’s Republican ma- 
jority that its inquiry should follow the 
model of the Watergate hearings almost a 
quarter-century ago, with the committee 
“authorised and directed to investigate 
fully and completely”. The president's new 





press spokesman, Joe Lockhart, com- 
mented that the vote was “a culmination of 
a month-long preconceived political strat- 
egy by Republicans in Congress.” Or as 
John Conyers, the committee’s ranking 
Democrat, protested: “This is not Water- 
gate; it is an extramarital affair. Americans 
know and want to finish this.” 

Maybe so, but the Republicans can 
hardly be blamed for refusing to set limits 
in time or scope. Although the indepen- 
dent counsel, Kenneth Starr, after four 
years and $40m, has yet to produce any evi- 


dence linking the president to other real or 
alleged scandals, such as Whitewater or the 
firing of staff in the White House travel of- 
fice, who knows what a Judiciary Commit- 
tee fishing expedition might find, espe- 
cially if it looks into the murky waters of 
campaign finance? 

Moreover, the Republicans can make a 
neat rebuttal of the charge of excessive 
partisanship. Their chief investigative 
counsel, David Schippers, is a life-long 
Democrat, but it is he who has presented 15 
grounds for the possible impeachment of 
the president (four more than Mr Starr did, 
but without Mr Starrs rather strained 
charge that some invocations of executive 
privilege had been an abuse of office). As he 
introduced his charges, Mr Schippers un- 
derlined the president's position as the na- 
tion's chief law-enforcement officer: if his 
lying under oath were tolerated, 
“the integrity of this country's en- 
tire judicial process is fatally com- 
promised, and that process will in- 
evitably collapse.” 

That is not necessarily a reason 
for impeachment, however. And it 
is still unclear what is impeach- 
able, and what is not. As Abbe Low- 
ell, the Democrats' counterpart to 
Mr Schippers, argued: “If President 
Nixon's alleged lies to the Irs about 
his taxes were not grounds for im- 
peachment in 1974, how then are 
alleged lies about President Clin- 
ton's private, sexual relationship 
with Ms Lewinsky grounds in 
1998?” 

Months will now be spent on 
answering this, regardless of the 
outcome of the November elec- 
tions. The assumption is that the 
elections will go badly for the Dem- 
ocrats; but it is simplistic to argue 
that a stronger Republican grip on 
Congress makes Mr Clinton’s dis- 
missal from office more likely. As 
one senior Republican senator 
points out, many in the House re- 
gard an impeachment vote as “a free ride”, 
knowing that if the president goes on trial 
before the Senate he will survive in office 
because there will be Republicans, as well 
as Democrats, who agree with Mr Lowell 
and who would prefer to spare the nation 
the wrenching experience of a guilty 
verdict. 

That analysis seems to support an idea 
floated last weekend by Gerald Ford, a man 
who, thanks to the impeachment inquiry 
into his presidential predecessor, Richard 
Nixon, has better knowledge than most of 
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UNITED STATES 


the agony involved. Mr Ford, who main- 
tains that Mr Clinton at the very least “has 
broken faith with those who elected him”, 
argues that the question “is not whether the 
President has done wrong, but rather, what 
is an appropriate form of punishment for 
his wrongdoing. A simple apology is inade- 
quate, and a fine would trivialise his mis- 
conduct by treating it as a mere question of 
monetary restitution.” 

Mr Ford's suggestion is that the House 
should conclude a preliminary inquiry by 
the end of the year and should then sum- 
mon the president to appear "not at the 
rostrum familiar to viewers from moments 
of triumph" but in the well of its chamber. 
"Imagine a President receiving not an ova- 
tion from the people's representatives, but 
a harshly worded rebuke as rendered by 
members of both parties . . . Let it be digni- 
fied, honest and, above all, cleansing." 

Most Americans, sick of the whole saga, 
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would like this; Mr Clinton, for all the blus- 
ter of fighting through to the bitter end, 
would surely be tempted to accept—just 
one more act of contrition, why not? But ac- 
ceptance by the House is another matter. 
There are Republicans who genuinely be- 
lieve they have a duty to impeach Mr Clin- 
ton, and Democrats who feel they owe Mr 
Clinton nothing (after all, he has espoused 
many Republican causes to their past dis- 
comfort) Arguably, both camps will be 
stronger in the next House, with some con- 
gressmen claiming their election was a 
plebiscite in favour of impeachment. 

In other words, pace Mr Ford, the wran- 
gling could go on for months. Lindsey Gra- 
ham, a Republican on the Judiciary Com- 
mittee, said on Monday: “Is this Watergate 
or ‘Peyton Place? I don’t know.” Unhap- 
pily, the baby-boomer generation remem- 
bers that “Peyton Place” ran even longer 
than Watergate. 





Colorado's second district 


Mountains v manicured lawns 


BOULDER 


LONG Pearl Street, the pavement mas- 
seurs work away in the afternoon sun; 
students sit at the outdoor cafés; street mu- 
sicians play the songs ofthe sixties. Boulder, 
a university town nestling at the foot of the 
majestic Rockies, looks as laid-back and lib- 
eral as ever. 

But appearances are deceptive. On No- 
vember 3rd it is entirely possible that the 
voters of Boulder and the rest of Colorado's 
second district—safely Democratic for the 
past quarter-century—will elect a Republi- 
can as their delegate to the House of Repre- 
sentatives. Even the rival candidates, the 
Democrats’ Mark Udall and the Republi- 
cans’ Bob Greenlee, admit their contest will 
be close. 

Both candidates are electorally appeal- 
ing. The 48-year-old Mr Udall, a member of 
the Colorado legislature and a scion of “the 
Kennedys of the West”, has the kind of 
name recognition that cannot be bought. 
His father, Mo, represented Arizona in 
Congress for 30 years and was once a presi- 
dential candidate; his uncle, Stewart, was 
interior secretary for Presidents Kennedy 
and Johnson. Tall and telegenic, he is a 
world-class mountaineer (he came within a 
day’s climb of the summit of Everest) who 
spent 20 years with the state’s Outward 
Bound school, most recently as its executive 
director. As a young man he was “a little 
wild” and did, indeed, inhale. In short, he 
epitomises the Colorado that Boulder liber- 
als hold dear. 

The 57-year-old Mr Greenlee represents 
a different sort of Colorado: that of Broom- 
field, a new town a few minutes’ drive 
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south-east, with manicured lawns and 
middle-class houses to advertise the values 
of conservative Republicanism. Mr Green- 
lee, a self-made multimillionaire (his inter- 
ests range from radio stations through the 
Rock Bottom restaurant chain to a share in 
the state’s largest casino), is among friends 
when he takes part in a Broomfield parade. 
"You looked good on Tv last week,” says 
one woman. “Look me up when I'm presi- 
dent,” he jokes to another well-wisher. 

But the truth is that neither candidate 
can win on partisan appeal alone. Mr 
Udall has to cope with a tide that has been 
flowing against the Democrats in the west 
for most of the past decade. In the seven 
Rocky Mountain states there are only three 





An uphill climb for Udall 
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Democrats in the present House of Repre- 
sentatives in Washington: Diana DeGette, 
from Colorado's first district; David Skaggs, 
who is stepping down after six terms for the 
second district (hence Mr Udall’s opportu- 
nity); and Ed Pastor, of Arizona’s second 
district. True, Colorado’s governor, Roy 
Romer, is a Democrat (and is chairman of 
the party’s national committee), but be- 
cause of term limits he steps down this year, 
and could well be succeeded by a Republi- 
can. As for the Senate race in Colorado, the 
favoured incumbent, Ben Nighthorse 
Campbell, was once a Democrat but 
switched parties three years ago. 

For his part, Mr Greenlee can hardly ex- 
pect Boulder to become like Broomfield 
overnight—if ever. In the second district 
there are 138,935 registered Democrats 
compared with 129,775 Republicans. More 
to the point, there are 156,257 registered in- 
dependents. In other words, whoever wins 
will have to appeal beyond party lines. 

Could Mr Udall manage that? He em- 
phasises not just that he has “grass-roots” 
appeal (he won a closely fought four-way 
primary by walking door-to-door to collect 
signatures) but also that his experience at 
Outward Bound meant managing people 
and balancing a large budget. Certainly he 
isa liberal in the old-fashioned Democratic 
mould—pro-choice on abortion, environ- 
mentally concerned, opposed to school 
vouchers, and so on—but his approach, he 
says, is nonetheless “idealism speckled 
with pragmatism ...1 don't walk in lock- 
step either with the New Democrats or with 
Dick Gephardt." 

Maybe not. But Mr Greenlee's retort is 
that *Mark is pretty much out ofthe Demo- 
crat play-book. There isn't a problem you 
can't solve without throwing money at it." 
Mr Greenlee instead offers such Republi- 
can remedies as a flat tax and school 
vouchers. 

Is Mr Greenlee, therefore, a Gingrich- 
like Republican who could never capture 
the voters of Boulder? Actually, 
no. Just like Mr Udall he is pro- 
choice (though with qualms 
about late-term abortions) and 
environmentally aware: “I don't 
think environmental causes 
should be a partisan issue. We all 
breathe the same air.” He pro- 
claims himself “a fiscal conserva- 
tive but a social moderate"—mo- 
derate enough to have been elect- 
ed mayor of Boulder last year in 
an otherwise liberal city council. 

Compare Mr Greenlee with 
Mr Udall, contrast Boulder with 
Broomfield and perhaps the con- 
test really is too close to call. In 
which case, will the outcome de- 
pend on the “Lewinsky factor", 
with Democrats too disgusted to 
turn out on election day? Both 
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candidates say the subject hardly comes up. 
Indeed, Mr Greenlee last month issued a 
statement expressing “dismay” at his par- 
ty's decision to release Mr Clinton's video- 
taped grand jury testimony. But at the back 
of everyone's memory is the knowledge 
that the last time the second district 
changed hands, from Republican to Demo- 
cratic, was in 1974, just after Watergate. Mr 
Udall needs to keep his fingers crossed. 





The North Carolina Senate race 


A Tar Heel tussle 


GREENSBORO AND RALEIGH 


TRUGGLING in his bid for re-election, 

Senator Lauch Faircloth has summoned 
help from Moses: Hollywood's Moses, that 
is. Charlton Heston, actor-turned-gun-ac- 
tivist, gave the keynote speech at a Septem- 
ber 22nd fundraiser for Mr Faircloth in 
Greensboro, North Carolina. He spoke of 
the “desperately parlous time we live in" 
and urged the Republican faithful to help 
their man defeat “that wealthy personal-in- 
jury lawyer” John Edwards, the Democratic 
nominee. Joining Mr Heston in Greens- 


boro were no fewer than eight Re- 
publican senators: three in per- 
son and five others on a satellite 
link from Washington. Clearly, 
the party is desperate to keep Mr 
Faircloth in the Promised Land. 
In an election where most Re- 
publican senators are likely to 
coast to victory, North Carolina is 
one of the few battlegrounds 
where Democrats believe they 
have a chance of ousting an in- 
cumbent. To prove them wrong, 
Mr Faircloth must not only fight 
history (an incumbent has not 
been re-elected in his seat since 
that future titan of Watergate, 
Sam Ervin, won in 1968), but also 
his own image problem. His po- 
litical enemies have cast him as 
the evil twin of the state’s other 
senator, the arch-conservative 
Jesse Helms, and throughout his first term 
he has been largely in Mr Helms's shadow. 
Although Mr Faircloth has indeed com- 
piled one of the most conservative voting 
records in the Senate, he is now taking 
pains to re-position himself as a moderate. 
Hence his rather careful campaign slogan, 
"America's Most Practical Senator". 





Omens of slowdown 


WASHINGTON, DC 


AS AMERICA'S central 
bankers issue increas- 
ingly sombre warnings 
about the risks that 
global financial turmoil 
poses for the United 
States (see page 78), signs of trouble are 
spreading. Consumer confidence is fall- 
ing, exports are being squeezed, spreads 
on corporate debt are widening and 
banks are tightening their lending stan- 
dards. And, according to the Labour De- 
partment's monthly employment sur- 
vey, even the American labour market, 
the tightest in a generation, is beginning 
| to be affected. 

The number of people employed (ex- 
cluding those working on farms) rose by 
only 69,000 in September, down sharply 
from an average monthly increase of 
245,000 during the first half of the year. 
Most forecasters had expected a gain of 
180,000 or more. Although 105,000 jobs 
were gained in service industries (a far 
smaller gain than usual) 36,000 jobs 
were lost in goods-producing industries. 
Since March, payrolls in manufacturing 
have shrunk by more than 150,000, as 
firms are hit hard by collapsing export 
markets. Such a substantial drop in man- 
ufacturing employment has not oc- 





BAROMETER 





THE ECONOMIST OCTOBER 10TH 1998 


curred since America’s last recession. 
September was a tricky month for the 
number-crunchers: the Labour Day holi- 
day fell late, and the statistics still show 
the effects of the General Motors strike. 
But the trend is clearly towards a slower 
pace of job growth. This was inevitable: 
America’s rate of job creation could not 
grow faster than the working-age popula- 
tion (which increased by about 130,000 
per month) for ever. Yet September's em- 
ployment trends, particularly ifthey con- 
tinue in October, are strong evidence 
that the economy is slowing down fast. 
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Any Faircloth supporters down there? 


UNITED STATES 





An appeal to the centre is clever politics 
in North Carolina. More than any other 
southern state, it is the home of two dispa- 
rate, yet equally powerful, political 
ideologies: liberal progressivism and reli- 
£ious conservatism. Although the two have 
managed to co-exist for much of the state's 
history, recent bitter campaigns for state- 
wide offices have polarised the electorate, 
resulting in two solid camps (roughly 4096 
each) and a crucial 2096 that wavers be- 
tween them. According to Ferrel Guillory of 
theUniversity of North Carolina, only poli- 
ticians who have reached out to this 2096 
have emerged victorious on election day. 

Perhaps the greatest threat to Mr 
Faircloth's re-election is something entirely 
out of his control: the "electability" of his 
opponent. The challenger is young, tele- 
genic and very articulate, unlike the 70- 
year-old senator. Mr Faircloth will not 
agree to a televised debate with Mr Ed- 
wards or even pose for a photograph with 
him. He is afraid, some say, that Mr Ed- 
wards makes him look like an uneducated 
bumpkin, but his refusal to debate may be 
wise. During a debate in 1992 he referred to 
President Bush as "Senator Bush" and 
spoke about the "free trade agreement with 
New Mexico". 

In the face of these obstacles, Mr 
Faircloth has an important advantage over 
his upstart challenger: money. The incum- 
bent has received overwhelming financial 
support ($4.3m) from the state's powerful 
banking and small-business interests, 
which allowed him to run television ad- 
vertisements all summer long. During the 
1992 campaign he hounded his opponent, 
Terry Sanford, for having "sold his soul" to 
the bankers who gave to his campaign, yet 
Mr Faircloth (who sits on the Senate Bank- 
ing Committee) now ranks second among 
senators in contributions from banking 
political action committees (PACS). 

Mr Edwards, by contrast, has vowed to 
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accept no PAC money. In addition to dip- 
ping into his own pocket, he has to rely on 
the beneficence of individual contributors, 
mostly wealthy trial lawyers. The Faircloth 
campaign has had a good deal of fun with 
the challengers ties to the legal world, 
painting Mr Edwards as a shameless ambu- 
lance chaser and running an ad with the 
punchline: “John Edwards: He makes 
money suing people.” Mr Faircloth’s vast 
war chest will allow him to flood the air- 
waves in the final weeks before the election, 
which may prove too much for his rival. 

No matter how much Mr Edwards at- 
tempts to focus the campaign on issues 
such as crime and health care, he cannot 
avoid questions about the Lewinsky scan- 
dal. Although he quickly concedes that the 
president’s actions were unjustifiable, he 
always adds that voters in North Carolina 
care far more about problems closer to 
home, such as local crime and local 
schools, than anything inside the Beltway. 
Polls bear him out: the most recent one 
shows that although 51% of North Carolin- 
ians have an unfavourable opinion of the 
president, 69% say their views about Bill 
Clinton will not affect the Senate race. 

Nevertheless, should matters in Wash- 
ington take a dramatic turn against the 
president, Mr Edwards could find that 
North Carolina’s religious base begins to 
dominate the election atmosphere. This 
might oblige him, like Mr Faircloth in 
Greensboro, to seek biblical intervention 
on the campaign trail. 





Water in California 
Flowing gold 


SAN DIEGO 


N THE film “Chinatown”, greedy prop- 

erty developers tormented Californian 
farmers by diverting their precious irriga- 
tion water to Los Angeles. Now, in the real 
world, water is set to flow from farmers in 
the state’s Imperial Valley to the fast-grow- 
ing population of parched San Diego 
County, south of Los Angeles. Life imitates 
art, it seems, in water politics. 

The valley's Imperial Irrigation Dis- 
trict—its water authority—has agreed to sell 
each year 200,000 acre-feet of surplus wa- 
ter from the Colorado river to neighbour- 
ing San Diego County. Each acre-foot is 
priced at $245, and is equivalent to 
320,000 gallons: enough for two families of 
four people for one year. The authority it- 
self already uses 3.1m acre-feet of water each 
year from the river, and has turned half a 
million acres of desert into lush farmland. 
The agency buys the water for roughly 
$12.50 per acre-foot; now it plans to re-sell it 
for just 20 times that figure. How did this 
come about? 
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Irrigation or urbanisation? 


San Diego County's 6m people get most 
of their water from a regional water agency 
known as *the Met". The agency, through 
27 city and district members, tops up the 
supplies of more than 16m people from the 
Mexican border to Los Angeles. But the citi- 
zens of San Diego County, fearful of 
drought, have been uneasy about depend- 
ing on the Met ever since they were made to 
join it during the second world war. In 
1992, after two years of drought had caused 
the Met to threaten to cut San Diego's sup- 
ply by half (a disaster averted only by rain), 
nervous county officials decided to find an 
alternative water supply. 

One attempt was made by the billion- 
aire Bass brothers of Fort Worth, Texas, in 
1993. They quietly bought up 40,000 acres 
of Imperial Valley farmland in the hope of 
acquiring the water rights, and so being 
able to sell the water to San Diego County. 
But the deal ran aground when it emerged 
that the Imperial Irrigation District, not the 
farmers, owned the water rights. 

Inspired, the authority then sought a 
deal of its own, which was tentatively 
agreed upon in 1995. One large problem re- 
mained, however: how to get the water 100 
miles from the valley to San Diego on the 
coast. The only available aqueducts are 
owned by the Met, which is understand- 
ably unhappy with a deal that would steal 
half its business with its largest customer. 
Sothe Met played tough, asking for $230 for 
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every acre-foot piped—a price that made 
the deal uneconomic, and the county and 
district deeply unhappy. 

Much wrangling later, the parties took 
their feud to the floor of California's Senate. 
This summer the state legislature bridged 
the difference, earmarking $235m from the 
state budget to line parts of two aqueducts 
with concrete. The money was, as coin- 
cidence would have it, just enough to cover 
the difference between the positions of San 
Diego County and the Met. 

The state had then to explain its munifi- 
cence. It has tried to sell the deal as part of 
the “California Plan”, a device to placate 
neighbouring states (and the federal gov- 
ernment) by reducing California’s annual 
take of Colorado river water by 800,000 
acre-feet. A noble effort? Perhaps, but it 
does not convince critics, who see it as a 
way to benefit the few while charging the 
many. It is also feared that this case will 
start a rush of similar transfer deals by wa- 
ter-hungry Californian communities—and 
will thus remove the last barrier to relent- 
less urban growth. 

However, these concerns may prove ir- 
relevant. In September, tiny Coachella Val- 
ley, a nearby irrigation district, threatened 
to wreck the deal. Coachella says it has a 
better claim than San Diego County to Im- 
perial Valley’s surplus water. Tom Levy, the 
district's ebullient general manager, wants 
an extra 170,000 acre-feet of water from the 
Colorado river. “We'll take this to the 
Supreme Court if we have to,” he 
says. Mr Levy has promoted his cause 
with badges bearing the catchy slo- 
gan “Coachella Valley Water Dis- 
trict, 500,000 A{cre}Fleet}.”. And in 
the badges’ background? A certain 
William Mulholland, the Los Ange- 
les water tsar whose dealings in- 
spired “Chinatown”. 
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Charge cards 


The more the 
merrier? 


NEW YORK 


HROWING unopened charge-card so- 

licitations in the bin is a daily ritual for 
many Americans. So great is the ferocity of 
this junk-mail bombardment (over 3 bil- 
lion letters a year at the last count) that the 
idea there is too little competition in the 
charge-card industry seems, well, hard to 
credit. Yet that is what the Justice Depart- 
ment believes. On October 7th it launched 
an antitrust lawsuit against the two biggest 
card companies, MasterCard and Visa. 

Having already locked horns with 
Microsoft, the attorney-general, Janet Reno, 
and the chief trust-buster, Joel Klein, are 
once again attacking a highly successful 
business. Certainly there have been some 
unwelcome side-effects from the growth of 
the American consumer-credit industry— 
notably the sharp rise in personal bank- 
ruptcies—but, in general, it has been a com- 
mercial triumph. And Visa and Master- 
Card have played an important part. 
Consumer borrowing has soared from 


$770 billion outstanding in 1992 to $1.3 tril- 
lion now, of which over 40% is credit-card 
debt. Americans now have on average three 
charge cards in their wallet—and use them 
for around one-quarter of their total 
spending. 

The problem, according to the Justice 
Department, is first that MasterCard and 
Visa are both controlled by the same group 
of big banks. Second, the two firms have im- 
posed a rule on banks wishing to use one of 
their brands (Visa, say) that allows them to 
use the other one (MasterCard), too, but 
bars them from issuing cards for rivals such 
as American Express and Discover. Visa 
and MasterCard do not really compete 
with each other, says the Justice Depart- 
ment. And they have conspired to stop 
firms that would compete from offering 
their cards to bank customers. Naturally, 
American Express agrees. According to Har- 
vey Golub, its chairman, Visa and 
MasterCard have “betrayed millions of 
American consumers.” 

The court case is likely to boil down to 
whether the restrictions imposed by the big 
two card firms really matter. Between them, 
Visa (50%) and MasterCard (25%) have 
three-quarters of America’s credit-card 
market. They dominate bank-card issu- 
ance. Even so, it is not obvious that Ameri- 
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can Express, Discover or the host of lenders 
that have sprung up in recent years are hav- 
ing much difficulty presenting their wares 
to the public, despite the Visa-MasterCard 
obstacles to banks issuing their cards. 

That may be why the Justice Depart- 
ment is drawing attention to two other fail- 
ures which, it says, are caused by the lack of 
competition between Visa and Master- 
Card. One is that firms have been slow to 
develop secure systems for using credit 
cards over the Internet, although it is un- 
clear why they would want to drag their feet 
on this potentially lucrative innovation. 
The other is that their lack of competition 
delayed the launch of new “smart” cards by 
up to a decade—although the most glaring 
problem here has been the reluctance ofthe 
big card firms to co-operate on common 
technological standards, rather than too lit- 
tle competition. 

Whatever its economic merits, standing 
up for the consumer against big finance 
makes political sense for the Clinton ad- 
ministration, particularly if the credit- 
crunch now affecting the markets starts to 
hurt small borrowers. Provided, that is, the 
Republicans do not point out that a suc- 
cessful antitrust action could mean even 
more junk mail to throw away. 
————— ——— —ni i 





| Abusive behaviour 


WASHINGTON, DC 


IOLENT prison beatings, deadly 

choke-holds, policemen torturing 
suspects. These are not things one ex- 
pects to happen in the country that loves 
to preach to the world on the subject of 
human rights. Yet a report issued on Oc- 
tober 6th by Amnesty International 
chronicles extensive human-rights 
abuses in America’s criminal-justice sys- 
tem, and contends that the government 
has done very little to redress them. Al- 
though the report also 
dwells on the death pen- 
alty (long a target of Am- 
nesty’s campaigns), it is 
the exposé of police bru- 
tality that is most striking. 

Some abuses of Ameri- 
can law enforcement are 
already well known. In 
1991, the videotaped beat- 
ing of Rodney King 
brought police brutality 
into American living 
rooms; more recently, sev- 
eral high-profile cases 
have exposed patterns of 
abuse in the police depart- 
ments of New York and 
Boston. Less well known, 
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however, is what happens behind the 
imposing walls and barbed wire of 
America’s prisons. 

The Amnesty report—relying on an- 
ecdote rather than statistics—paints a 
picture of crowded and inhumane pris- 
ons, inhabited overwhelmingly by mi- 
norities, where rape and torture by offi- 
cers are frequent. In one California state 
prison, guards are alleged to have staged 
“gladiator” fights between inmates and 
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placed bets on the outcome. In Texas, 
videotape captured guards kicking and 
beating inmates, shooting them with 
stun guns and coaxing dogs to bite them. 

Congress has asked the Justice De- 
partment to collect national data from 
police departments about brutality. It 
has not, however, allocated the funding 
necessary for a comprehensive study. 
Many civic organisations contend that 
the political clout of the police unions 
has made the government's attempts to 
crack down on brutality deliberately fee- 
ble. According to John Crew of the Amer- 
ican Civil Liberties Union, the police- 
men's "white male old 
guard" has thwarted ef | 
forts to reform the system. 

A Justice Department | 
spokesman points out | 
that the department has 
prosecuted 300 cases of 
police brutality in the past 
five years, and has been 
granted greater authority 
under the 1994 Crime 
ControlBilltocrackdown | 
on police departments. | 
Yet it is clear that if the 
crimes recounted by Am- 
nesty are ever to stop, re- 
form will have to come 
from the other side of the 
“Blue Wall of Silence". 
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 Anastier impeachment 


ESPITE its magnificent success, America is prone to odd 

bouts of declinism. It worries about its economy, even 
when times are good; it moans about its politics, even when gov- 
ernment is reasonably small and reasonably efficient. These 
days American pessimism is directed towards the impeachment 
proceedings against Bill Clinton. The temper of the times, it is 
conventionally supposed, is meaner and tawdrier than in the 
past: more partisan, less statesmanlike. For goodness sake, cheer 
up. Things were a lot nastier in 1868, during the impeachment of 
President Andrew Johnson. 

Johnson had some things in common with Mr Clinton. Like 
him, he was a centrist Democrat, a southerner who grew up poor, 
a president who faced a Congress 
dominated by Republican oppo- 
nents. Like Mr Clinton, he was 
possessed of some rhetorical skill; 
like Mr Clinton, he neglected to 
cultivate friends in Congress. 
Johnson would go off round the 
country, attempting to get the up- 
per hand with Congress by win- 
ning the public to his side. 

But there the parallels fade: 
Johnson was far more obnoxious. 
He would antagonise key law- 
makers needlessly; during one un- 
happy meeting, he used Senator 
Charles Sumner’s hat as a spit- 
toon. His attitudes to race, even al- 
lowing for the temper of the times, 
were even worse than Mr Clin- 
ton’s attitudes to sex. “This is a 
country for white men,” he said in 
1865, “and by God, as long as I am 
president, it shall be a govern- 
ment for white men.” 

Today’s pessimists complain that the House is rushing to im- 
peach Mr Clinton without pausing to weigh the consequences 
for America’s constitutional balance. Back in 1868, the House 
impeached Johnson with a haste that makes the current pace 
seem glacial. One day Johnson fired his war secretary, an ally of 
Congress. The next day a House committee met to consider a 
resolution of impeachment. “It was but a few moments,” the 
New York Times reported, “ere it was discovered that the seven 
Republican members of the Committee were unanimous in the 
opinion that Mr Johnson's action of yesterday was such a palpa- 
ble violation of the law.” The committee adjourned for one hour, 
time enough for a report to be prepared for presentation to the 
full House; two days later, the House approved it. 

Modern life, according to the declinist view, is lamentably 
tinged by media sensationalism, which drives politicians to 
grandstand before a frenzied populace. The day impeachment 
proceedings began in 1868, the New York Times reported that 
“the galleries of the House were full long before twelve 
o'clock... before one the lobbies and the cloak-rooms over- 
flowed with ladies.” The politicians, untroubled by the absence 
of televised talk shows, missed no opportunity for grandilo- 
quence. “This trial has developed, in the most remarkable man- 
net, the insane love of speaking among public men...” com- 
plained James Garfield, congressman and future president. “We 
have been wading knee-deep in words, words, words .. . and are 
but little more than half across the turbid stream.” 








These days, too, partisanship is much decried. But Johnson 
was impeached for no other reason than that Congress viru- | 
lently despised his politics. True, he had violated a law against 
firing cabinet officials without the Senate’s say-so; but this law 
had been recently cooked up by Congress to trap him, and was 
later ruled unconstitutional. Even before the firing, the congres- 
sional Republicans had been on Johnson’s tail. In January 1867 
Congressman James Ashley of Ohio moved a resolution to im- 
peach, apparently on the theory that every vice-president who 
had succeeded to the presidency had had a hand in the death of 
his predecessor. The House inspected the diary of John Wilkes 
Booth, whose assassination of Lincoln had brought Johnson to 
power; it noted that 18 pages of the 
document were missing, a mys- 
terious fact which fuelled the kind 
of conspiracy theories that now. 
infect today’s Republican and ` 
Democratic fringes. When the 
assassination trail led nowhere, 
the House raked over Johnson's 
private financial dealings and 
bank accounts. 

Set against all this, today’s im- 
peachment proceedings look pos- 
itively edifying. The Republican 
majority in Congress has em- 
barked on an inquiry almost re- 
luctantly, and only after being 
confronted “with presidential 
wrongdoing that left little alterna- 
tive. No congressman, not even 
the wackiest firebrand, suggests 
that Mr Clinton should be im- 
peached, as Johnson was, simply 
because his policies are bad. 
American democracy, contrary to 
the declinist fear, has become more tempered in dealing with 
partisan tension than it used to be. 

This increased maturity, moreover, owes much to Johnson's . 
fate. After he was impeached in the House, Johnson underwenta. : 
chaotic Senate trial that ultimately resulted in his acquittal. At 
the outset, nobody could agree on the most basic ground rules. 
But, by the end, one central argument had been resolved. The 
Senate decided that it would not impeach Johnson merely be- 
cause it disagreed with him, as though it were conducting the 
sort of no-confidence vote common in parliamentary systems. It 
resolved, instead, that impeachment required proof of specific 
wrongdoing; and that this wrongdoing must be serious. 

One book on Johnson's impeachment, published in 1992, 
concludes with the following judgment. After Johnson's acquit- 
tal, the author writes, it was settled that “impeachment would 
not be a referendum on the public official's performance in of- 
fice; instead, it would be a judicial type of inquiry in which spe- 
cific charges were made by the House of Representatives, evi- 
dence was received before the Senate, and the senators would 
decide whether or not the charges were proven." 

This verdict is of more than academic interest: its author is 
William Rehnquist, the man who, as America's chief justice, 
would preside over a Senate trial of Mr Clinton. It is exceedingly 
unlikely that, with Mr Rehnquist standing by, the president's 
day of judgment would be allowed to deteriorate into a demean- 
ing witch hunt, whatever the pessimists’ predictions. 
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After Cardoso's 


SAO PAULO 


big day 


Brazil’s voters have given its president a second term, a mandate and a Con- 
gress probably no more unruly than the current one. Both have much to do 


T MOST times, in most countries, it 
would have been hailed as a remark- 
able achievement. But these are not normal 
times in Brazil. So Fernando Henrique 
Cardoso’s feat in winning, on October 4th, 
asecond term in an election held amid eco- 
nomic gloom, without the need for a run- 
off and with almost the same percentage of 
the vote as four years ago, came in the end 
as something of an anti-climax. 

Nearly 80% of the 106m voters turned 
out, many queuing for hours (and not just 
because voting is compulsory; the fine for 
not voting is trivial). But the campaign had 
aroused little excitement. The main televi- 
sion channels largely ignored the count. 
Globo, the most watched, showed little 
civic responsibility, but much empathy 
with its viewers, in sticking with “Fat 
Fausto’s Big Sunday”, its usual variety show. 
As for the financial markets, they had per- 
suaded themselves that Mr Cardoso's vic- 
tory would be even bigger than early results 
suggested, and so felt disappointed. 

Yet it was a big Sunday for the president 
too. With almost all the votes counted, he 
was heading for 53-54%; his main rival, 
Luiz Inacio Lula da Silva, backed by a left- 
ish coalition, for 31-32%; and Ciro Gomes, a 
former finance minister, 11%. It was not the 
56% that Mr Cardoso’s campaign team had 
hoped for, and that one exit poll had pre- 
dicted; but it matched the 54% (over Mr da 
Silva’s 27%) that brought him to power, in 


Friends, waverers and enemies 
Seats in lower house of Brazil's Congress 


New Congress 


much easier conditions, in 1994. 

The 1994 vote came in the middle of a 
consumer boom triggered by the anti-infla- 
tion plan launched by Mr Cardoso as fi- 
nance minister. This year’s public mood 
was far grimmer. To protect the real and 
low inflation, twice in the past year the gov- 
ernment has had to raise interest rates to 
punitive levels, and recession is on the way. 
In a bid to halt capital flight, ten days be- 
fore the vote Mr Cardoso had announced 
that he would order harsh austerity mea- 
sures to cuta fiscal deficit heading for 8% of 
GDP. Though such news travels slowly in a 
country whose voters have an average of 
four years of schooling, this may have cut 
his vote by a couple of percentage points. 

Even so, Mr Cardoso has won a clear 
mandate for the tough action needed if Bra- 
zil is to win the IMF support that it wants to 
deter pressure on the real. With the vote out 
of the way, he called for officials to prepare 
by October 20th a much-trailed plan of 
spending cuts and tax rises intended to cut 
the deficit by perhaps 3% of GDP. A lot of 
this will require the swift blessing of Con- 
gress, and the co-operation of state gover- 
nors. Neither group has shown much en- 
thusiasm for austerity in the past four years. 

Though final results were not expected 
until October 9th, Mr Cardoso’s five-party 
centre-right alliance looked likely to retain 
the 60% majority in both houses of Con- 
gress needed for constitutional changes. 


as forecast 
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Now for the hard part 


Unofficial forecasts suggested little overall 
change in the more important, and less 
tractable, lower house, with pro-govern- 
ment parties continuing to hold around 
380 out of its 513 seats. In the Senate, the 
alliance lost some ground, but will hold 
well above 60%. 

The opposition too could draw some 
comfort. Mr da Silva has now tried and 
failed three times for the presidency. But 
his Workers’ Party (PT) continued its slow 
but steady advance. Mr Gomes, who broke 
with Mr Cardoso's social democratic PSDB 
party last year, proved effective at rallying 
discontent—remarkably so given his lack of 
money, allies and television exposure. But 
his hopes of co-ordinating a new centre-left 
opposition may prove vain. His party has 
only a handful of seats in Congress, and he 
himself no executive office. 

Mr Cardoso’s allies faced some tough 
battles for state governorships, posts whose 
holders exercise strong influence over Con- 
gress. In more than a dozen of the 27 states, 
a run-off on October 25th is in store, since 
no candidate won over 50%. In Sao Paulo, 
Mario Covas, the incumbent PSDB gover- 
nor, a rare practitioner of austerity, only 
justsqueaked into the second round, where 
he will face Paulo Maluf, a populist spend- 
thrift (but in theory a Cardoso ally). As for 
other important states, in Minas Gerais 
and Rio Grande do Sul close allies of Mr 
Cardoso face difficult run-offs against awk- 
ward opponents, while Rio de Janeiro's 
next governor looks likely to be Anthony 
Garotinho, an unthreatening foe. 

The new Congress does not sit until 
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February, so much of the fiscal work will 
fall to the outgoing one. That could pose a 
problem. David Fleischer, a political scien- 
tist at the University of Brasilia, calculates 
that 40-45% of the current legislators will 
not be returning, and so will need to be per- 
suaded into backing unpopular measures. 
Mr Cardoso has little pork to offer them. 
But he does have jobs. Despite privatisa- 
tion, around 45,000 posts are still in the 
president's gift, says Mr Fleischer. The presi- 
dent's other weapon is the urgency of Bra- 
zil's financial condition. 

Overall, the election showed that the 
slow modernisation of Brazil's political sys- 
tem continues. Mr Cardoso owes his re- 
election not just to his defeat of inflation, 
but to his getting Congress to undo a con- 
stitutional ban on a second, consecutive 
term for holders of executive posts. Yet the 
advantage of incumbency that helped him 
did not save unpopular governors. Only 
seven appeared to have won re-election 
without a run-off. Those of Pernambuco 
(Miguel Arraes, a legendary socialist an- 
tique) and Santa Catarina suffered crush- 
ing defeats, perhaps because they were im- 
plicated in a government-bond scandal. 

Some, though not all, ofthe more exotic 
fauna in Brazil's political jungle seem 
headed for extinction. Among such are 
“Mao Santa" (Holy Hand), the surgeon gov- 
ernor of Piaui, Brazil's poorest state, best 
known for taking Polaroid snaps of himself 
with voters to suggest he has divine powers, 
and for the beanfeasts he organises for the 
poor in the governor's palace. He faces ter- 
restrial defeat in a run-off against Hugo 
Napoleao, a less picturesque conservative. 

Yet the election presages no magical 
transformation of Brazilian politics. The 
parties remain largely inchoate, the legisla- 
tors undisciplined and beholden to local 
rather than national interests. Brazil's po- 
litical progress is steady, but slow. Finan- 
cial safety requires swift legislative action. 
Reconciling the two is the daunting task 
now before Mr Cardoso. 





Closing the gap 


CARACAS 


UDDENLY Venezuela's crowded presi- 

dential contest has become a two-man 
race—but a real one. Three of the five main 
candidates have drifted out of contention. 
But no longer does Hugo Chavez, ex-colo- 
nel and would-be coup organiser, look a 
certainty. He still leads, with about 41% in 
the polls, but Henrique Salas Rómer, an- 
other independent, is now only ten points 
behind. And there are eight weeks to go. 

Mr Salas Rómer, the darling of the rich 
and the business elite, owes his surge to a 
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£rowing realisation that only he has any 
chance of overtaking Mr Chavez. Neither 
his stodgy personality nor his platform is 
impressive; but his centrist rivals have 
proved even less so. He is light on policy 
detail, preferring television spots that show 
him on his horse, Frijolito, promising to 
bring happiness back to Venezuela. Yet he 
has a stronger story to tell: he once gov- 
erned Carabobo state, and did it well. 

In economic policy, he would probably 
take the same line as the present govern- 
ment of President Rafael Caldera, though 
transferring more power to the states. What 
makes him leery of saying so is that Venezu- 
ela is slipping into recession, in part be- 
cause of the Caldera government's feeble- 
ness at putting its policies into practice. 
Hence the publicity for Frijolito. 

Mr Salas Rómer is also capitalising on 
his independent status. The long-time lead- 
er in the polls, Irene Saez, in her day a Miss 
Universe, and more recently mayor of a 
well-off district of Caracas, saw her support 
slump after she accepted the endorsement 
of the centre-right COPE! party, Venezuela's 
second-largest. Her poll score, as high as 
50% in January, is now in single figures, 
putting her back with Claudio Fermin, a 
third independent, and Luis Alfaro Ucero, 
the 76-year-old in the colours of Demo- 
cratic Action (AD), the largest party of all. 

There has been much talk of a single 
anti-Chavez candidacy. But will the three 
laggards retire and, openly or tacitly, back 
Mr Salas Rómer? And how would he react? 
He has often said he would reject any open 
support from either cope! or AD. That has 
not stopped some core! rebels urging their 
party to dump Miss Saez, nor eight AD el- 
ders who publicly proposed similar treat- 
ment for Mr Alfaro. Both revolts were put 
down, but they may well break out again, 





Frijolito and jockey 
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threatening both parties’ chances in the 
congressional and governorship elections, 
whose date was purposely brought for- 
ward, to November, to give these big parties 
an advantage over Mr Chavez before the 
presidential vote on December 6th. 

Mr Chavez, whose staying power has 
surprised most political analysts, is not tak- 
ing Mr Salas Rómers challenge lightly. He 
has toned down his populist rhetoric, and 
has lurched to the middle ground with an 
assurance that as president he would dis- 
cuss economic policy with the IMF, and 
would both honour Venezuela’s foreign 
debt and welcome foreign investment. To 
that extent, even if Mr Salas Römer cannot 
in the end catch up and win, his candidacy 
has already done his country a service. 





Mexico 


The opposition 
learns to oppose 


MEXICO CITY 


HERE was a deal, but no commitments. 

The proposal was new, but the basic re- 
sult will be the same. And the one party that 
dissented claims to want much the same 
things as those that agreed. Thus passed an- 
other week in Mexican politics. 

Real politics is rather a new thing for 
Mexico. For seven decades, Congress was 
the governments mostly docile rubber 
stamp. Since winning the lower house last 
year, the opposition parties have been try- 
ing to shape a role both for it and, with a 
presidential election less than two years 
away, for themselves. The saga of Mexico’s 
bank bail-out—still unresolved, despite a 
supposed deal last week—has been their 
first real chance to practise. 

To save the banks after the 1994 peso 
crisis, the state deposit-protection fund, 
Fobaproa, took over some of their claims to 
unpaid debt. It paid with promissory notes, 
due—plus accumulated interest—ten years 
later. But that would mean a sudden, huge 
bill for the fund; and meanwhile the notes 
would provide no cash to the banks. So, six 
months ago, the government proposed 
converting the notes, by then worth 552 bil- 
lion pesos ($65 billion at the time, now $54 
billion), into “public debt”, in the form of 
normal government bonds. This would let 
the ultimate cost be spread over years, in- 
stead of all falling due at one blow. And 
banks could raise fresh cash. 

Fair enough? No. The opposition saw a 
chance to do some opposing. The left-wing 
Party of the Democratic Revolution (PRD) 
seized on the phrase “public debt”. Some of 
the claims Fobaproa had taken over were 
fraudulent: the debtors had never intended 
to pay. Other debtors could have paid up 
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but simply chose not to, knowing Mexico’s 
weak legal system would let them get away 
with that. Why, asked the PRD, should the 
public pick up the bill for rich people's she- 
nanigans? Anyway, it added, the whole res- 
cue was unlawful in the first place, since 
Congress had not been consulted about it. 

For the conservative National Action 
Party (PAN), it was not so easy to oppose an 
economically sound (if ethically dubious) 
package. Late last year, when the PRD first 
flexed its muscles by trying to block the 
1998 budget, the PAN voted with the ruling 
Institutional Revolutionary Party (PRI), be- 
cause, since no budget had ever been 
blocked before, there were no contingency 
measures to keep Mexico running if this 
one were not passed. On Fobaproa, the PAN 
wanted much what the PRD did: notably, 
discounts for small debtors, investigation 
of suspicious loans, the removal of certain 
top officials, and recognition that the res- 
cue was technically unlawful. But, by being 
less strident, the PAN took the centre 
ground, and won concessions from the 
government, eager to get a deal over the 
head of the PRD. 

At the end of September, the govern- 
ment—seemingly—secured just that. It pro- 
posed a scheme whereby un-repaid loans 
above 5m pesos would again become the 
business of the banks, but Fobaproa would 
take over more of their small ones. Small 
debtors would also be aided. Fobaproa 
would be helping lots of ordinary people 
instead of a few of the rich. Fair enough, 
said the PAN this time. No way, said the 
PRD, still insisting, among other things, 
that the original rescue wasn't legal. 

And then the deal fell apart. Suddenly, 
the PAN reiterated that it too thought the 
initial rescue unlawful, and would reject 
the new scheme until that issue was re- 
solved. Does it matter? Lawful or not, the 
rescue cannot be undone, without forcing 
the banks to go bust. One way or another, 
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the taxpayer will stump up, 
and the new scheme is un- 
likely to reduce the cost much; 
with all those small-debtor 
discounts, it might indeed in- 
crease it. So the PAN, after a 
suitable wait, may say yes after 
all, in return for further con- 
cessions, such as the sacking of 
the allegedly blameworthy. 
The PRD will probably main- 
tain its stand of principled in- 
dignation. 

How all this politicking 
looks to voters is unclear. Ac- 
cording to one polling firm, 
Mexicans still give Congress 
and the government almost 
identical ratings, suggesting 
that they do not yet see much 
difference between them; and 
indeed further congressional 
deals between the PAN and the government 
may give them no great reason to see one. 

Yet deals are needed. Even before the in- 
ternational turmoil, the delay in resolving 
the Fobaproa dispute was slowing the 
banks’ recovery. Now interest rates are 
higher and borrowers are more likely to de- 
fault. The banks could yet be in trouble 
again: last week the credit-raters of Stan- 
dard & Poor's downgraded several of the 
biggest ones. Meanwhile there is a huge 
backlog of undiscussed bills in Congress. 
Mexico needs an opposition, yes; but not 
opposition continuously. 








Dominican Republic 


The emigrants 
rally round 


SANTO DOMINGO 


OU might think by now that Caribbean 

islands would have learned to take hur- 
ricanes seriously. Not the Dominican Re- 
public. After dodging a big storm for 19 
years, its authorities played down the im- 
minent arrival of Hurricane Georges. And 
now that it has proved them wrong, they 
are not showing much skill at clearing up. 

There is plenty to clear. In the Domini- 
can Republic over 260 people died, and 
180,000 people remain homeless. Haiti, 
with which it shares its island, suffered 150 
deaths, and 300,000 lost their homes. The 
United States is to send $47m to the two 
countries, and the European Union has 
chipped in with an offer of $50m. 

In the Dominican Republic, “the dam- 
age is enormous, bordering on catastro- 
phe,” according to Felix Calvo, a leading 
economist writing in a local newspaper: 
“It’s as though the country had been hit bya 
massive napalm attack.” Assesors reckon 


that damage to local agriculture and indus- 
try, as well as state-run public services in- 
cluding electricity and water, amounts to 
$1.2 billion. The short-term cost of putting 
things right, they say, would eat up 25% of 
the government's entire annual budget, in 
a country of some 8.2m people which, for 
all its recently impressive economic 
growth, is still desperately poor. 

The government has announced a 
$650m emergency programme. It hopes to 
finance this in part from foreign grants but 
largely by rearranging its foreign-debt pay- 
ments. But the issue is not just money: it is 
whether the government can manage the 
recovery effort. 

President Leonel Fernandez was 
elected two years ago amid high expecta- 
tions that he would sweep away the coun- 
try’s tradition of political corruption and 
institute more modern habits and pro- 
grammes, But critics say little has changed, 
and popular patience is wearing thin. Cer- 
tainly, public confidence in the govern- 
ment was hurt by its woeful failure to make 
proper preparations for Georges. 

People are already questioning the han- 
dling of the aid that is now trickling in. 
Development workers say it is urgent that 
aid should reach the worst-hit rural areas, 
in the south-west, where farmers lost their 
entire crops of coffee, bananas, beans and 
cassava. But will that happen? “It is un- 
likely the south-west will be given priority,” 
says Claire Lewis, a spokeswoman for 
Oxfam, a British-based charity. “All the im- 
portant economic installations damaged 
by the hurricane—factories, hotels and 
large sugar plantations—are in the east." If 
she is right, some of the poorest people will 
be left fending for themselves. 

Others warn of longerterm conse- 
quences if reconstruction is not handled 
well. One could be accelerated migration 
from the countryside, swelling the already 
crowded shanty-towns. Also in prospect is 
an increase in the constant flow of illegal 
migrants trying to cross the stretch of water 
between their island and the United States’ 
outpost of Puerto Rico. 

Happily, here comes one silver lining 
in this tale of disaster. Possibly 1.2m emi- 
grants from the Dominican Republic now 
live in the United States, mostly in and 
around New York. They are estimated to 
send home each year $1.5 billion—more 
than the government's entire annual 
spending. These transfers rank about even 
with tourism and exports from manufac- 
turing and textile plants as the country's 
leading sources of foreign income. 

Itis clear that the emigrants are rallying 
round. How generously, no one can yet say. 
But many people on the island—both 
halves of it—are beginning to see that kith 
and kin are a more reliable source of aid 
than any government. 
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liddle East 


UANKARA AND CAIRO 


. new and bitter brew in the 


Turkey and Syria are close to blows, raising fears of a wider conflagration in 


the region 
EMPERS are running high in the.Mid- 
dle East. Turkey is thumping its chest, 
threatening to trounce its neighbour, Syria. 
Israel, usually a party to local squabbles, is 
ducking out of this one, protesting inno- 
“cence. The region's self-appointed referee, 
Egypt, has waded bravely into the fray to 
cheers from the Arab stands. This is not 
sport, however. TN 

: Turkish. newspapers speak of possible 
airstrikes on Damascus, and the Turks have 
reportedly dispatched troops to the Syrian 
frontier, cancelling leave for soldiers sta- 
tioned there. Syria, which has also moved 
troops to the frontier, has called for a uni- 
fied Arab stand, noting that it has mutual- 
defence pacts with Saudi Arabia, Libya and 
Egypt. Turkey meanwhile has forged an al- 
hance with Israel that squeezes technologi- 
cally backward Syria between two vastly 
stronger enemies. These are the broader 
strands of a web that links elements as far 
afield as Greece, Iran and the United States, 

The conflict may well spread. 
Relations across the 880-kilometre (550- 
mile) Turkish-Syrian border have never 
been good; Turkey's chief of general staff 
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has spoken ofan “undeclared war" with his 
country's southern neighbour. Why has 
Turkish patience now snapped? 

The declared reason is that the Turks 
have suddenly got fed up with Syrian sup- 
port for the Kurdish Workers Party (PKK), 
the guerrillas whose 14-year insurgency in 
south-eastern Turkey has cost over 30,000 
lives. The Turks believe, as do their. NATO 
allies, that many of these rebels receive po- 
litical indoctrination in Syria and training 
in Syrian-controlled Lebanon. Despite Leb- 
anese claims to have expelled all PKK activ- 
ists, there are still thought to be training 
camps in Lebanon’s Beqaa valley. The PKK's 
leader, Abdullah Ocalan, keeps an office in 
Damascus and has, the Turks say, a Syrian 
resident permit (Syria denies all this). 

Yet, on both sides, the conflict goes be- 
yond the immediate íssues. The Turkish 
army, which brought in the current govern- 
ment, has grown increasingly frustrated by 
its inability to eradicate the PKK. More im- 
portant still, Turkey is haunted by what it 
sees to bethe swelling power of Kurdish na- 
tionalism. It was dismayed by its exclusion 
from last month's peace accord between 





Iraq's two main Kurdish factions (see next 
story). Indeed, it much preferred the previ- 
ous arrangement, under which the Kurdi- 
stan Democratic Party allowed the Turks to 
attack PKK units in Iraq whenever they 
liked in return for arms and money to fight 
the Patriotic Union of Kurdistan. 

Adding to Turkish unease, the PKK has 
been doing well diplomatically in Europe. 
The Turks, angry at being keptoutofthe Eu- 
ropean Union, saw further evidence. of. 
western duplicity last month when the Ital- 
ians allowed members of the Kurdish par- 
liament-in-exile (a PKK front) to demon: 
strate in Rome's parliament building. 

ForSyria, too, current issues are part ofa 
bigger game. Turkey controls the head- 
waters of the Euphrates river, which sup- 
plies. much of Syria's--and most of Iraq’s— 
fresh water. Turkey's Arab neighbours have 
long pleaded for a deal that would fix each... 
country's share of the water. Turkey has re- 
sisted. In 1987 it threatened to cut the flow 
off, and in 1990 it did so, for a month, to 
allow the lake behind its giant Ataturk Dam 
to fill up. Syria’s President Hafez Assad, 
who is experienced at using Lebanese guer- 
rillas as bargaining chips with Israel, has 
the same general attitude to the PKK. 

Predictably, Syrian, Iranian and Arab 
League officials all say that Israel is the 
cause of the flare-up. Turkey, they argue, 
may have profited from fresh Israeli intelli- 
gence on PKK activity in Syria: Damascus is: 
well in range of Israeli monitoring devices 
atop the occupied Golan Heights. Israel 
protests that it has nothing to do with itall: 
Its minister of defence even ordered the . 
downgrading of routine patrols in the Go- 
lan, so as not to provoke Syria. 

Into this fire and thunder steps Egypt. 
Having secured peace for itself.20 years 
ago, Egypt has long sought to uphold some 
kind of balance of forces in the region, be- 
lieving this to be the only guarantee for a 
wider regional peace. In recent years that 
balance has tilted more and more in Israel's 
favour. Now, with formerly neutral Tur- 
key--the region's sleeping giant--jumping 
in on Israel's side, the scales have tipped 
dramatically. Israel's current government, 
Egypt fears, will feel so strong that it will 
lose any need to negotiate peace. 

So President Hosni Mubarak rushed to 
defuse the situation, even forfeiting Egypt's 
commemoration ofthe 25th anniversary of 
its October 6th 1973 defeat of Israeli forces 
on the Suez canal to pursue his mediation. 
Flying between Riyadh, Damascus and An- 
kara, he is trying to coax Turkey into lower- 
ing its belligerent tone. 

So far, without much luck. The Turks 
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sent him back to Mr Assad with harsh de- 
mands. Syria, they said, must extradite Mr 
Ocalan and close any facilities granted to 
“rebel Turks” by Syria. For good measure, 
Turkey also wants Syria to renounce its 
claims on the southern province of Hatay 
(the former sanjak of Alexandretta, which 
the French handed to Turkey in 1939). 

Is the Turkish government spoiling for 
a fight? Maybe. But on October 8th Turkish 
newspapers were reporting that at least 
some cabinet members wanted to give 
Syria time to respond to their demands. 

If there were military action, what form 
might it take? An invasion across the fron- 
tier (the sort ofincursion that Turkish forces 
make so freely into northern Iraq) is un- 
likely, but the Turkish air force could well 
bomb suspected PKK camps in northern 
Syria or the Beqaa valley. How would Syria 
respond? It knows it could not win a con- 
ventional war with Turkey’s NATO-trained 
army. But, as in its conflict with Israel, it re- 
lies on the deterrent power of its missiles— 
which may, perhaps, be tipped with chemi- 
cal warheads. 





Iraq 


Slippery Saddam 


RUSTRATION is the name of the game 
as the United States pits its wits against 
Iraq's Saddam Hussein. Unable, at least for 
now, to enforce the UN’s arms-inspection 
regimen, America has switched emphasis 
to measures designed to help Iraq’s opposi- 
tion-in-exile overthrow the dictator. Late 
last month it persuaded Iraq’s two rival 
Kurdish factions, with their guerrilla ar- 
mies, to call a halt to their conflict. A bill 
was then introduced in Congress to pro- 
vide nearly $100m in military aid to Iraqi 
Opposition groups: separate legislation 
would provide money for political and 
propaganda support. But the immediate 
consequence of these measures has been 
less to alarm Iraq than to enrage Turkey. 
Turkey’s scimitar-rattling at Syria is 
aimed as much at America’s Iraqi policy as 
at anything the Syrians are doing. Fearful of 
successful Kurdish selfrule in northern 
Iraq—which could encourage the aspira- 
tions of Turkey's own Kurds—the Turks, to- 
gether with the Iranians, have been exploit- 
ing the bitter, long-enduring rivalry of 
Iraq's Kurds. Now, with this rivalry con- 
cealed under a power-sharing arrange- 
ment, and with the prospect of the Kurds 
getting new weapons from America, Tur- 
key's fears of Kurdish strength are inflamed. 
American help for the non-Kurdish op- 
position groups is no less problematical. 
The opposition is scattered and ideologi- 
cally divided: Shia groups based in Iran; 
Baathist, Islamist and left-wing groups in 
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Syria; the National Accord movement in 
Jordan. America's efforts, soon after the 
Gulf war, to collect the factions together un- 
der the umbrella ofthe c1a-sponsored Iraqi 
National Congress (INC), led by a financier, 
Ahmad Chalabi, was never very success- 
ful—and devastated when one of the Kurd- 
ish factions invited Mr Hussein’s army into 
the INC's headquarters in northern Iraq. 

Moreover, both Syria and Iran are more 
inclined, these days, to take steps to im- 
prove their relations with Iraq than to side 
with America in allowing any kind of co- 
vert anti-Iraqi activity on their soil. The 
three Middle Eastern states are believed to 
have reached some kind of informal agree- 
ment when they met in South Africa at last 
month's non-aligned get-together. 

Sympathy with the Iraqi people, who 
have painfully endured eight years of ap- 
parently never-ending sanctions, is strong 
in the region. Moreover, the credibility of 
the United Nations arms-inspection team 
(Unscom) has been badly damaged in the 
Arab world by the revelations of Scott Rit- 
ter, the American who resigned from 
UNSCOM because it was not getting enough 
support from the Security Council; he says 
he regularly visited Tel Aviv and shared 
crucial weapons information with Israeli 
intelligence. This, in many Arab eyes, vindi- 
cates Iraq's claim that Israeli influence 
keeps sanctions going beyond their term. 

All this may have hardened Mr Hus- 
sein's stubbornness in his dealings with the 
UN.Since early August Iraq has banned any 
spot checks of suspect sites, though still al- 
lowing routine monitoring and surveil- 
lance. In return, the Security Council can- 
celled its regular 60-day review of 
sanctions. The UN's secretary-general, Kofi 
Annan, who defused a crisis at the begin- 
ning of the year, has been trying to find a 
way out of the stalemate with Tariq Aziz, 
Iraq's good cop to Mr Hussein's bad one. 

A possible solution entails the Security 
Council agreeing to Iraq's demand for a 
"comprehensive" review of eight years of 
sanctions. There is also talk that some ofthe 
files, on certain types of weapons, may well 
be near closure. But first the Iraqis have to 
let the on-site inspections resume. And this, 
so far, they are not prepared to do. 





Lebanon 
Assad's choice 


BEIRUT 


LL the declared candidates in Leba- 
non's presidential election—which 
has to be held in the next couple of weeks— 
will lose. A man who has expressed no in- 
terest in the election and who legally can- 
not stand has already won, since he has the 
only vote that counts. Now that Syria's Pres- 





Lahoud, the chosen 


ident Hafez Assad has selected Lebanon's 
army chief, Emile Lahoud, as Lebanon's 
next president, the constitutional obstacles 
to his election will melt away. 

Under Lebanon's constitution, parlia- 
ment should elect a new president every six 
years. Senior civil servants, such as General 
Lahoud, are obliged to resign their posts 
two years before seeking office. But Mr As- 
sad, whose army occupies Lebanon, does 
not let such trifles worry him. At the last 
election in 1995, he had parliament amend 
the constitution to give the incumbent, 
Elias Hrawi, a three-year extension. This 
time, after a meeting with Mr Hrawi on Oc- 
tober sth, he let his view be known—and 
the speaker of parliament is already scram- 
bling to introduce the new amendment. All 
but one of the major factions, seeing which 
way the Syrian wind was blowing, have 
lined up behind General Lahoud. The rest 
is mechanics. 

There were plenty of other candidates 
to chose from. But in the topsy-turvy world 
of Lebanese politics, declaring your candi- 
dacy is tantamount to admitting defeat, 
since any serious contender would wait for 
the Syrian nod before entering the fray. In- 
deed, Butros Harb, an early candidate, 
made it clear that he was running not to 
win, but to make a point about respect for 
proper procedures. 

Does the choice matter, given Syria's 
stranglehold over Lebanon? The general 
will have no freedom to alter basic policies, 
such as Lebanon’s rejection of the Arab-Is- 
raeli peace process and its post-war re- 
construction drive paid for by a huge in- 
crease in the national debt. Furthermore, 
the treaty that ended Lebanon's 17-year 
civil war increased the powers of the prime 
minister and the speaker at the expense of 
the once-dominant president. Both the 
prime minister and the speaker, who have 
learnt to manipulate the system during six 
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years in office, will stay on. So the new pres- 
ident will often find himself stymied by the 
other members of this troika, over which 
Syria is the ultimate arbiter. 

‘But some room for manoeuvre re- 
mains. The Syrians tend not to micro- 
manage, so on workaday issues, such as ad- 
ministrative reform, General Lahoud could 
make a difference. As head of the army, he 
earned a reputation for dealing well with 
men drawn from all 18 of Lebanon’s bicker- 
ing religious sects. Mr Hrawi, a Christian 
Maronite like all Lebanon’s presidents, was 
dismissed by most of his co-religionists as a 
Syrian stooge. General Lahoud has more 
stature, so might succeed in reconciling 
Christians to the new order. 

Yet no one knows what he stands for. 
His qualifications—as a well-liked Maro- 
nite and army chief—tarnish him in some 
eyes. Walid Jumblatt, a minister and a 
Druze, who himself is running for presi- 
dent, fears that a military man could usher 
in a more authoritarian government. That 
would be the last thing that Lebanon needs. 
"d 





The Palestinians 
Spotty freedom 


‘BETHLEHEM 


JALESTINIANS are remarkably unex- 
ted by the tentative prospect of a 
e-process breakthrough. Madeleine Al- 
bright, . America’s secretary of state, was in 
the region this week struggling to tie down 
Binyamin Netanyahu and Yasser Arafat so 
that the meeting starting in Washington on 
October 15th should have a chance of suc- 
cess. She claimed “substantial progress”. In 
Washington, the two are supposed to sign 
an interim agreement—after an 18-month 
stalemate—on Israeli troop withdrawal 
from parts of the West Bank. But Palestin- 
jans in the street barely bother to discuss 
the latest twist in an endless saga. 

The 1993 Oslo accord had stipulated 
Israel. should gradually extend Pal- 
_estinian areas of selfrule over the five-year 
interim period that ends on May 4th 1999, 
when a permanent agreement was sup- 
posed to have been reached. At present, the 












Palestinian Authority has full control of 


only 3% of the West Bank, plus "civilian" 


control of another 26%. It has full control of 


60% of Gaza. Under the new deal, if one is 
reached, Israel's army is expected to with- 
draw from a further 13% of the West Bank. 
But the conditions are stringent. Some 
3% of the returned land is to 
be dedicated to a "nature re- 
serve", which the Palestinians 
believe is a euphemism for a 
"buffer zone between Palestin- 
dan areas and Israeli settle- 


the timescale is uncertain: deadlines are 
constantly shoved back and the Palestin- 
ians believe that it could be months before 
the withdrawal plan is implemented. 

A far more urgent topic of conversation 
among Palestinians is Mr Arafats an- 
nounced intention of declaring a Palestin- 
ian state next May if there is no permanent 
agreement with Israel by then. If this hap- 
pens, what action will Israel take in re- 
sponse? Mr Arafat, it seems, is serious: last 
month his cabinet set up three commit- 
tees—political, economic and legal—to pre- 
pare for the declaration of statehood. 

Israel's public reaction has been force- 
ful, and threatening. Mr Netanyahu has 
talked about annexing parts of the West 
Bank, and the Israeli army is said to be pre- 
paring for a bloody confrontation that 
could include the tank invasion of Palestin- 
ian cities. Some Palestinians believe that an 
armed clash with the Israelis is imminent 
and inevitable. But others think Mr Netan- 
yahu's talk of reprisal is merely his way of 
pacifying his right-wing coalition partners. 
They suspect that secret negotiations may 
be going on between the Israelis and Mr 
Arafat's men and that these could lead to 
Palestinian statehood-—albeit only in ex- 
change for huge Palestinian concessions. 

Whether or not these suspicions are cor- 
rect, Israel is quietly continuing to create re- 
alities on the ground to ensure that any fu- 
ture Palestinian state consists of little more 
than disconnected bantustans. Israeli set- 
tlement expansion is going on apace. The 
Israeli government's latest, extremely pro- 
vocative, decision is to consolidate the set- 
tler presence at Tel Rumeida, a small Jewish 
enclave in the divided city of Hebron. 

According to a report published last 
month by the Washington-based Founda- 
tion for Middle East Peace, Israel is build- 
ing more than 2,000 new homes in Israeli 
settlements, excluding East Jerusalem, this 
year. This is twice the annual rate of 1996 
and 1997. The number of settlers in the 
West Bank and Gaza rose by 12.4% in the 18 


























ments. A further worry is that 
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months ending this ae to reach nearly 
170,000. In East Jerusalem, the number i is 
calculated at around 180,000. 

Palestinians are no less worried by Is- 
raeli moves to cut Jerusalem off from the 
West Bank. Last year, Israel began building 
a ring road around the city which will con- 
nect settlements in southern Jerusalem 
with those in the north. Stretching far into 
the West Bank, this road could lead to the 
confiscation of more than 700 hectares 
(1,750 acres) of Palestinian farmland and 
the demolition of three dozen Palestinian 
houses. There are also unconfirmed reports 
of a series of bypass roads near Bethlehem 
which, if they came to be built, would seal - 
the southern entrance. to Jerusalem. Ac- 
cording to the Palestinian press, Israel 
plans to turn the checkpoint at Bethlehem 
into a formal border crossing similar to the. 
Erez checkpoint in Gaza. 

Independence under these conditions, 
as Sheikh Ahmed Yassin, the spiritual lead- 
er of Hamas, reiterates, might not mean 
very much. In a speech on October 1st, 
marking the first anniversary of his release. 
from an Israeli prison, the sheikh put it this 
way: "Gaza is separated from the Wes 
Bank, Hebron is separated from Nablus. 
Practically speaking, we are ituation 
that does not make it possible for an acti 
or independent Palestinian entity." 





Arab trade 


With whom? 


HE launching, at the beginning of this 

year, of an Arab Free-Trade Area (AFTA) 
was greeted with more of a yawn than à 
cheer. After all, the Arabs have been trying 
to do this for years and it has never worked. 
Why should it work any better now? Maybe 
it won't. Even so, it has a bit of a chance. 

Earlier ene at regional integration 
were largely political, based on the myth of 
Arab unity. The new treaty—signed by 18.0f 
the Arab League’s 22 members and de- 
signed to eliminate all trade barriers by 
2008—is more firmly grounded. in eco- 
nomics. Basically, it is a reaction tó the bi- 
lateral Euro-Med agreements signed by the 
European Union and a number of coun- < 
tries south of the Mediterranean. 

So far, these Euro-Med deals have been 
signed by three Arab states (Tunisia, Mo- 
rocco and Jordan) and by Israel (which has 
a customs union with the Palestinian Au- 
thority). Algeria, Egypt, Lebanon and Syria 
are at the negotiating stage. The deals envis- 
age the abolition of tariffs on industrial 
goods phased over 12 years, with some low- 
ering of agricultural and service barriers. 
Since this implies the closure of many 
highly protected industries in Arab coun- 
tries, the EU will provide money to help the 
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Arabs restructure their economies. 

But the Arab signatories will still suffer 
large revenue losses. from. the disappear- 
ance of import duties. Nor has the EU 
promised them much in the way of access 
for their farm goods, Why, then, have they 
signed, or said they soon will? Mainly be- 
cause they believe that membership of 
Euro-Med will attract lots of investment in 
export-oriented industries, making the 
Arab world a global production centre. 
This, they hope, will accelerate growth, pro- 
ducing income tax to compensate for the 
loss of import duties. 

To many, it is a dream that looks flawed. 
Sceptics argue that multinational compa- 
nies may well decide that they.can serve the 
expanded market better by continuing to 
invest in countries north of the Mediterra- 
nean rather than by pushing money south 
of it. Arab economists fear the emergence of 

























a hub-and-spoke structure, where compa- 
nies invest in the European hub to serve the 
Arab spokes. If this happens, the main rea- 
son for signing the Euro-Med agreements 
will have disappeared. 

Launching AFTA is seen as a way of get- 





RAMALLAH 


HEREVER trade goes, acronyms 

are sure to follow. Once Israel and 
Palestine began doing business, a whole 
new set of initials was needed for the re- 
gion. There is REDWG (pronounced “red 
wig”), designed to integrate Israel into 
Arab economies, MEMTTA, a tourism- 
promotion board, MEDB, a regional 
development bank, and JRv, TEAM and 
SEMED, all Arab-Israeli development ini- 
tiatives. As a general rule, so jaw-break- 
ing a proliferation of acronyms and ini- 
tials reflects flourishing economic ties. 
Alas, the breakdown of the peace process 
has left the region with nothing to show 
for its capital letters but a hefty helping 
of alphabet soup. 





A bundle of collapsing acronyms 


REDWG, composed of various work- 
ing-groups (hence the wig), cannot get its 
constituent parts to sit down and talk to 
one another. MEDB, first proposed at a 
MENA (Middle East North Africa) eco- 
nomic conference in Casablanca in 
1994, has yet to get off the ground. In- 
deed, MENA itself is no more: after the | 
boycott by most Arab states of last years | 
conference in Qatar, these annual Israeli- | 
Arab get-togethers have been put out of 
their misery. 

They are not the only victims. Other 
tentative ventures are disappearing. For 
instance, Qatar, the Gulf state most will- 
ing to stick its neck out in the peace pro- 
cess, has suggested that it will put an end 
to normalisation with Israel. One Pal- 
estinian negotiator says ruefully that just 
about the only area where the Palestin- 
ians, Israel and Jordan can now bring 
themselves to co-operate is over mos- 
quito control in the Jordan Valley. 

Collapsing co-operation has had seri- 
ous repercussions. Jordan blames its eco- 
nomic doldrums in part on its inability 
to trade with the West Bank, thanks to re- 
peated Israeli closures in the name of se- 
curity. Tourism, a big money-spinner for 
all the countries in the area, has suffered. 
Palestinians are not even able to trade 
among themselves: the proportion of Ga- 
za's goods sold in the West Bank fell from 
50% to 2% between 1993 and 1996. | 

Beyond this, the gradual warming of | 
business ties between the parties was . 
supposed to generate an atmosphere of. 
trust and goodwill which would hasten a 
final political settlement. What, then, do 
the ailing acronyms portend? 
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thé whole Arab region could become a free- 
trade area, say its proponents, it would be a 
far more attractive prospect for investors. 
Money might be lured away from the Eu, 
converting the Arab states into mini-hubs 
instead of spokes. 

Will this work? Economists have 
doubts. Arab countries offer tiny markets. If 
they want to achieve economies of scale, 
they would do better to integrate with large 
markets such as North America, Japan or 
even the whole world, rather than just with 
each other. Official intra-Arab trade in 1997 
was $15.5 billion, less than one-tenth of the 
total trade of Arab countries. 

In addition, transport and communi- 
cations within the region are bad, thanks in 
large measure to public-sector monopolies, 
and this hampers regional integration. The 
free-trade scheme is replete with exceptions 
(especially for farm goods, which make upa 
fifth of intra-Arab trade), An Arab League 
survey shows that even among the 12 coun- 
tries that lived up to their promise to re- 
duce customs duties by 10% at once, ex- 
empted goods outnumber those included: 

Yet there is room for hope. The Arabs 
are moving away from their old ways of 
state-led industrialisation behind high tar- 
iff walls, and are liberalising and privatis- 
ing. Foreign companies are already invest- 
ing in telecoms and transport. Educational 
standards have greatly improved, which 
means that a more skilled workforce is now 
available. Countries that once thought ex- 
ports of oil and gas would keep them rich 
have been forced to rethink. And optimists 
hope that free trade will turn quarrelsome 
governments into better neighbours. 





South Africa | 
Under threat 


RIETFONTEIN 


N THE grassy veld around Maurice 

Leonard's farm, semi-tame spring- 
boks gambol while wildebeest browse. The 
Leonard family, surrounded by an electric 
fence, guarded by big dogs, are not so care- 
free. Mr Leonard’s Irish-French-Afrikaner 
forebears have raised corn and cows on the 
samé land, 80 kilometres (50 miles) from 
Johannesburg, for three generations. Some 
of his black employees, he admits, remem- 
ber his grandfather thrashing theirs. But 
now white farmers, more than perhaps any 
other group, feel adrift and threatened in 
South Africa. 

Since the African National Congress 
(ANC) took over in 1994, some 550 farmers: 
have been murdered in 2,000 attacks. on. 
their homesteads. A- government report 
concluded earlier this year that the motive 
behind this bloodbath was simple crimi- 
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nality. Commercial farmers are often rea- 
sonably well off, living in areas where pov- 
erty is rife. Naturally, they are sometimes 
robbed, and during the course of these rob- 
beries people are sometimes killed. 

In many cases, this assessment is accu- 
rate. But farmers and their unions are con- 
vinced that some of the killings are part ofa 
terror campaign aimed at driving them off 
the land. In some instances, they note, the 
killers have stolen nothing, or taken only 
guns. In others, they have waited for hours 
for farmers and their families to return 
home, and then have killed them all and 
carved political slogans on their corpses. 

The Pan-Africanist Congress of Azania 
(PAC), a black radical party, has long argued 
that white "settlers" should be forced to 
give back the land that their ancestors stole. 
Its activists claim that over 1m blacks were 
evicted under South Africa's 1913 Land Act; 
many more were displaced as apartheid 
reached its zenith. Before 1994, the party 
had a slogan, “One settler, one bullet". 

On October 10th, the government and 
the South African Agricultural Union are 
due to hold a summit to discuss farm 
killings. The atmosphere will be fraught: 
many farmers feel the ANC cares little for 
their plight. The agriculture minister, Derek 
Hanekom, has publicly hinted that white 
farmers may have provoked their assail- 
ants by consistently maltreating their black 
labourers and neighbours. 

There are various explanations for the 
rise in rural crime. The farm economy has 
undergone wrenching transformation in 
the past decade. The old regime’s subsidies 
have dried up, barriers to imports are 
down, and relations with labourers and 
tenants are regulated by strict new laws. 
Once hired, farm-hands cannot easily be 
sacked, nor can tenants be evicted. So farm- 
ers hire fewer workers—agricultural em- 
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ployment has fallen from 1.4m in 1994 to 
640,000 last year—and refuse to let the 
homeless build shacks on their land. 

Moreover, the ANC raised black hopes 
unrealistically in the run-up to the 1994 
election, promising land, jobs and houses 
for all. This has proved impossible. Some 
farm robbers have explained to their vic- 
tims that they are merely taking what the 
ANC has failed to deliver. 

What can be done? Land reform might 
help ease tensions in the countryside, but 
the government does not have the cash to 
turn many of the landless rural poor into 
smallholders. In the meantime, farmers are 
strengthening their defences. Mr Leonard 
patrols regularly with the local commando 
unit, and maintains a battery-powered ra- 
dio link with his white neighbours. Farm- 
ers in other parts of the country have dug 
trenches around their property and even 
hired mercenaries to guard their fields. 

If the farm summit fails to satisfy them, 
many farmers are threatening to stop pay- 
ing taxes. Others hope to emigrate. Not Mr 
Leonard. “I’ve nowhere to go,” he says. 





Lesotho 
Sad aftermath 


JOHANNESBURG 


UNTING for groceries in Lesotho is 

not easy since all the shops were 
burned down. In the two days of anarchy 
that followed South Africa’s invasion last 
month, locals first looted, then burned the 
buildings. Now, as their filched supplies 
begin to run out, they are forced to pay huge 
mark-ups to profiteers, or go hungry. Calm 
has returned to the streets of Maseru, the 
capital, partly because South African 
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troops are now in control, but also because 
there is nothing left to pillage. Small bands 
of armed rebels are still hiding in the 
mountains. At least 66 people died during 
the invasion and its aftermath. 

The South African government is trying 
to salvage a few shreds of credibility from 
the debacle. This is about as easy as shop- 
ping in Maseru. South Africa has not of- 
fered any money to help rebuild its devas- 
tated neighbour, nor apologised for setting 
its economic development back by several 
years. But Thabo Mbeki, South Africa’s dep- 
uty president, has at least offered to give Le- 
sotho a new electoral system. 

His reasoning is that Lesotho’s current 
mess springs from its first-past-the-post vot- 
ing arrangements. At a general election in 
May, the ruling party, the Lesotho Congress 
for Democracy (LCD), won roughly 60% of 
the vote but 79 of the 80 seats. The opposi- 
tion claimed that the poll was rigged. Most 
observers concluded that, although some 
LCD supporters played dirty, the cheating 
was not on a scale that could have influ- 
enced the result. Opposition supporters ri- 
oted, and the army mutinied. The LCD 
begged South Africa to rescue its govern- 
ment and South Africa sent in soldiers to 
put down the insurrection. 

The invasion was botched, as some of 
South Africa’s top military men admit. 
There was virtually no warning to the muti- 
neers. No non-military sanctions were 
tried, though closing Lesotho's border with 
South Africa would have strangled the 
landlocked kingdom in no time. No leaf- 
lets were dropped to explain to ordinary 
Basotho whatall these foreign soldiers were 
doing on their soil. 

Advance intelligence reports hugely un- 
derestimated the resistance that South Afri- 
ca’s troops would meet. Only 600 men were 
deployed in the first wave, not nearly 
enough to grapple with the rebels and keep 
order at the same time. Reinforcements, in- 
cluding some from Botswana, were slow to 
arrive. Preventable chaos erupted. It would 
not have taken much to stop the looting. 
One petrol station in central Maseru re- 
mained unscratched while all the shops 
around it blazed, for the simple reason that 
the owner and his relations stood guard 
with shotguns and pistols. A couple of hun- 
dred extra South African troops could have 
saved Maseru. A few hundred more might 
have kept the whole country calm. 

For inviting the South Africans in, the 
LCD has probably lost much of its support. 
For failing to control their followers, the 
main opposition parties emerge tarnished 
as well. Mr Mbeki has forced both sides to 
agree that a fresh election, with a degree of 
proportional representation, should be 
held in 15-18 months. But, in the meantime, 
the two sides cannot agree who should gov- 
ern the shattered little country. 
| A — — Ee ee ee ee 
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Getting ready for war 


BELGRADE AND PRISTINA 


For only the second time, NATO governments, or at least some of them, are 
preparing to go on the offensive—this time against Serbia, for its refusal to co- 


operate in Kosovo 


N BELGRADE, the Serbian capital, as 

aboard American battleships anchored 
in the Adriatic, people are steeling them- 
selves for war. Serbs are wheeling anti-air- 
craft guns into position. Military police are 
forcibly recruiting young men-at least 
those who have not gone into hiding to 
avoid the draft—in cafés and their homes. 
Residents in Belgrade are undergoing evac- 
uation drills and reopening air-raid shel- 
ters. Panic buying is clearing shop shelves 
of essential goods. 

By mid-week, it looked as if President 
Slobodan Milosevic had not withdrawn 
enough forces from Kosovo to satisfy west- 
ern demands made in a UN Security Coun- 
cil resolution last month. All that stood be- 
tween him and NATO bombs was the last- 
minute shuttle diplomacy of Richard Hol- 
brooke, President Bill Clinton's envoy, who 
spent three days in Serbia this week. Should 
Mr Milosevic still drag his feet, NATO 
would move closer to declaring “act ord"— 
the third and final step that would precede 
cruise-missile strikes, launched from war- 
ships in the Adriatic. The next stage, NATO 
planners say, would be a systematic de- 
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struction of Serbia’s war machine, includ- 
ing its still formidable air-defence system. 
NATO intervention is fraught with risks. 
Not least of these is that bombing without 
the explicit authorisation of the UN Secu- 
rity Council would badly damage relations 
with Russia, and divide Europe. President 
Boris Yeltsin says that air strikes 
would be “most unfavourable for 
world peace”. Hardliners in the Rus- 
sian parliament, conscious that 
parts of Russia may yet seek the inde- 
pendence that Kosovo seeks (and 
Chechnya has won), want an imme- 
diate rupture of Russia’s nascent re- 
lations with NATO; they do not like 
the West, and they do not want any 
interference should they one day try 
to squelch their own secessionists. 
Western governments are betting 
that the Kremlin’s bark will be worse 
than its bite. But Russia could still 
register unhappiness with NATO in 
subtle ways—for example, by exacer- 
bating the tension between Turkey, 
Syria and Greece. Within NATO's 
ranks, approval for air raids may be 


held up both by Italy’s political crisis and 
by the new German government's need to 
consult the Bundestag. 

In Belgrade, most Serbs fear not the 
bombs themselves so much as the mayhem 
and violence they believe could follow: 
looting, attacks on those associated with 
foreign governments or media, even a slide 
into anarchy. The country is divided be- 
tween those who support Mr Milosevic, 
and applaud his efforts to keep Kosovo as 
the heartland of Serbian civilisation, and 
those who blame him for the loss of Serb- 
dominated lands in Croatia and Bosnia 
and years of poverty. 

One unintended casualty could be the 
western-backed president of Montenegro, 
Milo Djukanovic. Mr Milosevic’s writ, in re- 
ality, does not extend these days to the in- 
creasingly independent-minded Montene- 
gro, which is formally linked with Serbia in 
what is left of Yugoslavia. But Mr Djukan- 
ovic has already warned his people that in- 
stallations of the Yugoslav army in his 
small republic will be targets. If bombs rain 
down, nationalists may make a fresh bid to 
overthrow him. 

In Kosovo itself, the air strikes, without 
thearrival ofground troops, could be disas- 
trous. Ethnic-Albanian residents of Prist- 
ina, the provincial capital, fear that this will 
only harden the resolve of Serb soldiers 
and unleash more killing—and would be 
dismayed by a comment this week from 
William Cohen, America's defence secre- 
tary, that he personally saw no need to send 
land forces to Kosovo. So far, the campaign 
of "terror and violence"—as Kofi Annan, 
the UN secretary-general, described it in a 
report this week—which has been commit- 
ted by Serbian special police and paramili- 
tary units, has been confined to villages 
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where the separatist Kosovo Liberation 
Army is active. But fighting could spread to 
Pristina and other towns, such as Mitrovica 
and Vucitrn, which are swollen with thou- 
sands of refugees. 

Already, the threat of air strikes has dis- 
rupted the effort to get aid to the very peo- 
ple the bombing is supposed to help. A Eu- 
ropean Union mission, for example, which 
was supposed to tour Kosovo to assess the 
need for money, has now been cancelled 
because it is too dangerous. 

The UN refugee agency estimates that 
the seven-month conflict—during which 
well over 1,000 people have been killed 
and 200 villages more or less destroyed— 
has displaced some 270,000 people. About 
70,000 have fled Kosovo, mostly to Monte- 
negro and Albania; another 50,000 or so 
are believed to be living in the open inside 
Kosovo. This figure may now be lower: tor- 
rential rain in late September drove many 


refugees down from the mountains, where 
they were sheltering under plastic sheeting 
and tarpaulins, into nearby towns. In the 
past two weeks, aid agencies have at least 
been able to reach some remote areas. But 
many refugees are still camped up in the 
hills west of Pristina, and in the south-west. 
The trouble is that, even if Mr Milosevic 
were to pull out his soldiers completely, 
few refugees would return home in the cur- 
rent climate of fear. Police may have dis- 
mantled roadblocks; but, in some places, 
they have simply set up machinegun posts 
nearby. After shelling their homes in late 
September, days after the UN Security 
Council resolution, Serbian police called 
people down from the hills near the south- 
ern village of Vranic, promising them 
safety. They then proceeded to plunder 
their tractors, trucks and cars, and arrested 
several hundred men. Though most were 
later released, three or four were executed. 





Italy 


Prodi’s Olive Tree wilts 


ROME 


Once again, Italy’s government is facing collapse. This time, political confu- 
sion is accompanied by economic worries 


T THE ripe old age of two-and-a-half 
years, it is the second-longest-lived 
since the war, but Romano Prodi’s govern- 
ment has spent the week teetering. Last 
weekend, the Refounded Communists 
withdrew their support for Mr Prodi’s Ol- 
ive Tree coalition of centre-left parties, leav- 
ing the prime minister without a majority 
in parliament. This prompted a parliamen- 
tary confidence debate, which began on 
October 7th, to be followed by a vote. If he 
loses—the vote was expected on October 
9th—Mtr Prodi has said that he will resign. 
The immediate source of disagreement 
was the budget for next year, which was ap- 
proved by the government on September 
25th and is due now to be debated in par- 
liament. Fausto Bertinotti, the Commu- 


Prodi boxed in 


Italy's quarterly GDP 


% change on year earlier 
3 


nists’ party secretary, heads an uncom- 
promising majority within the party which 
keeps faith with unreconstructed commu- 
nism. The budget, he said, did too little to 
curb unemployment and help the needy. 
Mr Prodi was hoping to find a majority 
in parliament to save his government from 
collapse. It looked as though he would cer- 
tainly get the support of some Commu- 
nists, notably the followers of Armando 
Cossutta, who resigned as party chairman 
after the weekend meeting, expressing his 
“total contempt" for his party's decision. 
He and others in the party were worried 
that a collapse of Mr Prodi's administra- 
tion would let in a right-wing government. 
The Refounded Communists have been 
uncomfortable partners for the govern- 
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ment ever since the Olive Tree coalition 
won the general election of April 1996. The 
party has usually provided the parliamen- 
tary numbers to keep Mr Prodi in office, but 
it has declined to take part directly in gov- 
ernment, and on some foreign-policy is- 
sues, such as the expansion of NATO to the 
east, it has offered outright opposition. 

This latest political drama has comeata 
time when the government has started to 
look increasingly tired. For two years 
(though not from the outset ofhis term), Mr 
Prodi has had one main objective in office: 
tochisel Italy's way into Europe's single cur- 
rency. This was accomplished in May when 
the lira was accepted as one of the founder- 
members of the euro, which will be 
launched next year. After this achievement, 
Mr Prodis government has for several 
months been looking lifeless. 

Even the economy appears sickly. True, 
the government's budget deficit for 1998 is 
expected to be comfortably within the limit 
for joining the euro: 3% of Gpp. But other 
indicators do not look so good. The public- 
sector debt is almost double the supposed 
limit of 60% of Gpr; Italy alone accounts 
for about one-quarter of the European 
Union's public-sector debt. It is not helped 
by its generous state pension scheme 
which, despite efforts at reform during the 
1990s, needs further, deep cuts—something 
the Communists would never agree to. 
That the budget deficit is within the limit at 
all owes much to falling interest rates 
(which have brought lower interest pay- 
ments on the public debt): 12-month trea- 
sury bills yield 4% net today, compared 
with 6.4% 18 months ago. 

Furthermore, unemployment hovers 
around an average of 12%; in southern Italy 
it is about twice as high. Boosting public 
spending to reduce unemployment, as Mr 
Bertinotti wants to do, is not an option: 
euro rules, in effect, prohibit that idea. And 
the global economic turmoil is likely to 
dampen growth in Italy, affecting jobs and 
putting a bigger burden on the public fi- 
nances. Already, official forecasts for GDP 
growth this year have been scaled back to 
about 1.8%, down from earlier expectations 
of 2.5%. Italy is therefore bottom of the 
league of euro economies. 

Come what may, Mr Prodi must be 
thankful that Italy scraped into the single 
currency at its first attempt. Had it failed, 
the combination of a political crisis in 
Rome and global financial trouble would 
have put the lira and Italian interest rates 
under heavy pressure, jeopardising Italy’s 
chances of joining the euro at a later date. 

Mr Prodi has been here before. More 
than once the Refounded Communists 
have threatened to topple his government, 
but later backed down. Last year, Mr Prodi 
even announced his resignation in parlia- 
ment after Mr Bertinotti and his crew had 
refused to support him; but they changed 


THE ECONOMIST OCTOBER 10TH 1998 


their minds. This time, if Mr Prodi cannot 
find a majority, his government will be out. 
An interim technocratic government 
might be appointed, or Italy might even 
face the grim prospect of another general 
election. Either way, the illusion of stability 
will have gone. 





Germany 
Fear of greenery 


BONN 


HE fretting and tutting, particularly in 

France, is audible. Gerhard Schröder, a 
youngish chancellor who is widely deemed 
more likely than his predecessors to use his 
elbows to defend German interests, will 
shortly take office in Bonn. His foreign 
minister will probably be Joschka Fischer 
from the Greens, that unruly band of envi- 
ronmentalists and pacifists which first 
pranced into the Bundestag 15 years ago, 
snarling at the Americans and NATO. 

You might expect some prominent Ger- 
mans to be howling too. Several ambassa- 
dors have hinted that they would not feel 
able to serve under a Green foreign minis- 
ter, even one like Mr Fischer, who is more 
pragmatic and NATO-friendly than many 
in his party. Some of Mr Schróder' Social 
Democrats fear serious problems with Ger- 
many’s friends abroad. 

In fact, nobody is panicking yet. One 
reason may be that the Social Democrats 
and Greens are still haggling about policies 
and jobs. That could well end only just in 
time for the Bundestag’s election of Mr 
Schróder as chancellor on October 27th. 

Already, Mr Schröder has been doing 
what hecan toallay fears abroad. Hence his 
first foreign trip after his election victory 
was to Paris, where he sought to convince 
his hosts that Germany would not throw its 
weight about in Europe in a, well, French 
sort of way. That Mr Schróder speaks about 
a "triangle" of close European links—be- 
tween Germany, France and Britain—at 
least as much as about the Franco-German 
axis is something, aides say, that the French 
will just have to get used to. 

Mr Schróder's second trip, on October 
8th and 9th, to Washington, was arguably 
trickier still. Accompanied by Mr Fischer, 
he aimed to convince President Bill Clin- 
ton that the Greens could be trustworthy al- 
lies—particularly with a realist like Mr Fi- 
scher as foreign minister. 

Perhaps. The Greens who count the 
most have indeed dropped demands to 
dissolve NATO and the German army, and a 
majority did come round to backing a Ger- 
man role in peacekeeping in Bosnia. But 
the next crunch could come any day: over 
whether Germany should join a NATO 
strike in Kosovo. Might Mr Fischer find 
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Adams and Otegui: new comrades-without-arms 


EUROPE 





Unmasking the Basque separatists 


SAN SEBASTIAN 


€ "T^HE ceasefire is irreversible,” de- 

clares Arnaldo Otegui, a former 
member of ETA, the Basque-separatist 
guerrilla movement, who has spent six 
years ofhis life in prison for kidnapping. 


|! These days, Mr Otegui, aged 40, married 














and with two children, is a central figure 
in Herri Batasuna, ETA's political wing, 
and as such is part of a fresh generation 
of Basque leaders who may well take part 
in any negotiations with the Spanish 
government—if the ceasefire declared by 
ETA last month holds. 

Bright and educated, Mr Otegui is 
part of a new leadership committee of 
Herri Batasuna, appointed after all 25 
members of the previous one were jailed 
last year on charges of collaborating with 
terrorists. Mr Otegui represented the sep- 
aratists in talks with the non-violent 
Basque Nationalist Party (PNv) that even- 
tually led to the ceasefire. The PNv leads 
the Basque regional government. 

Mr Otegui's appointment is part of a 
strategy to make the moderates more 
prominent, and the separatists therefore 
more presentable, before the Basque re- 
gional election on October 25th. In par- 
ticular, Mr Otegui's role has been to give 
weight, and a more moderate hue, to the 
political wing, which has always been 
under the thumb of era. To underline 
the new look, Herri Batasuna has begun 
to campaign under a new name, Euskal 
Herritarok: “Of the Basque people". 

Also part of this younger generation 
is Joseba Permach, aged just 29, an elo- 
quent Herri Batasuna councillor in San 
Sebastian. Because he is free of direct 
links with ETA, the government in Ma- 
drid might prefer to do business with 
him, though he carries less clout than Mr 
Otegui with ETA's foot soldiers. 

The man chiefly responsible for ETA’s 


tactical change, however, remains under- 
cover somewhere in southern France. 
Mikel Albisu, known by his nom de 
guerre, Mikel Antza, aged 37, is ETA’s po- 
litical ideologue. He has not taken part 
in ETA's killings and could, in theory, 
playa role in negotiations himself. 

However, the strategy he has de- 
signed rules that out. Drawing on the re- 
cent experience of the IRA in Northern 
Ireland, it aims to make Herri Batasuna a 
legitimate political force by distancing it 
from violence. Indeed, Gerry Adams, 
leader of Sinn Fein, the 1RA's political 
wing, was in the Basque country on Oc- 
tober 5th to show solidarity with ETA, 
lend credibility to its ceasefire and press 
the Spanish government for concessions. 
There are many differences between the 
two bomb-battered regions, but the tac- 
tic of transforming men of violence into 
electable politicians is similar. Whoever 
emerges as the public face of radical 
Basque separatism, Mr Antza will re- 
main its shadowy leader. 

Should talks with the government 
take place, the more prominent faces 
may well be those of the milder Basque 
nationalists, the PNv. They too are experi- 
encing a generational shift. Jose Antonio 
Ardanza has just retired after 13 years as 
Basque regional president. The PNV's 
candidate to replace him is Juan Jose 
Ibarretxe, a 41-year-old economist. Un- 
der the party’s dual leadership, the party 
leader does not become regional presi- 
dent. The man tipped for the party job, to 
succeed Xabier Arzalluz, is Joseba Egui- 
bar, the pNv’s 39-year-old leader in Guip- 
uzcoa, the most fervently separatist 
Basque province. His role would be to 
keep the nationalist fire burning while 
Mr Ibarretxe, ifhe became regional presi- 
dent, would provide the temperate voice. 
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himself disowned by his 
party over one of his first 
decisions in office? 

Whatever problems the 
Greens may raise for Mr Fi- 
scher, and hence for Ger- 
many’s friends, fears that 
Mr Schroder will bang the 
table for German interests 
at the expense of European 
ones look exaggerated. 
True, he did not experience 
the war, but that does not 
make him unfettered by 
Germany's past, as many 
claim. He is part of the 
1968 student generation, 
which deplored nationalism and had 
doubts about reuniting Germany, even 
when unity finally came in 1990. 

Far from being less of a Euro-enthusiast 
than his predecessor, Helmut Kohl, Mr 
Schroder may turn out to be more of one. 
Although he wants Germany to pay less to 
the Eu budget, he reckons the best solution 
lies in revamping the common farm policy 
from which Germany gains little. That puts 
him closer to the budget reformers of the 
Brussels commission than to Mr Kohl, with 


BRUSSELS 


INCE Margaret Thatcher bludgeoned 

her European colleagues in 1984 into 
agreeing that Britain paid an unfair 
share of the European Union's running 
costs, Britain has saved a tidy 33 billion 
ecus ($38.9 billion). Other Europeans, no- 
tably the Germans, who contribute more 
than anybody else, but also the Dutch, 
Swedes and Austrians, who also pay 
| more than their share, think that this is 
| unfair. By next April, the EU must decide 
how, and whether, to change the rules 
governing who pays what for the period 
2000 to 2006, during which it may well 
admit new, poorer members from East- 
ern Europe. On October 7th, the commis- 
sion produced a range of alternatives for 
EU governments to choose from. 

The main options include phasing 
out the present British rebate and intro- 
ducing a new arrangement, under which 
a net contribution by any country would 
be "capped" when it reached a certain 
ceiling expressed as a share of Gpr. The 
second proposal is to transfer some of 
the cost of farm subsidies from the Eu di- 
rectly back to national treasuries, which 
they would then still have to pay to farm- 
ers. A third option is to simplify budget 
procedures and lower the levels of over- 
all spending. The commission suggests 
elements of the different options could 











Fischer's new look 


his "I want my money 
back" campaign. 

Unlike some top peo- 
ple in the Kohl govern- 
ment, Mr Schróder is op- 
posed to delaying the ex- 
pansion of the Union to 
the east until Germany's 
problems with the Czechs 
and Poles are sorted out. 
But he sees farm reform as 
a prerequisite of enlarge- 
ment, and insists there will 
have to be long transition 
periods to help protect Ger- 
many from a flood of 
cheap labour from new 
members. To the delight of the Americans, 
who feel Europe's Turkish policy has been a 
disaster, he is keener than Mr Kohl on à 
new EU dialogue with the Turks. 

Rather than wanting to go it alone, the 
new German government may well prove 
hyper-active in seeking international co- 
operation. For instance, Oskar Lafontaine, 
the powerful chairman ofthe Social Demo- 
crats, who will almost certainly be finance 
minister, pleads for managed exchange 
rates with "target zones" for the euro, dollar 


Europe's budget impasse 


be put together in a mix-and-match deal. 

Getting Europeans to agree on a sin- 
gle formula will be tough. Some coun- 
tries do not want any change at all. Un- 
der the EU's current arcane budget rules, 
although members make payments to 
the budget which are broadly in line 
with their relative wealth, their receipts 
depend to a large extent on how produc- 
tive their farmers are. Of the Ev's annual 
budget of 83 billion ecus, just under half 
isspenton farm support, which provides 
disproportionate financial windfalls for 
France, Italy, Spain and Greece, which 
they do not want to lose. 

Nor is Britain keen to lose its rebate, 
or even to allow other snouts into its 
trough. Britain could, however, block 
such a solution: Mrs Thatcher saw to it 
that Britain would have a veto over any 
attempt to tinker with her 1984 deal. 

With Germany's election now out of 
the way, there is no excuse for European 
governments not to sort out the budget 
contributions. Even if they get cracking, 
they are unlikely to finish by April 1999. 
It took Lady Thatcher five years, and one 
handbag, to get “her” money back from 
Brussels. Gerhard Schróder, the incom- 
in£ German chancellor, has just six 
months if he wants to chop a significant 
slice off his country's net payment. 
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and yen—a scheme that the Kohl govern 
ment (among others) regarded as impracti 
cable. He also reckons that European cen 
tral bankers, whom he scorns, have beei 
remiss in not cutting interest rates earlier. 
Does this mean Mr Lafontaine wants ti 
scrap the independence of central banker: 
perhaps even of the European centra 
bank? Perish the thought, he says. But hi 
ideas look close to those of the French, wht 
talk of creating a political “counterweight 
to the European bank, and aim to put thei 
man in charge there after four years. Hov 
ironic ifthe Germans, who long demande 
an independent central bank as a condi 
tion for creating the euro, were now to joii 
with the French to work for the opposite. 





Russia 
Passive Primakov 


Moscow 


HAT is the most worrying feature c 

Russias economic mess? The co 
lapse in business confidence? The impenc 
ing default on over $120 billion of foreigi 
debt? Fears about food and fuel for winter 
Protests on the streets on October 7th—c 
the grim acceptance of misrule that the lox 
turnout revealed? All are worrying enougl 
but perhaps the biggest cause for concern i 
that, aftera month in office, Yevgeny Prim: 
kov's government has yet to announce an 
coherent plan for dealing with them. 

There is no shortage of ideas, rangin 
from the incendiary (banning Russian 
from holding dollars) to the sensible (r 
forming the tax system). But almost ever 
proposal, good or bad, faces a political c 
practical hurdle. Last week, for exampl 
Yuri Maslyukov, the independent-minde 
Communist who is the top economics mir 
ister, came out with a wrong-headed, bi 
fairly detailed, plan that would have give 
the state much greater control of the ecor 
omy. It met furious opposition, both fror 
ordinary Russians—for whom the right t 
save in dollars is one of the few benefits sti 
remaining after seven years of half-hearte 
reform—and from President Boris Yeltsi1 
who, unusually, intervened to declare thi 
he would not let the government return t 
the economics of the past. Mr Maslyukc 
obediently backtracked. 

The government has made some piec 
meal decisions. At least 12 billion rouble 
($760m) have been printed in order to pa: 
among other things, soldiers’ wages. Bu 
contrary to worst fears, the government hz 
not switched the printing presses on to fu 
power; ordinary Russians, displaying mor 
economic literacy than their leaders, seer 
firmly against such a move. The exchang 
rate has been stabilised, albeit artificiall 
by forcing exporters to convert their dolla: 
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to roubles. These stop-gap measures have 
created the temporary illusion of calm. 
Mostly, however, the government's eco- 
nomic policy seems to consist of complain- 
ing loudly and hoping for western help. 
Some of the points made have been pecu- 
liar. Viktor Gerashchenko, the governor of 
the Central Bank, has denounced western 
investors who want their money back as 
“greedy and stupid”. Mr Maslyukov has 
claimed that the West is to blame for the 
mess, and should therefore dig Russia out 
of it. He has also declared darkly that Russia 
will press ahead with modernising its nu- 
clear arsenal. Russians lobbying the IMF 
this week in Washington have been discon- 
certed to find, for the first time since 
the collapse ofcommunism, that their 
own difficulties are quite overshad- 
owed by much bigger ones elsewhere. 
Admittedly, Russia’s problems al- 
most defy solution. By some calcula- 
tions, even if Russia paid not a penny of 
interest on its foreign debt, the govern- 
ment's budget would still not balance. 
While spending plans become ever more 
ambitious, tax collection has virtually 
dried up. Tax revenues in September came 
to only 9 billion roubles, 4 billion short of 
the monthly target drawn up before the col- 
lapse—and then the rouble was worth twice 
much as it is now. Latest figures suggest 





that Gpp will shrivel by up to 8% this year, a 
startling decline, given that it was growing 


slightly until August. Annual inflation, by 
the government's own reckoning, will spi- 


ral to 230% by December. 
The beneficiary of all this drift and 



















via votes for Europe 


RIGA. 
| AT HEN Latvians went to the polls on 
VY October 3rd, they were doing more 
|. than electing a new parliament and an- 
| swering a referendum question on the 
| liberalisation of citizenship laws. At stake 
was Latvia’s bid to join the European 
| Union and thereby to yoke itself ever 
| more firmly to western and northern Eu- 
| rope in its continuing effort to be rid of 
ubt its Russian connections. 
|. Latvia would dearly love to join its 
| neighbour, Estonia, on the fast track to 
| membership of the EU. But even if the EU 
| would have it, Latvia would find it hard 
| to shake off its Russian ties altogether. For 
| one thing, seven years after it pulled itself 
: -free of the Soviet Union, over 700,000 
- ethnic Russians still live there. Although 
< many of them have been there since So- 
| viet times, three-fifths of them do not 
|} have Latvian citizenship. Russia says they 
|. and their children should be granted it 
‘automatically, but Latvia has so far stead- 
fastly refused to give it to them, requiring 
: everyone to pass a Latvian language and 
“culture” exam before getting citizenship. 
The row between the two countries, 
-chiefly over this issue, became particu- 
1 larly vicious earlier this year. Yuri Luzh- 





kov, Moscow's populist mayor, compared 
the Baltic state to Pol Pot's Cambodia. 
President Boris Yeltsin threatened eco- 
nomic sanctions. EU governments have 
made it plain that they simply want the 
matter settled, and Latvia to get Russia, 
which is determined to retain its clout in 
its former colony, off its back. 

Hence, in part, the referendum. On 
the day, 53% of Latvians backed the re- 
vised citizenship proposal, enough to 
make it law. Supposedly, this will speed 
up the naturalisation of ethnic Russians: 
it opens up applications to all residents, 
and gives citizenship automatically to 
children born in the country since 1991. 
In practice, however, it may not make 

















" way round. 


muddle ought to be the opposition. Yet the 
protest by Communists and trade unio: 
ists on October 7th flopped, attracting no 
more than ım Russians across the countt 
nothing like the 40m the organisers ha 
promised. Having backed Mr Primakov's 
nomination, the Communists are awk- 
wardly placed to criticise his government. 
Although their leader, Gennady Zyuganov,. 
remains the most popular alternativetoMr 
Yeltsin, there is no enthusiasm for a whole- | 
sale return to communism. fe 
One opposition character cash- - 
ing in on the mess is a man who has - 
pretensions to be the Tony Blair of — 
Russia: Yuri Luzhkov, the mayor of . 
Moscow. His role model might be 
prised to learn what the “cen 
means when it is pursued in Mos- 
cow's city hall: opaque and rick- 
ety municipal capitalism, com- 
bined with attempts to snuggle 
up to both the Communists and as- 
sorted ex-military nationalists. Some 
Communists favour Mr Luzhkov. Mr Mas- 
lyukov, who is something of a free thinker, | 
even wants him to be president. But the 
Communist leadership would prefer to. 
have Mr Luzhkov’s support to put their 
man in the top job, rather than the other 


































much difference. The Baltic Russians area 
disaffected bunch. Few of those who qual- 
ified for citizenship even under the old 
law actually applied for naturalisation, | 
Most Russian-speakers fear they will fail | 
the language. and culture exam, which res | 
mains in place under the new law. Be- | 3 
sides, why apply for à Latvian passport | 
when Russia charges hefty visa fees to Lat- | 
vian citizens, and young men havetodo | 
military service? 

Whether or not Latvia manages to set- | 
tle its differences with Russia, the out- . | 
come of the election confirms the coun- | 
try's westward yearnings. Twosolidlypro- |. 
European parties came out on top. The. | 
People's Party, led by Andris Skele, a for- | 
mer prime minister, is now hoping to | 
patch together a coalition with: Latvias: | 
Way, whose platform—including support. | Wü 
fora stable currency and the privatisation | 
of the few firms that remain in state | 
hands—is virtually identical to its own.” 
But the two parties are bitterly divided | 
over who would lead the government. | 

Together, the two parties have only 45 | 
seats in the 100-seat parliament. To build | 
a majority, they will probably look either | 
to Fatherland and Freedom, the outgoing | 
right-wing nationalist party, which is ve- | 
hemently opposed to the liberalisation of | 
citizenship laws, or the centrist New | 
Party, led by Raimunds Pauls, a musician. | 

| 
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| dent is due to step down, during 
| solved. So, if Mr Prodi were to survive 
| could yet turn out to be his. 


| has been challenged. His fate was to 


| the-Marxist-mud) Communists, un- 





| week, he plodded on—to the tri- 
| umph, last May, of seeing Italy ac- 


| time, the prime minister was hoping 





| hewas vowing not to change the na- 








Romano Prodi, Italy's would-be record-breaker 


TILL here? That is the jocular welcome Helmut Kohl has been 

in the habit of giving Romano Prodi over the past year or so 
whenever the German and Italian leaders have met. German 
chancellors, it is usually assumed, settle in for a decade or more. 
Italian prime ministers are, almost by definition, fly-by-nights. 
Perhaps Mr Prodi can be forgiven a little vanity, then, for his 
unabashed pride at outlasting Mr Kohl—albeit by date of depar- 
ture, not total length in office. Indeed, for a while now, Mr Prodi 
has had a target firmly in his sights: April 10th 1999, a date he 
knows by heart, the date on which he would lead Italy’s longest- 


| serving government, out of 55, since the second world war. And 
| he has had another, closer target: November 25th this year, after 


which Italy enters a "white semester", as Italians call it, the six- 
month period before the state presi- 2 


which parliament cannot be dis- 
just a few more weeks, the record 
Alas, for Mr Prodi, his survival 


be decided in a no-confidence vote, 
expected on October 9th. The 
Refounded (but wondrously stick-in- 


der Fausto Bertinotti, had again been 
threatening to sink Mr Prodi if he 
would not soften his proposed bud- 
get. It was just a year ago that Mr Ber- 
tinotti played the same trick. Mr Pro- 
di nearly fell, but, after chucking the 
Communists the sop of a 35-hour 
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cepted as one of the first entrants 
into Europe's single currency. This 


to be saved by Communists ready to 
defy Mr Bertinotti's orders, or maybe 
by a rabbit out of a different hat. But 


ture ofthe ruling coalition by accept- : 


| ing the help of that slippery old fox, Francesco Cossiga, the for- 


mer president who now wheels and deals at the head of a little 


| centre-right faction. So Mr Prodi may simply topple over, to join 


hisbulkier German friend on the lecture trail for the superannu- 


| ated. “Join the club, Romano,” a consoling Mr Kohl might say. 


Would.it matter? Yes, though not as much as it would have 
done a year ago. Then, Italy's momentum for meeting the euro- 
qualifying criteria would have been lost, perhaps fatally. Bank- 
ers and politicians elsewhere in Europe would have looked 
askance at yet another bout of Italian turmoil. A failed budget 
then would not have been tolerated by the criteria-police. Re- 
crimination in Italy would have been bitter. The wide measure 
of consensus that is needed, under Italy's rickety constitution, 
forrebuilding a political order, would have been destroyed. As it 
is, the task that was begun after the Tangentopoli (Bribesville) 


- exposures of the early 1990s had swept away the old order is far 


from finished. But if Mr Prodi goes, Italy will still have its euro—a 
magnet to modernity, most Italians hope. It will not, however, 
have the consensus across the centre and left of politics that has 
kept alive the hopes of continuing reform. 


That would be a pity, because Mr Prodi has achieved a lot. It 
took nerve, over his first two years of office, to squeeze the public- 
sector deficit, to cut spending, and to impose a one-off “tax for 
Europe". Mr Prodi pushed ahead with privatisation (even 





though he created some private monopolies along the way), lib- | 


eralised shopping hours and licences, tried to shake the fat out of | 


the economy, made bureaucrats jump. Calm and unflappable, 
he has proved an efficient manager, handling a disparate collec- 







straint as Massimo D'Alema of the ex-communists, his chief rival 


sition on the right; to reduce the re- 
maining element of proportional 
representation in the electoral sys- 
tem; and, at long last, to head Italy 
towards a broadly bipolar political 
system. In short, Mr Prodi, often por- 
trayed as a crumpled-looking profes- 
sor more at home teaching econom- 
ics in his native Bologna than 
playing politics in Rome, has been a 
good deal tougher and cannier than 
he looked. 

But Mr Prodi’s time might have 
been running out anyway. After the 
euro-triumph of May, you could hear 
from Venice to Sicily the whoosh of 
energy that blew out of Italy's 
pumped-up body politic. The indis- 
cipline that dogs Italian public life 
seemed bound to return. The con- 
stitutional reforms collapsed, admit- 
tedly through no fault of Mr Prodi’s. 

More worrying, a new sense of 
“steady as she goes” in the run-up to 
the current budget argument has 
looked too much like drift. The zest 
for reforming pensions, for liberalis- 
ing the labour market, for speeding 

up privatisation, for deregulating, has appeared to be fizzling. 
Mr Prodi has talked breezily of bringing jobs and business to the 
Mezzogiorno, the poor south, where unemployment is about 
twice as high as the glum national average of 12%. But the south is 
still corrupt and, across Italy, there have even been hints of old 
political crooks from pre-Tangentopoli days creeping back into 
action. Decent and well-intentioned as Mr Prodi is, he has 
started to look—in the words of an old colleague—to be “float- 
ing” more than ruling. He may have run out of reformist steam, 
just when the economy is anyway beginning to creak again. 

At least, Mr Prodi argues, he has injected a bit of stability into 
the system. Italians, he hopes, will get used to the idea of govern- 
ments lasting more than a year. And there is indeed a sense of 
movement towards bipolar politics and a system of alternating 
governments. All true, and all to Mr Prodi’s credit. But there is a 
feeling, too, that that target date of April 10th next year may have 

- become an end in itself, nota means for pushing on with reform. 

Whether or not Italy is still to be led by Mr Prodi, it is vital 
that the country should press on with the reforms he started. The 
alternative could too easily be pettiness, fudge and cynicism. 


tion of ministers adeptly. And he has behaved with notable re- | 


on the left and the leader of his government's largest compo- | 
nent, has got on with his own plans to revamp the constitution, | 
supposedly in co-operation with Silvio Ber- | 
lusconi, the leader ofthe main oppo- | 
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BRITAIN 


Bank squeezed, 


policy eased 


: Nobody was surprised when the Bank of England cutinterest rates on October 
- 8th. Still, itwould be a surprise if Britain were to escape an economic pause, or 


even a recession 


HEN Gordon Brown, the chancellor 
of the exchequer, gave the Bank of 
England control of interest rates in May 
1997, he declared that this would “ensure 
that decisions are taken for the long-term 
interests ofthe economy and not on the ba- 
sis of short-term political pressures" So 
much for theory. This week, as the Bank's 
“monetary policy committee gathered for its 
monthly rate-setting meeting, the 
political pressure to cut rates, not 
least from Mr Brown himself, was 
© only too evident. 
t: The mpc obliged, trimming 
:. the Bank's repo rate by a quarter 
. ofa percentage point to 7.25% on 
~ October 8th, the first cut since Mr 
-Brown handed over responsibil- 
ity (see ‘chart overleaf). It also 
promised to publish the minutes 
of its meetings, which report the 
; votes of mpc members and thear- 
v guments on all sides, with two 
weeks’ delay; until now, there has 
- been a lag of over a month. The 
Bank said that the darkening out- 
look for the world economy, plus 
declining business and con- 
“sumer confidence at home, had 


MPG, this was unwise. Some Mpc members 
havebeen unhappy at the Treasury's appar- 
ent efforts to corral the Bank. This is not the 
first time: last autumn, the chancellor let it 
beknown that he thought the Bank was too 
slow in raising rates. If markets suspect that 
the Bank is not really independent, then its 
credibility will suffer. 

The Treasury's hints might easily have 








"increased the risk that inflation 
` (excluding mortgage-interest pay- 
ments) would fall below its target 
rate of 2.5%. Even if this week's 
© Yate cut is the first of a series, it may not be 
"enough to ward. off a recession, because 
changes in monetary policy take a year or 

«two to do their work. 
The political pressure on the Bank had 
“been building steadily in the days before 
the meeting. In Washington for the autumn 
| meetings of the International Monetary 
"Fund, Mr Brown made it clear that he ex- 
pected rates to fall--even though he empha- 
sised that this was, of course, entirely a mat- 
ter for the Mpc. He announced that the 
Treasury would cut its forecast for GDP 
growth in 1999, currently 1%-24%. Ab 
though he did not say what the new fore- 
cast would be, it is thought to be around 1%. 
If Mr Brown intended to lean on the 
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backfired. Politically, an interest-rate cut 
was a.no-brainer. Economically, the deci- 
sion was more finely balanced. There were 
three decent arguments against a cut. First, 
in recent weeks sterling has been weaken- 
ing, in effect easing monetary policy. Since 
the end of August, it has fallen from a shade 
under DM3 to around DM2.75. When the 
Bank wrote its most recent Inflation Report 
in mid-August, it assumed that the pound's 
trade-weighted value would fall by about 
5%. in the following two years. It has shed 
almost as much in two months. 

The second argument is the tightness of 
thelabour market, which prompted a quar- 
ter-point increase in June. On October 7th, 
official statisticians revised upwards their 


estimates of average earnings growth for 
the year to June, from 4.7% to: 5.096. A 
though growth in earnings is slowing, it is 
well above the 4.5% that the Bank thinks is 
consistent with its target for inflation. 

Third, last month's revisions to Britain's: 
national accounts showed that the econ- 
omy had been growing faster than previ- 
ously thought, by 3% in the year to the sec 
ond quarter of this year. That puts the 
economy further above its sustainable (ie, 
non-inflationary) trend | than estimated. 
hitherto, implying that a sharper slow- 
down is required. 

Happily for Mr Brown and the increas- 
ingly vocal gaggle of businessmen an 
trade unionists calling fora cut in rates, dif 
ferent counsels prevailed. In large part, the 
decline of sterling reflects the market's 
growing belief, now fulfilled, that British 
rates have peaked. The labour-market and 
national-accounts figures refer t 
the past. The future looks less 
bright. And as the econom 
slows, the heat will be taken ou 
of the labour market. Bonuses, 
which have helped fuel earning 
growth this year and contributed 
half a point to the June figure, 
should fall, as should underlying. 
growth in. earnings. This Christ- 
mas, City types are less likelytobe 
totting up six-figure bonuses tha 
wondering how long their sever- 
ance payments will last. 

A clutch of new surveys pub- 
lished this week has added to the 
pile of evidence that business op- 
timism is fading fast. Least sur- 
prising was a depressing qua 
terly report by the Engineering 
Employers’. Federation, which 
has long been making gloom 
prophesies. Order books are thin 
nerand investment plans are be- 
ing curtailed. Now; in addition, there are 
signs that pessimism isspreadingtotheser- 
vice industries. According to the Chartered 
Institute of Purchasing. and Supply's: 
monthly survey of purchasing managers, 
growth in service industries has weakened 
for the sixth consecutive month. And a sur- 
vey of financial companies by the Confed- 
eration of British Industry found that 62% 
of respondents were less optimistic than. 
three months before, while only 9% were 
more cheerful. The net balance of gloom 
three months ago was only 1%. 

With such despondency in the air, it is 
no wonder that economists are cutting 
their forecasts for economic growth next 
year. Indeed, the Treasury's 1%, if that is its 
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' will grow by only 0.59 in 1999. And one in- 


: prediction, is looking. optimisti 


City economists think that Britain's GDP 





vestment bank, J.P. Morgan, now foresees 
recession in the first half of next year. 

Can Britain avoid outright recession? 
Take the different elements of Gpp—con- 
sumer spending, investment, trade and 
government expenditure—in. turn. Much 
depends on consumers: household spend- 
ing accounts for more than 60% of cpp. But 
in recent months, polls show that consum- 
ers have become less optimistic about the 
economy. Retailers are also beginning to 
struggle. As for investment, business sur- 
veys are universally bleak. On the trade 
front, the global gloom will curb foreign de- 
mand, and the pound's decline may bring 
exporters little respite for a while because 
markets, once lost, are hard to win back. 

Which leaves government spending, 
and a dilemma for Mr Brown. In June, 
when he unveiled his spending plans for 
the next few years, critics. wondered 
whether the growth forecasts on which they 
depended were too high. Nonsense, he 
said. Now the critics ask: will he be able to 
increase spending as he intends without 
borrowing more? If not, it will surely be an 
embarrassment. But, in economic terms, 
increasing government spending would be 
one way of counteracting the other forces 
acting as à drag on the economy. If it comes 
to thechoice, which will the iron chancellor 
prefer—embarrassment or recession? 
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Britain and Europe 


Three's a crowd 


Dream on 


VER since the foundation of the Euro- 

pean Union, the holy grail of British di- 
plomacy has been to disrupt the Franco- 
German entente which has driven forward 
the process of European integration. This 
old ambition has been given a new 
impetus by the election of Gerhard 
Schróder as Germany's chancellor. 
After all, Mr Schroder has said that 
Britain should j join France and Ger- 
many in a tripartite alliance to lead 
the Eu. New Labourites sense an his- 
toric opportunity. 

It is not just that Mr Schröder is 
said to be an anglophile. Some 
Blairites also argue that this is a-pe- 
riod of unusual Franco-German ten- 
sion, and expect. further possible 
rows--for example over the renegoti- 
ation of the European budget. What 
is more; with the defeat of Helmut 
Kohl, Europe’s dominant figure has 
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The Blair government hopes that the election of Gerhard Schróder in Ger- 
many will allow Britain to make a diplomatic breakthrough in Europe. 


been removed. In a pamphlet published in 
the week of the German election, Charles 
Grant, formerly at The Economist and now 
head of the Centre for European Reform—a 
think-tank close to New Labour—argued 

























Europe. Some of those around Mr Blair 


adership vacuum" is emerging in 


whisper that their man could emerge as Eu- 
rope's dominant political figure. 

This is wishful thinking. There are three 
main reasons why Britain is likely to re- 
main on the fringes of the European 
Union. The first is that the EU's central pro- 
ject is the launch ofa single currency, at the 
beginning of next year. Britain is not join- 
ing the euro at the outset, and has made no 
definite commitment ever to join—which 
instantly relegates it to the fringes. The sec- 
ond reason is that Mr Schróder's supposed 
anglophilia is likely to be counter-balanced 
by the francophilia of many of his closest 
colleagues, including Oskar Lafontaine, 
who is likely to be Germany's new finance 
minister (see page 57). And the third is that 
Britain in general—and the Blairites in par- 
ticular—still have much closer intellectual 
and personal ties to the Democrats in 
America than to social democrats in 
Europe. 





Bridging the gap 

Even the optimists in the Blair camp ac- 
knowledge that British hopes of leading in 
Europe will remain unfulfilled as long as 
Britain stays out of the euro. The way 
around this, they argue, is for Mr Blair to 
make a firm commitment to join the single 
currency—and in the meantime Britain 
should come up with a host of other useful 
initiatives as “bridging strategies" to prove 
that itatleastcan play a constructive role in 
the Eu. 

But there are snags. The euro is the most 
sensitive political issue in Britain. Diplo- 
mats may long for Mr Blair to make a firm 
statement of intent to join—but their voices 
are likely to be drowned out by those of po- 
litical advisers, urging caution. 

As for bridging strategies—they are 
fiendishly hard to devise. Over the summer 
Robert Cooper, one of the Foreign Office's 
brightest sparks, was set to work to write a 
confidential paper on the future of Europe. 
Its central thrust was that Britain should 
champion the reform of European institu- 
tions, to increase their legitimacy and to 

make them more effective. But Mr 

Cooper's suggestion that European 
commissioners should be elected in 
pan-European elections has been re- 
ceived coolly in Downing Street, be- 
cause of its implication that Europe 
should become increasingly federal. 

Another Cooper suggestion (pre- 
viously made by Paddy Ashdown, 
the leader of the Liberal Democrats, 
and Lord Hurd, a Tory and former 
foreign secretary) is that Britain 
should argue for a final. constitu- 
: tional settlement in Europea sort 
of European equivalent of the Phila- 
; delphia convention that gave rise to 
the American constitution. The idea 
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is that if the EU's stated goal of “ever closer 
union” is actually defined, the fear of a 
United States of Europe can be defused. 
This notion is said to have been received 
more warmly in Downing Street—but the 
Foreign Office has reservations, fearing that 
a constitutional convention could backfire 
by fanning the flames of federalism. 

The bridging strategy that seems to have 
found most favour in Whitehall is an idea 
floated both by Mr Cooper and Mr Grant 
that Britain should propose a strengthen- 
ing of Europe's role in defence, by establish- 
ing what Mr Cooper calls “a European ca- 
pacity to act independently in the defence 
field”. This would probably be achieved by 
abolishing the Western European Union, 
an ineffective defence organisation which 
has a semi-detached relationship with the 
EU. The EU would then be given an explicit 
role in setting military policy. Defence is 
feltto bean area in which Britain can make 
the running. Unlike the Germans, the Brit- 
ish are not inhibited by history; and unlike 
the French, they feel no rivalry with the 
Americans. The probability of an immi- 
nent merger between the largest British and 
German defence firms—BAe and Dasa— 
strengthens the idea that defence offers an 
opportunity for breaking up traditional 
patterns of Franco-German deal-making. 

The problem is that no "bridging strat- 
egy"—however fiendishly clever—is likely 
to offset the enduring strengths of the 
Franco-German relationship. Mr Schröder 
may have made his now celebrated com- 
ments about a tripartite Europe, but they 
have been echoed by nobody else within 
the Franco-German elite. Indeed Joschka 
Fischer, the leader of the German Greens, 
who is almost certain to be Germany's new 
foreign minister, is on record as saying that 
"widening the Franco-German relation- 
ship intoa triangle with Britain would be a 
disaster for Europe." And this week Hubert 
Védrine, the French foreign secretary, also 
dismissed the idea of a tripartite Europe, so 
long as Britain remained outside the euro. 

As some British diplomats acknowl- 
edge, no amount of clever new British ini- 
tiatives is likely to be any match for the 
sheer density of Franco-German ties. Politi- 
cians and civil servants in Germany and 
France have simply got into the habit of 
close and regular consultations. By con- 
trast, the number of senior Labour politi- 
cians with real knowledge of European 
politics is small. In trying to understand 
Europe, the Blairites often still reach for the 
comfort blanket of familiar categories— 
witness theirhabit of classifying German or 
French politicians as “New” or “Old” La- 
bour. By contrast, the Blairites’ understand- 
ing of American politics and debates is 
much closer and more nuanced. For New 
Labour, as for the Tories, the Atlantic still 
often seems narrower than the Channel. 

E 
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Northern Ireland 


Haggling 


BELFAST 


HE two men at the head of Northern 

Ireland's infant government, the Protes- 
tant unionist first minister, David Trimble, 
and his Catholic nationalist deputy, 
Seamus Mallon, flew to America this week 
to urge businesses to invest in Ulster. But 
behind this symbolic togetherness, dis- 
agreement lurks. At issue is the familiar and 
vexed issue of the “decommissioning” of 
paramilitary weapons. 

Mr Trimble wants to defer appointing 
further ministers to his government—in 
particular Sinn Fein’s entitlement of two— 
until their military wing, the IRA, begins to 





Trimble knows where the arms are 


get rid of its weapons. Unionists would pre- 
fer to see guns and explosives handed over 
to the British authorities. But at his most 
pragmatic, Mr Trimble appears to accept 
that it is more likely that the rRA will de- 
stroy their own weaponry, watched by the 
international decommissioning body. 
This week Mr Trimble told the Conser- 
vative conference that the Good Friday 
peace agreement contained an “explicit 
cross-reference between decommissioning 
and holding office.” But Mr Trimble's inter- 
pretation—itself phrased more or less pre- 
cisely at different moments—has been con- 
tradicted by Mo Mowlam, Britain's 
secretary of state for Northern Ireland, 
Bertie Ahern, the Irish prime minister, and 
by Mr Trimble's own deputy. Indeed Mr 
Mallon has delivered a warning to his first 
minister that the "single issue" of de- 
commissioning must not be used to wreck 
the agreement. As for Sinn Fein, its leader, 
Gerry Adams, accuses Mr Trimble of bad 


BRITAIN 


faith by reintroducing the “precondition” 
and “red herring” of decommissioning. 

As ever in Northern Ireland, there are 
several shades of grey in the truth about de- 
commissioning. The issue threatened to de- 
stroy the talks, only hours before agreement 
was reached. Several of Mr Trimble's closest 
colleagues walked out largely because the 
proposed text contained no explicit de- 
mand for a handover of arms. 

Instead it was stipulated that all minis- 
ters must commit themselves to non-vio- 
lence, oppose any use or threat of force, and 
“use only democratic, non-violent means", 
or be excluded from office. Mr Trimble 
sought and received a last-minute written 
assurance from Tony Blair of adequate leg- 
islation on exclusion. But even the lan- 
guage of this text does not warrant Mr 
Trimble's suggestion of an "explicit cross- 
reference" between taking office and prior 
decommissioning. 

But MrTrimble does have a strong argu- 
ment that the spirit of the agreement re- 
quires the IRA, and other paramilitaries, to 
begin to do away with their armouries. And 
Sinn Fein, like the Protestant parties linked 
to paramilitaries, are meant to work for 
that. A short section on decommissioning 
binds all participants to “reaffirm their 
commitmentto total disarmament (and) to 
work constructively with the Independent 
Commission and to use any influence they 
may have to achieve decommissioning of 
all paramilitary arms." 

The agreement says this should be 
achieved within two years of the referen- 
dum—which was held last June to endorse 
the outcome of the talks. Mr Trimble's ene- 
mies within unionism have been progres- 
sively weakened by the clear public sup- 
port for the prospect of a new power- 
sharing government. But he has only a 
wafer-thin majority of support among 
unionists in the assembly. 

Unionists will soon have to swallow 
several measures they detest—such as in- 
creased cross-border co-operation, reform 
ofthe police, stronger measures on equality 
between Catholics and Protestants, and the 
early release of most paramilitary prison- 
ers. Refusing to appoint Sinn Fein minis- 
ters before decommissioning is arguably 
the onlystrong card Mr Trimble has left. Mr 
Adams no doubt thinks IRA guns are also 
crucial to the hand he is playing. But he also 
knows that decommissioning cannot be 
ignored. 

Northern Ireland's peace process has 
faced such moments before—and a way has 
been found to keep the show on the road. 
The increasing civility of recent arguments 
is another encouragement. Mr Trimble is 
in no hurry to sit down with Sinn Fein min- 
isters. But he recently met Mr Adams for a 
third time, without fanfare or photogra- 
phers—and also without raised voices. 
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William and the pendulum 


HE abject condition of William Hague's Conservative Party 

would have been pitiful enough this week without the 
wound inflicted by its own leader. Mr Hague's pre-conference 
decision to ballot party members on the euro, and so end the 
Tories' bitter, interminable, internal feud on Europe once and 
for all, produced the inevitable result in Bournemouth: a big 
(84%) Pyrrhic victory for Mr Hague (who will now go into the 
next election “defending the pound"), plus a week dominated 
by the Tories' bitter, interminable, internal feud on Europe. 

To make matters worse, it was not just the Tories who pub- 
lished polls as their conference opened. An 1cm poll delivered 
the dispiriting news that 63% of average voters saw the Tories “to 
the right of me” whereas only 35% 
saw Labour “to the left of me", thus 
confirming New Labour's domina- 
tion of the middle ground. As for 
Mr Hague himself, only 20% of vot- 
ers at large, and only 2996 of Tory 
voters, consider him the right man 
to lead the Conservatives, a party 
which the Sun newspaper (wot said 
it won the Tories the 1992 election) 
has now pronounced as dead as 
Monty Python's famously deceased 
parrot. It is hard to imagine things 
being worse for the youngest leader 
of his party since Pitt the Younger 
(dead for almost two centuries but, 
according to Gallup, believed by al- 
most one in five people to be a 
member of Mr Hague’s faceless 
shadow cabinet.) Mr Hague claims 
that the Tories no longer encounter 
hostility on the doorstep. But even 
he admits a lack of enthusiasm. 

For all that, reports of the final 
death of Conservatism are exagger- 
ated. The Tories are in a pit, but 
there is no reason to suppose that 
Mr Blair has yet abolished the po- 
litical pendulum. As Reginald 
Maudling, a (Tory) cabinet minister 
once said, Britain is a Conservative 
country that occasionally votes Labour. Although Mr Blair is still 
uncommonly popular, some of the gloss is coming off. Hard on 
the prime minister's warning at last week's Labour conference of 
hard times ahead has come a sharp contraction in the govern- 
ment's economic forecasts. This is ominous news for a New La- 
bour administration that has made so much of its intention to 
transform public services without reverting to Old Labour's hab- 
its of tax and spend. 

On topofthis, some ofhis constitutional changes have made 
Mr Blair vulnerable to Tory barbs, some of which were being 
sharpened in Bournemouth this week. His plan to abolish the 
right of hereditary peers to vote in the House of Lords before 
drawing up wider reforms will enable the Tories to attack what 
is left of the upper chamber of appointees as "Tony's cronies”. A 
strong nationalist showing in next May's elections for the Scot- 
tish parliament will bolster the Tories’ argument that devolu- 
tion has started to disunite the United Kingdom, just as they said 
it would. And at some point, Mr Blair is likely to have to stage a 
referendum on the euro. For all the hand-wringing about the 





“extremist” nature of Mr Hague's new position, the polls still 
suggest that this is about the only policy on which the Tories are 
closer to public opinion than Labour. And if Britain votes tojoin | 
the single currency, an end to the debate will at least put the | 
Tories out of their misery of indecision. | 

To prevent the opposition from profiting from these things, | 
Mr Blair may try to abolish the pendulum by endorsing the pro- | 
posal for electoral reform that Lord Jenkins will recommend | 
when his commission reports at the end ofthis month. But as the 
quarrels at Labour’s conference showed, a move towards pro- 
portional representation and the uncertainties of a Lib-Lab co- 
alition will create divisions in his own party. And Mr Blair must 
know how dangerous it would be 
to propose a reform that could be | 
interpreted as an attempt to gerry- | 
mander the Tories out of power for 
ever. Having derived so much plea- 
sure from the spectacle of the once- 
hectoring Conservative Party laid 
low, voters may prove jealous of 
their power to boot out the next lot 
of rascals in just the same way. 

On the evidence of Bourne- 
mouth, Mr Hague is a strong be- 
liever in the pendulum. It might 
even be unkindly inferred that he 
has no plan other than to await its 
return. Apart from positioning his 
party as stout defender of currency 
and constitution, he is still—as the 
conference slogan proclaimed— 
“listening” and “learning” before 
going on to lead. To be sure, Mr 
Hague’s speeches earn ritual stand- 
ing ovations from the well- 
groomed ranks of twin-setted party 
faithful. But they are careful not to 
specify whether he will lead the 
party to the right, or back towards 
the middle ground Mr Blair has oc- 
cupied. Mr Hague may strike a 
chord when he contrasts Mr Blair's 
pragmatic adaptation to every fad 
with the Tories’ adherence to enduring values. But he has yet to 
explain—beyond vague invocations of “freedom, family and na- 
tion”, which New Labour embraces too—what these values are. 

If Mr Hague had only one battle to fight there would be sense 
in this reticence. Every detailed policy an opposition adopts re- 
duces its freedom of manoeuvre. Any government worth its salt 
tries to steal the opposition's good ideas for itself. A patient wait 
for Mr Blair to trip himself up and for the Tories to return to 
respectability might be Mr Hague's best chance of victory, if not 
in the next election (its loss, in the jargon of financial markets, is 
already “discounted” by the upper reaches of the party) then in 
the one after that. But what is good for the Tories is not necessar- 
ily good for their leader. The unstated question in Bournemouth 
was whether Mr Hague himself can survive that first defeat, after 
which he will probably face challenges from both right (Michael 
Portillo?) and left (Ken Clarke?). To win those battles, he will 
need to have attached himself to some sort of party-galvanising | 
big idea beyond his party-dividing scepticism on the euro. His | 
flirtation with an English parliament hardly fits the bill. | 
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BUSINESS 





‘DETROIT 


The decline and fall of 
General Motors 


America’s biggest industrial company has announced its biggest reorganisa- 
-tion ina decade. Even so, General Motors has still to grapple with its products 


and its culture 


© ÄLL empires contain the seeds of their 
dX own destruction. The ideas on which 
they were founded cannot adapt to chang- 
ing times. Their wealth creates bureaucracy 
and complacency. Meritocracy gives way to 
an introverted oligarchy that wastes its tal- 
ents vying for position within the imperial 
'court, rather than expanding the empire's 
borders. Even as the empire shrinks, an air 
of unreality persists—right up to the mo- 
ment when the Goths break into 
the imperial city. 
Nowadays, General Motors' 
le claim to imperial status is 
its 608,000 employees and 
6 billion in sales. Yet for most 
his century, GM was also the 
's. most“ important com- 
E "The management system 
pioneered by Alfred Sloan at GM 
_ in the 1920s became the basis for 
| the multidivisional. modern cor- 
poration. Haunted by Henry 
_ Ford, Sloan built a company that 
could run itself, independent of 
_the whims of one man. This ex- 
plained GM's decentralised struc- 
_ ture, with its autonomous operat- 
Ang divisions; its rigid system of 
“command and control, where ev- 
ery detail had to be planned; and 
its vertical integration, in which 
GM undertook to make nearly ail 
"the parts that went into its cars. 
“Inthe 1940s when Peter 
Drucker invented management 
'theory, he chose GM as his sub- 
ject. In "The Concept of the Corporation", 
‘he praised Gw's decentralisation, but criti- 
cised it for treating its workers as a feudal 
‘cost centre, rather than a source of knowl- 
edge. This infuriated GM, but Japanese car 
firms learnt from it. “Lean production", 
Toyota's management creed, which relied 
on putting workers into teams and just-in- 
time delivery, is now as popular as 
Sloanism once was. 
Meanwhile, decentralisation—at least 
in GM's sense of creating many different di- 
visions that compete with each other—has 








THE ECONOMIST OCTOBER 10TH 1998 


fallen out of fashion. With each division 
having its own marketing and engineering, 
GM incurred unnecessary overheads. "As 
the world opened up to free trade," says 
Jack Smith, Gw's chairman, "Sloan's sys- 
tem was not competitive.” 

Today, GM pops up in management 
books only as an example of what not to 
do—blamed for not introducing products 
quickly enough, for poor labour relations 





and so on. Nobody denies that GM's em- 
pire, no less than that of Rome or Byzan- 
tium, has some excellent parts: its research, 
its Eisenach manufacturing operation in 
Germany, to name a couple. When GM puts 
its weight behind a project, as it did this 
week when it announced a huge marketing 
campaign for the new Chevrolet Silverado 
pickup truck, its sheer power is impressive. 

But the suspicion remains that the 
firm's leaders—all GM men practically 
since birth—still think that the firm is too 
big ever to lose its dominance. In an age 


CERERUITC 


where “only the paranoid survive", the. 
chief fear stalking the firm's new headquar- 
ters at the Renaissance Centre in Detroit is 
ofthe threat of another palace coup such as _ 
the one that removed Robert Stempel, Mt 
Smith's predecessor, in 1992. ; 

Nowhere are. the doubts about GM's 
management greater than on Wall Street. 
GM's shares have underperformed’ the | 
stockmarket by around 70% in the past de- 
cade, continuing a dismal. tradition. (see 
chart on next page) Even more stagger- 
ingly, all. Gm’s stockmarket value is ac. 
counted for by its financing operation 
(GMAC), its parts company (Delphi) and its 
74% stake in Hughes Electronics. Other car 
firms also make money on financing. and. 
parts, but rarely do investors implicitly 
value the vehicle-making side as worthless, > 
or even a liability. What GM's shareholders 
are saying, in effect, is that they would pay: 
you to take the world's biggest industria 

operation off their hands: ... 

This is damning. But it is also 
a mark of G's potential. If GM 
could only make cars as wells its 
competitors, it would be worth 
twice what it is today. At a time 
when virtually every other car 
firm is desperate to achieve econ 
omies of scale in a fast-consoli- 
dating industry, it is ironic that. 
the biggest company of all is con- 
sidered such a laggard. 


The axe falls 
So far Go's reorganisations have 
tended to fall into: two: catego- 
ries-catastrophic and ineffec- 
tual. The most catastrophic was 
the huge restructuring in 1984, 
which set off an ill-fated $80 bil- 
lion spending-spree on technol- 
ogy, and also split its American. 
division: into two: groups—Boc 
(officially “Buick Oldsmobile- 
Cadillac”, unofficially “Big Over- 
priced Cars") and crc ("Chevro-- 
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let-Pontiac-Canada” or "Cheap 


Plastic Cars”). Most of the restructurings 
since then have been incremental. 

The changes over the past three months 
amount to the biggest revolution since 
1984. Although Gm’s senior staff insist that 
change has long been in the works, two 
things speeded it up. The first was the re- 
cent takeover of Chrysler by Daimler-Benz. 
The second was a bitter strike by workers at 
two factories in Flint, Michigan. Over the 
course of seven weeks, GM ran up after-tax 
losses of at least $2 billion—and received 
fairly minor concessions. With investors 
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angry and talk ofanother boardroom coup, 
Mr Smith knew he had to.do something. 
Since August he has pulled four rabbits out 
of the hat: 

* GM is trying to sell 100% of Delphi, thus 
giving up the Sloanist idea of being a verti- 
cally integrated company. Mr Smith argues 
that a firm as big as GM should have an 
enormous advantage in buying parts and 
raw materials. So far it has not, because 
most of that buying power has been ap- 
plied chiefly to Delphi (ultimately at GM's 
own expense). 

* GM will centralise its vast sales, service 
and marketing system for the six main 
American car divisions that provide two- 
thirds of its sales volume. This will not only 
save around $300m a year; it also obliter- 
ates the Sloanist idea that Cadillac, Pontiac 
and so on should function as autonomous 
divisions. Henceforth they will be little 
more than the nameplates bolted to the 
back of GM cars. 

* The firm will build a network of new as- 
sembly plants. In America, where GM has 
been shutting factories rather than opening 
them, this is something of a novelty. But the 
new facilities will be far smaller than cur- 
rent GM assembly plants, use much less la- 
bour and require capital investments of 
“an order of magnitude" less than the sums 
GM has spent on existing plants, according 
to Mr Smith. These factories will follow the 
example set by Eisenach and a new Brazil- 
ian plant, called “Blue Macaw”, which will 
rely on suppliers to pre-assemble “mod- 
ules”, such as entire instrument panels. The 
main task of Gm’s workers will be to put 
these modules together. 

* This week GM announced it would con- 
solidate its North American and interna- 
tional automotive operations into a single, 
global unit, reporting to Rick Wagoner, the 
firm's new president and Mr Smith's heir 
apparent. As well as cutting layers of bu- 
reaucratic fat (if something exists, GM has a 
committee for it) this should also help GM 
change the way that it designs and builds 
cars. Even after recent cuts, GM still has 16 
car platforms. Mr Wagoner now says these 
will be slimmed to eight. And even though 
the firm expects to launch several new 
models of light truck, it will maintain the 
current eight truck platforms. 


Entertaining MrSloan 


There are two responses to these changes. 
The first is simply to have doubts about 
them. Insiders are suspicious about the lack 
of detail on both the timing and the bene- 
fits. In Detroit, the changes have been seen 
largely as more intrigue at the imperial 
court. The marketing changes were seen as 
a victory for Ron Zarrella, the marketing 
chief; this week's moves as Mr Wagoner's fi- 
nal victory over Lou Hughes, GM's interna- 
tional boss. 

The second response is to lament just 
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how far behind GM has fallen. For instance, 
Volkswagen, Europe's largest car maker, 
plans to use just four platforms in its manu- 
facturing. Already, cars as different as the 
quirky Beetle and the staid Golf share every- 
thing from floor-pans to windscreen-wiper 
motors. Volkswagen has also introduced 
modular assembly at its plant in Resende, 
Brazil. Indeed, the factory was partly paid 
for by its main suppliers, which also em- 
ploy three-quarters ofthe factory's workers. 

However the company that GM is most 
obviously trying to catch up on is Ford. 
GM’s domestic and international consoli- 
dation borrows liberally from Ford 2000, 
an ambitious plan to integrate the car mak- 
ers global car operations, launched four- 
and-a-half years ago: Ford 2000 has saved 
the company around $3 billion a year. But 
there were some wobbles along the way 
and at least one tactical retreat (the restora- 
tion of a Ford company to oversee Euro- 
pean marketing) The plan survived only 
because it was zealously promoted by Alex 
Trotman and Jac Nasser, Ford's two chiefs. 

If GM is to succeed, it will have to show 
some of the same commitment. At GM, re- 
organisations still tend to be disseminated 
by memorandum (the 1984 plan paralysed 
the organisation for nearly two years). If GM 
were to ask people to write their names on a 
“wall of commitment", as Ford's managers 
did at a famous rally in Florida, they might 
end up with a scrawl of nasty graffiti. 

Can Mr Smith rally the troops? His 
main difficulty is in North America where 
GM's relations with the United Auto Work- 


























‘ers have been poisonous. At present, GM 


has too many under-used plants employ- 
ing too many old (and thus expensive) 
workers. GM's assembly plants usually 
come bottom of the league in any industry 
comparison (see chart). "We have 35,000 
more people than the firms benchmarked 
best in class" admits Mr Smith. But he 
points out that the average age of his em- 
ployees is 48, giving GM the chance to slim 
by attrition over the next five years. 
Somewhere behind all this lies GM's un- 
necessarily confrontational culture. Over 
the past four years, the company has faced 
more than a dozen walkouts, while Ford 
has not faced one. Following this summer's 
strike, GM agreed to set up a new communi- 
cations system, so that union leaders and 
senior management can air and resolve 
their grievances. But there are already prob- 
lems, especially over the management's 
plan to hold separate wage negotiations af 
ter Delphi is spun off(components workers 
tend to be paid less than car workers). 

Mr Druckers warning of half a century 
ago still holds true—except the list of people 
that the company has irked has widened to 
include its suppliers and dealers. Many of 
the former have still not forgiven GM for 
the costcutting exercise instigated by 
Ignacio Lopez de Arriortua, its purchasing 
manager in the early 1990s. By tearing up 
contracts and banishing expensive suppli- 
ers, the Spaniard helped shave GM's parts 
bill by several billion dollars a year. But he 
also destroyed trust that the company 
could well use now. 


Legionnaires 

Something similar may be happening with 
GM’s dealers. Just as GM has too many fac- 
tories, it also has too many showrooms. The 
downstream part of the car business now 
accounts for a fifth of the sticker price. Mr 
Wagoner seems keen to take a more concil- 
iatory line. Although he says that GM could 
eliminate as much as 2096 of its current re- 
tail outlets, he stresses that those who sur- 
vive the shake-out are likely to be making a 
lot more money, a formula that can over- 
come all sorts of dissent. 

By contrast, the one area where GM's 
managers have often not been brutal 
enough is in their own ranks. For years the 
car maker was known by its white-collar 
workers as "Generous Motors". The "layer 
of clay" made up by GM's middle manage- 
ment has actively resisted many changes. 
GM's habit of rotating managers every cou- 
ple of years has also made it easy for indi- 
viduals to evade responsibility. Mr Smith's 
answer is to create “Vehicle-Line Execu- 
tives”, engineers charged with overseeing 
specific products for long periods—per- 
haps as long as ten years. 

These sorts of cultural issues can sound 
vague. But they are entwined with Gm’s big- 
gest challenge: to produce cars that con- 
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sumers like. Most of GM’s top managers, in- 
cluding both Mr Wagoner and Mr Smith, 
have backgrounds in finance. They are not 
what people in Detroit call “car guys"—un- 
like Messrs Trotman and Nasser or Ferdi- 
nand Piech (who led the turnaround at vw) 
and Bob Lutz (who was the brain behind 
Chrysler's revival). 

Arguably, GM's focus on organisation 
rather than charisma and risk-taking dates 
back to Sloan and his worries about Henry 
Ford. In the past ten years GM's restructur- 
ing has been soulless. But even the most 
hard-bitten efficiency experts acknowledge 
that you cannot simply save your way to 
success—particularly now that most cars 
work reasonably well. “This is a product 
business,” says Jim Harbour, a Detroit ex- 
pert. “If you don’t have the product people 
want, you are dead.” 

If GM is going to have the influence on 
the next century that it has had on this one, 
it will need more creativity, alongside its 





Luxury lapped 


DETROIT 


F ANY part of General Motors has suf- 

fered by not being global, it is Cadil- 
lac. Outside America the only Caddies 
on the road are the white stretch limos of 
pop stars or Asian dictators. Last autumn 
the luxury division launched its restyled 
Seville sedan at the Frankfurt Motor 
Show. But this year, barely 15,000 of the 
division’s 200,000 vehicles will be sold 





On the road again 


outside North America. 

In the days when 300,000 Cadillacs 
were sold in North America, this slow 
start would not be troubling. But Cadil- 
lac’s domestic fortress was breached by 
Mercedes, BMW and Toyota’s Lexus in 
the 1980s. Cadillac was plagued by poor 
quality and reliability. Worried about 
fuel prices, Cadillac had begun to turn 
out smaller vehicles, little different from 
those sold by humbler GM divisions. As 
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its current boss, John Smith (no relation pany” on a new line of products in the 
to GM's chairman), admits, one-third of mould of the Evoq. Brave words. 


new structure. Messrs Smith and Wagoner 
both say they want to take risks with new 
cars. They might bear in mind what Ed- 
ward Gibbon wrote of another empire in 
decline, “all that is human must retrograde 
if it does not advance.” 








Internet bookselling 
Making a mark 


GÜTERSLOH, GERMANY 


[1 E WERE late" says Klaus 

Eierhoff, who runs the new media 
division of Bertelsmann, the German pub- 
lishing giant, *but not too late. The finan- 
cial power of Bertelsmann is rather bigger 
[than that of competitors|" To prove it, on 
October 6th Bertelsmann announced that 
it was paying $200m for 50% of Barnes & 
Noble's Internet venture, a site that has 


the models called Cadillacs in the 1980s 
could have been humbler Buicks. 

Mr Smith points out that bigger for- 
eign luxury car makers can spread their 
costs across a global market. But Caddy 
has also missed trends spotted by its top 
domestic rival, Ford's Lincoln division. 
When Lincoln launched the Navigator 
sport-utility vehicle (suv) last year, its 
dealers attracted younger buy- 
ers for the first time in decades. 
With Lincoln now America's 
top-selling luxury brand, Cad- 
illac's planners reversed-course 
and approved their own lux- 
ury SUV, the Escalade. 

Meanwhile, Cadillac now 
has to win new customers 
without losing old ones. It is 
loth to abandon the land | 
yachts that so appeal to their 
traditional, ageing American 
buyers. But the division also | 
needs smaller cars for its new | 
overseas markets—not to men- 
tion reluctant Baby Boomersathome. | 

Cadillac's answer is to blend the past. 
with the future. At the forthcoming De- 
troit Auto Show in January, the car 
maker will launch a new concept car 
called the Evoq (“evoke”). It is modern | 
and angular—slightly reminiscent of the | 
film, “Bladerunner”. But Evoq also has 
details, such as the fin-like tail-lights, that | 
were so popular in Cadillacs past. Mr | 
Smith says Cadillac will “bet the com- | 
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been up and running for less than a year 
and is struggling to compete with Amazon, 
the leading online book retailer. 

Bertelsmann’s sluggishness in getting 
online has been an embarrassment. The 
company has had few failures in its 40-year 
transformation from a provincial German 
outfit into the world’s largest English-lan- 
guage publisher and owner of Random 
House. But the Internet is one. The problem 
is not just that Amazon has established the 
main online book-retailing brand; worse, it 
threatens to demolish Bertelsmann’s book- 
club business. 

Book clubs were the original engine of 
Bertelsmann’s growth. Its clubs have 25m 
members and supply 700,000 volumes 
daily, making the company easily the 
world’s largest bookseller. The big differ- 
ence between book clubs and bookshops is 
that clubs know what their customers like. 
Their most valuable assets are records of $ 
what customers have bought in the past, 
which allows them to choose and recom- 
mend further reading. 

The Internet destroys that distinction. 
Amazon knows just what people have 
bought, and, like a book club, it now wel- 
comes customers with some personal rec- 
ommendations. “Jeff Bezos,” concedes Mr 
Eierhoff, talking of Amazon’s founder, “has 
used multimedia technology to create a 
community atmosphere—the club atmo- 
sphere of Bertelsmann of the 1950s.” 

There is much debate within Bertels- 
mann about who is to blame for its failure 
to spot the danger sooner. Thomas 
Middelhoff, who replaces the current chief 
executive, Mark Wossner, in November, 
was in charge of multimedia until the end 3 
of last year; but Siegfried Luther, the fi- 
nance director, denies that Mr Middelhoff 
is responsible. Rather, the finger seems 
likely to be pointed at Frank Wóssner, 
younger brother of the departing boss, who 
now runs the book division. 

Two systematic problems made things 
worse. First, Bertelsmann's headquarters in 
Gütersloh are a long way, geographically 
and mentally, from the publishing buzz in 
New York. According to an employee in 
New York, the American subsidiary was 
warning Gütersloh of the dangers of Ama- 
zon for a year and a half before anybody 
paid attention. Second, Bertelsmann's 
management philosophy dictates that divi- 
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sional chiefs should run their bits of the 
business independently; but the nature of 
the Internet is to cut across divisions. 

Bertelsmann will now abandon its 
planned launch of BooksOnline in Amer- 
ica, which it had been rushing to put to- 
gether. Around 250 people had been re- 
cruited. Bertelsmann says that some will be 
shifted to the new joint venture, but it is un- 
clear whether they will all be redeployed. 
BooksOnline is still expected to be 
launched in Europe in November. 

Now that Bertelsmann has absorbed 
one of its competitors in America, Internet 
bookselling has become a two-sided affair. 


_ What the world is stealing 


HEFT is one difference between real 
bookshops and their virtual rivals. 
Behind the till in the basement of 
, Hatchards, a bookshop in London's Pic- 
cadilly, is a high shelf, well out of custom- 
ers’ reach, with a row of paperbacks. Jack 
Kerouac’s “On the Road” rubs shoulders 
with “The Outsider” by Albert Camus; 
J.D. Salinger’s “Catcher in the Rye” sits 
next to Gabriel Garcia Marquez's “Love 
in the Time of Cholera". These are the 
books most likely to walk out of the shop 
unpaid for. "Graham Greene is also an 
author who's often stolen," says an assis- 
tant, adding, in a puzzled tone: “Nobody 
seems to steal the dirty books.” 

Notso in Mountain View, California, 
where Doug Stocks has been replacing 
stolen books on the shelves of Printers 
Inc for 18 years. He thinks embarrass- 
mentis one of the main causes of theft. A 
book that frequently walks out illicitly is 
“The New Male Sexuality” by Bernie 
Zibergeld, described in the Publisher as 
“the most comprehensive guide ever to 
enhancing desire and arousal.” Perhaps 
readers cannot spare the time to pay. 
| In Manhattan, Norman Laurila, who 
owns A Different Light, bemoans a ten- 
dency to beat it with the beat poets. Wil- 
liam Burroughs’s “Naked Lunch” and Al- 
len Ginsberg’s “Howl” clearly persuade 
their readers that property is theft and 
theft is all right. But Mr Laurila also 
winces at the common Manhattan sight 
of pavement booksellers, their tables 
stacked with new books and their right to 
sell without licence or interference pro- 
tected by the first amendment. “All 
booksellers will assure you that the books 
come straight off their shelves,” he says. 

In France, the light-fingered prefer 
weightier tomes. Parisian booksellers 
complain that Editions Pléiades—smart 
leather-bound editions of the classics— 
are especially apt to ficher le camp. At La- 
martine, a swanky shop in the seiziéme, 








The question is whether the new partner- 
ship has a hope against Amazon. The an- 
swer is yes—a hope, at least. Barnes & 
Noble’s site worked badly and was re- 
launched several times, but Bertelsmann, 
through its partnership with Aor and 
CompuServe in Europe, has online experi- 
ence that Barnes & Noble lacks. Amazon 
has signed up 100,000 associates on the In- 
ternet, which channel potential buyers to 
its own site. Bertelsmann may be able to 
persuade some of them to defect—but only 
by offering better deals. This will have been 
a failure that costs a lot to put right. 





the prime target is "La nouvelle histoire 
de la France contemporaine", a volume 
much perused by university students. In- 
deed, students everywhere show a ten- 
dency to liberate intellectual property 
whenever they can get away with it. 

Bookshops invariably find it hard to 
prevent theft—by customers and staff. 
Books are small, easy to conceal and la- | 
borious to tag. In Britain, the bigger 
stores would love manufacturers to put 
electronic tags in books, but have squab- 
bled for years over which technology to 
use. Many stores know astonishingly lit- 
tle about their losses. 

But some readers have morals—of a 
sort. At Gilbert Jeune, a rambling Pari- 
sian bookshop that is the top French sup- 
plier of university and school texts, the 
manager received a cheque for $50 last 
year from an American who had stolena | 
book in the early 1950s when he was a 
student in Paris. He had suffered a guilty 
conscience ever since. 


Kerouac, the kleptomaniac's choice 
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Electricity 


Power crazy 


HE past decade has thrilled most elec- 

tricity bosses in rich countries. Once 
they were considered mere bureaucrats, in 
charge of dull, often state-owned utilities. 
Now they have become more like oil execu- 
tives, trotting the globe, signing deals in 
such places as Kazakhstan and Indonesia. 
They were pulled abroad partly by fast- 
growing demand for electricity in develop- 
ing countries; they were pushed by the 
threat of competition at home. Over the 
past year, however, the economies of many 
developing countries have crashed. What 
will the power bosses do now? 

So far, many remain enthusiastic. This 
week cms energy, an American utility, an- 
nounced that it had won a contract for the 
partial privatisation of a new $700m 
power and desalination project in the 
United Arab Emirates. Britain's National 
Power is negotiating to buy 20% of Poland's 
second-biggest generator. In Turkey plans 
are on course for new independent power 
projects (1PPs), deals in which foreign firms 
build and run power stations. World eco- 
nomic turmoil may encourage more cash- 
strapped governments to speed up privati- 
sations. In July, America's Enron agreed to 
pay $1.3 billion—twice the asking price—for 
a controlling stake in a Brazilian electricity- 
distribution company. 

Yet there are signs of trouble ahead. 
Enron was conspicuously absent from an- 
other Brazilian privatisation last month. In 
Asia, projections of electricity demand— 
which is tied closely to economic growth— 
have been cut dramatically. State utilities 
in Indonesia, Malaysia and Thailand have 
been renegotiating or delaying IPPs. 

The problem is worst in Indonesia, 
where the price of the electricity that 1PPs 
sell to the national utility, Perusahaan 
Listrik Negara (PLN), has soared in local- 
currency terms. In Pakistan, too, the govern- 
ment has complained that the tariffs 
agreed with 1pps—among them Hubco, a 
joint venture dominated by Saudi Arabia's 
Xenel and National Power—are too high. 

The attitude of financiers who back 
most 1pps has changed. Typically, around 
80% of the cost of such deals was financed 
by debt; lenders were paid from cash-flow 
once the power stations started running, 
and they shouldered much of the political 
risk. In an early sign of trouble, Moody's, a 
credit-rating agency, recently downgraded 
the debt of three power projects in Indone- 
sia. Currently, says Keith Palmer, a vice- 
chairman of NM Rothschild, a British in- 
vestment bank, “the appetite of the banks 
to support iPP deals in emerging markets is 
completely frozen." If electricity firms are 
to continue to raise finance for IPPS, argues 
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OUR FLYGT 4600-SERIES SUBMERSIBLE 
MIXERS ARE ENGINEERED WITH A 


OPTIMIZED HYDRAULICS FOR 
EPFICIENCY AND CLOG-FREE OPERATION 
THESE MIXERS CREATE THE FLOW SO 
THAT IT FOLLOWS TANK SHAPE WITH 
MINIMUM HYDRAULIC LOSSES. NO AREA 
OF A TANK IS LEFT UNMIXED AND 
ENERGY CONSUMPTION IS MINIMIZED 





“It's kind of hard to have a fishing industry without fish. . - 
That's exactly what happened in Sicily due to industrial pollution. 
Then we came in and helped mix things up—literally. We designed 
(o and provided the big, dependable, submersible pumps and 
$ mixers that drive their new water purification process. And 

once it started operating, the water started coming back to 

life—fish and all. Hallelujah!” 


N Zbigniew Czarnota, Research Engineer, Stockholm 















WATER TREATMENT OUR ENGINEERS DESIGN ó 
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OVER THE INTERNET 


Engineered for life | 


Sometimes all it takes is a little imagination, sometimes simply 
horizon of possibilities. The secret is not to ask yourself what it i 
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We wanted a cutting edge. Something to 
nourish our business and help it grow. Easy access 
to |.5 billion new consumers seemed like a good 
start. A stable tax-free business environment free 


of bureaucracy was another obvious attraction. 
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Mr Palmer, they will have to assume much 
more of the risk than they did—and their 
shareholders may not be happy with that. 
Fortunately, electricity firms still make 
most of their money from domestic sales. 
Britain’s National Power, one of the most 
internationally active of electricity firms, 
made £720m ($1.2 billion) in pre-tax profits 
in the year to March 31st 1998, of which 
only £130m came from abroad (much of 
that from rich countries such as America). 
Firms that now choose to avoid devel- 
oping countries can still diversify in rich 
ones. British companies, including Power- 
Gen and Scottish Power, have recently been 
talking to American utilities about mergers 
or takeovers. On October 1st National 
Power said it would spend a further $1.6 bil- 
lion on building gas-fired power stations in 
America, which seems to offer particularly 
enticing opportunities: state governments 


are Starting to allow competition, 


and many incumbents are 
inefficient. 
Yet the record of foreign deals 


in rich countries is not good. In 
recent years, American utilities 
have bought several British elec- 
tricity firms; and both British 
and American companies have 
bought power stations in Austra- 
lia. According to National Eco- 
nomic Research Associates, a con- 
sultancy, most buyers paid more 
for these assets than their regula- 
tors thought they were worth. 

In Victoria, Australia, Na- 
tional Power and PowerGen have 
both suffered from unexpectedly 
low prices. American investors in Britain 
have also found it hard to make money; 
Britain’s regulator is expected to cut elec- 
tricity-distribution charges in 2000. Earlier 
this year America’s Dominion Resources 
sold East Midlands, a British distributor it 
had only recently bought. Now Entergy, 
also an American company, is selling Lon- 
don Electricity. 

“The American firms have found it dif- 
ficult to comprehend the British regulatory 
regime, and it’s just as challenging for the 
British companies to understand the sys- 
tem of regulation in America,” argues 
Robin Cohen of London Economics, a con- 
sultancy. Rather than going global, electric- 
ity bosses should perhaps concentrate on 
efficiently shrinking their domestic busi- 
ness and returning cash to shareholders. 
But would any electricity boss want to go 
back to something so boring? 





Microsoft 


Trial run 


In the next few days Microsoft will come before the district court in Washing- 
ton, DC. It could be the most important antitrust trial in a generation 


j [x case against Microsoft brought by 
the federal government and 20 states 
will set the rules for the high-tech economy 
in the next century. So much is at stake that 
whatever the judge, Thomas Penfield Jack- 
son, decides, it is almost bound to reach the 
Supreme Court. Even if the legal wheels 
grind unusually quickly, a conclusion is at 
least two years away. 

Ever since the software company 
founded by Bill Gates established its mo- 
nopoly of the PC operating-systems market 
in the early 1980s, its combination of eco- 
nomic power and a no-holds-barred ap- 
proach to competition has been troubling 
(see page 99). Apart from the costs of com- 
peting with a rich and entrenched com- 
pany (whose 1998 net profits, see chart on 
next page, were greater than those of the 


THE ECONOMIST OCTOBER 10TH 1998 


next 49 biggest software companies put to- 
gether), Microsofts monopoly has been 
protected by the “network effects” of pro- 
grammers and users who like to standard- 
ise on a dominant operating system. 

Yet, despite constant scrutiny by regula- 
tors, and several close shaves culminating 
in a “consent decree” that Microsoft signed 
in 1994, both sides have until now pre- 
ferred compromise to a court showdown. 
The government has mostly asked for reme- 
dies that were too little or too late to trouble 
Microsoft greatly—as the company now ad- 
mits. Initially the Federal Trade Commis- 
sion and, later, the Department of Justice 
(Doj) hoped that wrist-slapping and a ban 
on specific anti-competitive practices, such 
as tying the sale of applications like Word 
and Excel to the licensing of the Windows 
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operating system, would be enough to 
change Microsoft's behaviour. 

Itisa measure both ofthe government's 
frustration and of the evidence it has gath- 
ered that a full-scale antitrust action has be- 
come unstoppable. Microsoft, too, now 
sees little alternative to slugging it out in 
court, believing that if the government 
wins the company will be prevented from 
adding the extra features to Windows that 
persuade customers to pay for its frequent 
upgrades. Anyway, the firm is horrified by 
the idea of fighting rivals with, as it sees it, 
one hand tied behind its back. 


Windows barred 

The poj's case against Microsoft is based on 
allegedly illegal actions that the company 
took to safeguard its Windows monopoly 
when two separate, but related, technologi- 
cal threats emerged three years ago. One 
was Java, a programming language sup- 
ported by Sun Microsystems, which allows 
software developers to write applications 
that can run on any operating system with 
little modification; the other was Net- 
scape's Navigator browser, a software pro- 
£ram that enables users to gain easy access 
to the World Wide Web. 

Java and Netscape's browser threaten 
Windows in two ways. The browser sits on 
the operating system, creating an alterna- 
tive interface to the familiar Windows one. 
And as Web-browsers become an increas- 
ingly popular way to gain access to applica- 
tions, many of them written in Java and 
easy to download as tiny "applets", so the 
operating system retreats into the back- 
ground to become, in Bill Gatess own 
word, *commoditised". 

According to the Doj, Microsoft used its 
Windows monopoly to “pollute” (another 
ofthe firm's words) Java by limiting the lan- 
guage's potential to work on many differ- 
ent types of machine. Microsoft tried to 
achieve this by creating a Java interpreter or 
"virtual machine" best suited for Windows. 
This would push Java developers into writ- 
ing Windows-specific applications. A court 
in California is currently deciding whether 
Microsoft's actions were, as Sun contends, a 
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TAIPEI 


F EVERYONE agrees that democracy is 
good for countries, why is it not good 
for companies too? Not wimpy represen- 
tative democracy, where board members 
defend the interests of majority share- 
holders, but-genuine universal suffrage: 
one employee, one vote for chief execu- 
_ tive. The very idea is too scary for most 
; companies to contemplate. Step forward 
a Taiwanese high-tech firm that says de- 
mocracy is its goal. 
i On September 30th senior employees 
at Accton Technology, the island’s sec- 
ond-largest maker of computer network 
equipment, elected a charismatic young 
research chiefas their boss. The procedure 
in this, the firm’s first referendum, was 
not quite as free-wheeling as Taiwan’s 
public elections: the candidates for gen- 
eral manager (Accton’s top job) were the 
company’s six vice-presidents, put for- 
ward by the board whether they wanted 
to run or not. But in future, any employee 
will be able to nominate any other. 
Instead of whistle-stop tours and 
baby-kissing, the six candidates each had 


A share option in every pot 


15 minutes to address the assembled em- 
ployees. It was mostly no-nonsense stuff: 
marketing strategies, technical road- 
maps, corporate management and 
restructuring. One candidate spoke 
boldly of reversing perhaps the biggest 
mistake the company had made so far 
(not counting this election): some recent 
reckless overseas acquisitions. The win- 
ner, 41-year-old Lee Hong-Yuh, the youn- 
gest candidate on the ballot, took a well- 
trodden path to the voters' wallets: when 
he promised to double the firm's share 
price, he raised cheers. Accton's workers 
get a third or more of their salary in 
shares; the staff own a quarter ofthe com- 
pany, one reason behind the vote. 

The electorate fell a little short of the 
Jeffersonian ideal. The company plans to 
expand its electoral base in future; this 
time around, only 79 senior staff (out of 
about 1,000 employees), ten board mem- 
bers, and 16 invited guests from subsid- 
iaries, key suppliers, and one financial in- 
stitution qualified to vote. Staff votes 
counted for 50%, board directors 30% and 


invited guests 20%. This was uncomfort- 
able for the board, which used to make 
such decisions by itself. Three directors 
got cold feet on election day and tried at 
the last minute to nominate the compa- 
ny's vice-chairman Doo Yimin, coinci- 
dentally the architect of the electoral sys- 
tem. Democracy triumphed: Mr Doo 
came in second. 

The point of the exercise is not to 
please shareholding employees so much 
as to encourage rapid change at the top. 
Mr Doo expects elections to be held every 
two or three years, with incumbents dis- 
qualified from running again. (To keep 
experience within the company, outgoing 
chiefexecutives will be offered another se- 
nior post and, perhaps, a pay rise.) Young 
executives will gain experience in run- 
ning the firm earlier in their career than if 
they had to wait for the boss to retire. 
Knowing that such a goal is within reach, 
junior employees will work harder for 
promotion. And all the workers will feel 
they havea say in the firm's management. | 

Stirring stuff, but the real test will be | 
whether the company keeps voting even | 
if its share price fails to rise. As the rest of 
Asia is discovering, bear markets can be 


| 
: 1 
no friend of democracy. 
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breach of its Java licence. 

The campaign to dominate the browser 
market and eliminate Netscape was waged 
on many fronts. First, despite the huge cost 
of creating a decent browser, Microsoft's 
own Internet Explorer (1E) was to be given 
away. When this failed, and after unsuc- 
cessfully trying to persuade Netscape to 
leave the Windows market in exchange for 
a free run on Unix operating systems—an 
allegation the firm disputes—Microsoft 
told pc makers to install its own 1E browser 
as a condition of their Windows licence. 

Microsoft also used its money and con- 
trol ofthe rc desktop to recruit Internet ser- 
vice and content providers as exclusive 1E 
distributors. The knock-out blow was to be 
Windows 98, which was to make the op- 
erating system and the browser as incapa- 
ble of independent life as Siamese twins. 
Although Netscape was eventually driven 
into giving away its browser, Microsoft has 
now overtaken it in market share. 

The poj has collected thousands of 
Microsoft's internal e-mails, many outlin- 
ing how the Windows monopoly should be 
exploited to ensure .an-outcome in the 
browser war that the market would not oth- 
erwise have produced. Microsoft, however, 
pointing to Judge Jackson's stated uneasi- 

- ness with some aspects of this “monopoly 
~ leveraging” theory, argues that much of this 
evidence is irrelevant, damning though it 
may seem. Nonsense, retort poy lawyers. 
To keep the trial short—about six weeks 


is the best bet—-both sides are being limited 
to 12 witnesses, although they will be able to 
call on copious written evidence. There are 
odd omissions. Other than Microsoft’s 
arch-enemy, 18M, the government is not 
calling any computer makers. According to 
an official close to the case, “because of the 
subtle power Microsoft has over them, they 
are just scared out of their wits.” Microsoft 
will not be putting Mr Gates in the stand. 
Lawyers for the poy say that his deposition 
was a potentially lethal mixture of belliger- 
ence and “failure of recollection”. 


Microsoft retorts that he simply was not 
present at many meetings. 

Microsoft’s defence is, in essence, fairly 
straightforward. It wants the case focused 
on product integration, partly because this 
is vital to the way it does business, and 














partly because it reckons that on this ques- 
tion the appeal court may be on its side. 
The firm will contest the meaning of some 
e-mail evidence and deny accusations that 
it colluded to divide markets. It will portray 
most of its actions as little more than vigor- 
ous competition. Finally, it will claim, us- 
ing evidence from a forthcoming book by 
two academics, that Netscape was the chief 
author of its own misfortunes. 

Microsoft is also prepared to spin out 
the case. The District of Columbia appeal 
court overturned an earlier injunction 
handed down by Judge Jackson. So long as 
there was a chance of consumer benefit, the 
court was reluctant to rule against Micro- 
soft’s integration of the browser with the 
operating system. Microsoft hopes that a 
similarly conservative panel will hear its 
appeal if, as it fears, Judge Jackson finds for 
the government this time. The Supreme 
Court is harder to read, but most of its 
judges, appointed during the Reagan-Bush 
era, are inclined towards laisser-faire. 

Yet the case against Microsoft remains 
compelling. The government will describe 
in detail a pattern of “predatory and exclu- 
sionary” practices illegally carried out over 
many years, often aimed. at intimidating 
partners as- much as competitors. At the 
very least, Microsoft's belief that other firms 
do the things it is accused of demonstrates a 
refusal to concede that, under antitrust law, 
monopolists should be whiter than white. 
rl 
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Judgment day 


Despite being the victim of cronyism in Zimbabwe, Strive Masiyiwa has prospered. He 
would have failed without help from an unexpected quarter 


T HAS become something ofa cliché that 

the solution to poor countries’ commu- 
nication problems is to allow private firms 
to set up cellular networks. Where 
cellphones have been licensed in Eastern 
Europe, Latin America and, most recently, 
in Africa, demand has been unquenchable. 
People like to talk to each other. Wireless 
networks are quicker and cheaper to build 
than landlines. Conventional telephone 
networks are plundered for copper and 
equipment. And for third-world yuppies, a 
mobile telephone is a more affordable sta- 
tus symbol than, say, a BMW. 

So when, in 1993, Strive Masiyiwa de- 
cided to set up a cellular network in Zimba- 
bwe, he had little trouble raising the neces- 
sary finance. But when he suggested a joint 
venture with prc, his former employer and 
the national telephone company, its bosses 
refused, saying that there was no call for mobile telephones in 
Zimbabwe. Mr Masiyiwa made up his mind to go it alone, 
which, as it turned out, was a courageous decision. At every turn 
his company, called Econet, was frustrated by officialdom and 
corruption. Such things have helped bring low one emerging 
market after another, which is why Mr Masiyiwa's eventual suc- 
cess has made him a hero for the times: a popular tycoon in a 
country crippled by cronyism. 


Wigs v big wigs 
Mr Masiyiwa’s first hurdle was to overcome PTC's claim that it 
had a monopoly of a service it had no plans to provide. Mr 
Masiyiwa hired lawyers to test the legality of PTC's obstruction. 
To many people’s surprise, a judge found that there was no law 
to back prc’s case, and gave Mr Masiyiwa the go-ahead. But the 
government, which saw telephones as a means of spying on peo- 
ple rather than as a business, was unhappy. The Supreme Court 
overturned the ruling. 

A faint-hearted entrepreneur would have given up there and 
then. Mr Masiyiwa, who had returned to his country from Wales 
after the end of white rule in 1980, appealed to the constitution 
instead. He argued that the behaviour of the state telephone mo- 
nopoly violated the constitutional right to free speech. At a time 
when most European countries had yet to liberalise telecoms, 
this was a bold strategy. But it worked. In 1995, the Supreme 
Court ruled in Mr Masiyiwa’s favour, and he started setting up 
base stations around Harare, with help 
from Ericsson, a Swedish mobile-phone 
company. It took a presidential decree to 
stop him. In February 1996, President 
Robert Mugabe forbade private’ 
cellphone operations, with a two-year 
jail term for offenders. Econet’s Swedish 
partners had to abandon their equip- 
ment and retreat to their hotels. 

Mr Masiyiwa waited, and then ap- 
pealed to the Supreme Court, who ruled 
the decree unconstitutional. There was a 
tender fora private cellphone licence. By 
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this time, however, Prc had set up its own 
cellphone operation, and a number of po- 
litical heavyweights were interested in a 
private network. The licence was awarded 
to Telecel, a consortium backed by, among 
others, the presidents nephew, Leo 
Mugabe. Mr Masiyiwa sued for the right to 
see the details of Telecel's bid; sure enough, 
it met few of the technical specifications re- 
quired in the tender. 

Telecel's licence was suspended, but the 
telecommunications minister, whose hus- 
band was an old business partner of one of 
the main Telecel shareholders, restored it. 
Two months later, there was a cabinet re- 
shuffle, and suddenly Mr Masiyiwa found 
his path cleared. He won his licence in De- 
cember 1997, while Telecel's was cancelled. 
Go-betweens tried to bribe, and then to in- 
timidate Mr Masiyiwa into sharing his 
business with Telecel's backers. He turned them away. Telecel 
eventually won a new licence, but because its managers know 
more about lobbying than about running a telephone firm, it 
poses little threat to Econet. In between court appearances, Mr 
Masiyiwa set up a mobile network in neighbouring Botswana, 
so he had experience on his side. Within a week of starting his 
Zimbabwean operations in July, Mr Masiyiwa's company had 
10,000 customers. 

Two months after its launch Econet's new network had a 4596 
market share: it is expected to overtake NetOne, PTC's subsidiary, 
before long. Econet's shares, offered to the public last month, 
were heavily oversubscribed. Mr Masiyiwa's first serious threat 
is likely to come with the planned privatisation of NetOne, pre- 
sumably with a foreign partner—though if the pace of Zimbab- 
wean privatisation until now is anything to go by, that could 
take several years. 

How to explain this improbable coup? A boyish 37, dapper 
in mauve socks and designer stubble, Econet's boss does not 
look like the sort of person to succeed in a country dominated by 
elderly ex-guerrillas. The devout Mr Masiyiwa gives the credit to 
God. A more secular analysis holds lessons for other reformers. 
One advantage for Mr Masiyiwa was that Zimbabwe's govern- 
ment was not used to spirited opposition. Bankers and politi- 
cians who privately think that Mr Mugabe is a disaster will nev- 
ertheless praise him extravagantly to his face. 

But even an unstinting entrepreneur such as Mr Masiyiwa 
would not have got far without the sup- 
port of the courts. There are still honest 
judges in Zimbabwe, and they gave him 
the power to embarrass and pick at the 
bureaucracy. Thanks to the law, Mr 
Mugabe's cronies gave up, and went af- 
ter weaker prey instead. The effort put 
into reforming finance, company ac- 
counting and banking supervision in 
developing countries is essential. But it 
will be much more potent if the courts 
act as the last line of defence against the 
corrosiveness of arbitrary government. 
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Ra taste of the world's worries, look no 
tther than the sign put up by the har- 
monica player who busks outside Fortnum 
d Mason, a posh London shop just 
nd the corner from The Economist's 
es in St James's: “Owing to global de- 
tion, music cheaper than yesterday". 
spapers, investment. banks, policy- 
ers and street musicians: everyone, it 
i5, is suddenly worried about the risks 
of global deflation. Alan Greenspan, chair- 
_ of America’s Federal Reserve, warned 
this week of virulent deflationary forces in 
foreign markets. The International Bank 
Credit Analyst, a Canadian-based publica- 
tion, dismissed last week’s cut in interest 
rates by America’s Federal Reserve as “no 
more than a squashed bug on the wind- 
screen of the world’s runaway deflationary 
train", 

The odd thing is that, for now at least, 
direct evidence that the world is in the grip 
of any deflationary malady is scarce. In its 
‘most vicious form, deflation is undeniably 
acalamity. Although central banks around 
the world have spent the past two decades 
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nging the deflationary blues 
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an now fear that the world economy is being sucked into a deflationary 
iral. Yet deflation is rare, for good reasons 


worrying about inflation, a fall in the gen- 
eral level of pricescan have far worse conse- 
quences. Witness the four years to 1933, 
when average prices in many of the big 
economies fell by roughly 30%, accompa- 
nied by a similar decline in output, wide- 
spread bankruptcies and a massive in- 
crease in unemployment. 

If consumers expect prices to fall, they 
postpone spending; weaker demand then 
forces producers to cut prices further, 
threatening a nasty downward spiral in 
output and demand. To add to the misery, 
lower prices swell the real value of debt. 
This forces firms and households to spend 
less, but, combined with falling asset prices, 
italso creates a mountain of bad debt and a 
risk of bank failures. And last but not least, 
falling prices can mean that monetary pol- 
icy becomes powerless to stimulate de- 
mand: nominal interest rates cannot be 
negative, so falling prices lead to painfully 
high real interest rates. 

So it is clear why deflation evokes such 
dread. It is equally clear, for the same rea- 
son, that the term should be used with care. 







































Unfortunately, it isn't. People often talk of. 
deflation when what they really mean is re- 
cession. A world recession next year is pos- 
sible, as the crisis that started last year in 
Asia spreads elsewhere. That would be un- 
pleasant, obviously—but it.is not by any 
means the same thing as deflation. ; 
Genuine deflation comes in two main 
forms. One—“technological deflation"— 
can even be benign. It arises from the pro-. 
ductivity gains delivered by technological 
advances, or from increased competition... 
thanks to economic liberalisation. As. 
higher productivity reduces prices, real in- 
comes, demand and hence production can | 
all rise. In the final 30 years of the 19th cen- 
tury, thanks partly to the spread of railways: 
in the West, wholesale prices fell by a total. 
of 50% in America; yet annual real growth 
over the period averaged 4.395 Ina new: 
book entitled “Deflation”, Gary Shilling, an 
American economist, argues that the com 
ing deflation will be of just such a benign 
technological variety. 
The malovelent kind, which keeps cens- 
tral bankers awake at night, is “monetary - 
deflation”, in which a contracting money. 
supply causes prices and demand to dèe 
cline. If it is to be truly worrying, there must - 
be evidence of deflation of this second sort. 
Is there? 


Deflated expectations ; 
Deflationists base their case on three: 
things: the collapse in commodity prices, 
falling producer prices and tumbling bond 
yields. The first two are largely irrelevant 
and the third is misleading. ? 

Start with commodity prices. It is true 
that The Economist all-items index: has 
fallen by 30% since the middle of last year, 
as the slump in demand in Asia has created 
excess supply. But by themselves, cheaper 
prices for oil and other raw materials do: 
not represent deflation. On the contrary, — 
this is a fall in relative prices that benefits: 
most rich economies, helping. to reduce: 
costs and soto boost realincomes. ^ 

Producer prices are also falling almost 
everywhere: by 0.8% in America and by ^ 
3.5% in Germany in the year to August, for 
instance. Not only are raw materials 
cheaper, the prices of many manufactured 
goods—from computers and cars to steel 
and ships—have also dropped, again partly 
in response to growing gluts in Asia. On the 
other hand, the. prices of most services, 
which account for well over half of all 
spending in rich economies, continue to 
rise, so few countries have experienced a 
fall in their overall price level. 

The world, it is true, has experienced: 
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strong disinflation (ie, lower inflation) in 
recent years. The IMF forecasts that the aver- 
age inflation rate in the seven big rich econ- 
omies will be 1.4% this year, the lowest for 
40 years. However, of the 40 economies 
that The Economist tracks each week in its 
indicator pages only three—Japan, China 
and Singapore—have seen a decline in con- 
sumer prices over the past year, and even 
then only a small one. 

What about bond markets, which ap- 
pear to think there is worse to come? The 
sharp fall in yields this year (see chart) does 
seem to imply that rich countries are on the 
verge of deflation. The yield on 30-year 
American Treasury bonds fell to 4.7% this 
week, the lowest since bonds of this matu- 
rity were first issued in 1968. Ten-year Japa- 
nese government-bond yields have fallen 
to 0.7%, the lowest in recorded history. 

This may indeed point to deflationary 
concerns. Bond yields are composed of a 
real return, plus expected inflation, plus a 
premium for the risk that a borrower might 
default. Assuming that the real return de- 
manded by investors and the risk of default 
both remain unchanged, lower bond yields 
must imply lower expected inflation. On 
this basis, America's inflation is expected to 
average less than 1% over the next 30 years— 
which could well include bouts of defla- 
tion. In Japan, on this view, prices are ex- 
pected to fall by some 3% a year over the 
next decade. 

At the moment, however, government- 
bond markets may bea poor gauge of infla- 
tionary expectations. Yields are being 
pushed lower by a headlong flight to safety 
by investors in the wake of financial crises 
in Asia and Russia and the collapse of 
Long-Term. Capital. Management. This 
“flight to quality” may be pushing down ei- 
ther the required real yield or the risk pre- 
mium or, conceivably, both. 

And. one crucial deflationary ingredi- 
ent is still missing: insufficient monetary 
growth. The world will suffer true deflation 
only if the money supply starts to shrink. 
Yet in the G7 economies as a whole, the 


money supply is expanding at its fastest 
rate since 1991. America is awash with 
money: its broad measure, M3, has been 
growing at its fastest rate for 13 years. The 
money supply could still shrink if a fully 
fledged credit crunch were to develop, but 
even then central banks in Ameríca and Eu- 
rope could prevent deflation by cutting in- 







terest rates, taxes or both. 

- One more thing that puts a floor be- 
neath prices is that in most countries, with 
the notable exception of Japan, wages are 
hard to cut. In America, they have been ris- 
ing briskly, one reason that core consumer 
prices (excluding oil prices) have risen at 
around 2.5% over the past year, despite a 
strong dollar. The recent weakening in the 
dollar might therefore push inflation 
higher. 

Japan, however, is certainly teetering 
on the brink of deflation: consumer prices, 
property prices and wages are all falling. As 
a result, Japan seems to be stuck in a liquid- 
ity trap: interest rates are already close to 
zero, but they are still too high in real terms 
to encourage consumers to borrow and 
spend. Yet despite the fact that, of late, Ja- 
pan has offered an object lesson in how not 
to run an economy, consumer prices have 
in fact fallen by only 0.3% over the past year. 

The fact is that, in a modern economy, it 
is quite difficult to create deflation. Japan’s 
government has tried its best. But with luck, 
governments and central banks elsewhere 
in the world will not try to emulate it. 
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The dollar 


Freefall 


OW are the mighty fallen. Earlier this 

year most financial folk thought that 

the dollar could go only one way—up. But 

in three days, October 6th-8th, it plunged. 

At one point it touched ¥111, down by a 

quarter from the year’s. peak in early Au- 

gust, before bouncing back. The greenback 

also slumped against the p-mark, to below 

DM1.60, a 20-month low. What on earth is 
going on? 

Many think that the dollars troubles 
have been caused by the unwinding of po- 
sitions by hedge funds that had borrowed 
in cheap yen to finance purchases of 
higher-yielding dollar assets. There are 
fears of more to come because of huge posi- 
tions still tobe unwound by the likes of the 
stricken Long-Term Capital Management 
(and banks that have made similar bets but 
pretend they are not hedge funds). Uncer- 
tainty has bred illiquidity; already badly 
burned, many potential buyers of dollars 
have been deterred. 

If the recent sharp fall in the dollar re- 
flects only such temporary factors, the 
greenback might soon recover. However, 
part of the dollars decline also reflects a 
shift in perceptions about economic fun- 
damentals. For a start, these moves reflect 
new optimism that Japan will cure its sick 
banking system and spur its economy out 
of recession. The yen’s spurt coincided with 
the submission of bills to Japan’s Diet (par- 
liament) that would allow the government 


to intervene in the operations of “ex- 
tremely undercapitalised” banks. Whether 
such optimism is justified is arguable: the 
government and the opposition are still at 
loggerheads about the form the package 
should take. Besides. fears that the yen's 
strength will hurt Japanese exporters the re- 
alisation that bank reform is still some way 
off may explain why, after rising sharply on 
October 7th, the Japanese stockmarket fell 
as sharply the following day. 

There is also growing concern that 
America's economy will slow markedly 
next year. Economists are slashing their 
growth forecasts. Lehman Brothers has cut 
its forecast for growth next year to a mere 
0.7%, and expects the Fed funds rate to drop 
to 3% by the end of next year, from 5.25% 
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currently. J.P. Morgan. is now forecasting 
that the American economy will move into 
recession next spring. 

Bludgeoned from all sides, bankers at- 
tending the annual meetings in Washing- 
ton of the rMF and the World Bank were in 
ag m mood. “This is the greatest drying up 
uidity to emerging markets since Mo- 
parted the Red Sea”, said Robert 
Hormats of Goldman Sachs. The inference 
was clear: to calm markets—America's 
among them—politicians should have 
come up with a grand scheme to save the 
world economy. When this failed to 
materialise, one banker complained of the 
bureaucrats: “these guys are at 100,000 feet, 
and the crisis is at 3,000 feet”. 

His feet, as usual, firmly on the ground, 
Alan Greenspan, the chairman of the Fed- 
eral Reserve, does share some of these con- 
cerns. This week he said that the American 
economy was slowing, and that the Fed 
needed to be especially alert to risks from 
forces shaking global markets. At the mo- 
ment, he said, the main risk comes via the 
financial system: credit has been tightened 
sincethe Russian crisis in the middle ofAu- 
gust.Such is their mood at the moment, it is 
not surprising that the markets seized on 
these comments as implying that the Fed 
will cut interest rates again soon. 
here now for the battered dollar? 
ica's widening current-account defi- 
uld count against it. More impor- 
tly, as the premium of American inter- 
tes. over Japanese and German rates 

ys, the dollar should also weaken. But 
-of these, nor a remote sign of cour- 
Japan, explains the magnitude of 
ek's drop. For that, blame increased 
illiquidity in the markets, forced selling by 
hedge funds—and panic. 

.. But fear contributes to investment 
banks current forecasts of economic arma- 
geddon. With luck, these will prove as accu- 
rate as their previous predictions of never- 
ending growth and ever-rising share prices. 
Transfixed by Mr Greenspan's darker re- 
marks, markets are downplaying his re- 
minders that the American economy still 
has legs aplenty and, moreover, that al- 
though companies are finding it harder to 
raise fresh capital a full-blown credit 
crunch is a long way off. The catch, as Mr 
Greenspan points out, is that the bad news 
is always.on the front page of newspapers, 
and the good news buried on page 35. 
-A plummeting dollar comes at an awk- 
ward time for policymakers. The dollars 
strength has dampened inflation in Amer- 
icas-a falling dollar will tend to revive it, 
which could make it harder for the Fed to 
cut interest rates. A strong yen is also the ex- 
act opposite of what Japan’s recession- 
bound economy needs right now for it 
chokes exports, which are just about the 
only thing that Japan has going for it. 
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Japan's economy 
Spend, dammit! 


OSAKA AND TOKYO 


The Japanese government's efforts to boost the economy are being thwarted 
by the dismal finances of the country's local authorities 


HE people of Osaka are famous for 

their sense of humour. For those in 
charge of the city's finances, which are a 
bad joke, that is just as well. “Our situation 
is very, very worrying" grins Masaji 
Hashimoto, who heads the city’s budget- 
planning department. "The central govern- 
ment has to understand that all we can do 
is cut, cut, cut." 

The government sees little to laugh at. 
With the economy slipping deeper into re- 
cession—this week the government gave up 
hope of economic growth for this year, pre- 
dicting that GDP would shrink by 1.8%—the 
ruling Liberal Democratic Party (LoP) had 
hoped that a public-works programme an- 
nounced in April would help stop the rot. 
Thatoverlooked one small detail, however: 
local governments were asked to do much 
of the spending. Instead of forking out 
more, some of the most financially imper- 
illed ones, such as Osaka, are planning cuts. 

The immediate problem is the Lprs 
supplementary budget, passed in April, 
which promised ¥7.7 trillion-worth ($58 
billion) of public-works projects. Of this, ¥3 
trillion was to be financed jointly by cen- 
tral and local governments, with the cost 
split 50-50. A further ¥1.5 trillion, said the 
Lop, would be “independent” public 
works, wholly paid for by local govern- 
ments. 

These promises were, it transpires, 
hopelessly optimistic. Miyagi, Yamagata 
and Iwate prefectures in northern Japan 
are unlikely to push through even half their 
independent projects, according to the 
Bank of Japan. Tokyo and Osaka have re- 
fused any increase in independent projects 
and made only modest rises in subsidised 
spending. Although the LDP is planning a 
second supplementary budget, local au- 
thorities will find it hard even to maintain- 
ing spending at current levels. Osaka, says 
Mr Hashimoto, faces ten years or more of 
intolerably large deficits unless it cuts 
spending. In the next fiscal year the prefec- 
ture plans to lop 10% off subsidised public 
works; money for projects financed locally 
will be halved. 

Until now, relying on local govern- 
ments to carry out spending plans has 
suited the Tokyo bureaucrats nicely. Local- 
government debt is not counted in central- 
government figures because the govern- 
ment. offers no explicit guarantee that 
creditors will be repaid. By shifting the fi- 
nancing burden for deficit spending to the 
provinces, the central government has 
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been able to improve its books. ; 

But as in all of Japan’s 47 prefectural 
governments, Osaka's finances have been: 
squeezed mercilessly by central demands — 
to step up spending just as tax revenues - 
have collapsed. They have been forced to 
tap rainy-day funds and to raise vast 
amounts of debt, which has nearly tripled 

in ten years (see chart) Thus impoverished, 
local authorities have become increasingly . 
dependent on subsidies from Tokyo; this 
year, for example, four-fifths of the interest: 
payments on shared projects will come > 
from central-government coffers. 

Not all of it, however; and local govern- 
ments still have to foot the bill for projects 
not shared with Tokyo. They are running 
out of money. Osaka has exhausted its Y100 








billion of reserves. Tokyo's metropolitan 
government has only Y1 billion left froma- 
fund that contained ¥350 billion a few: 
years ago. And to make matters worse, as lo- - 
cal authorities’ debt burden has increased, 
investors in their bonds have begun to fret. 
about the lack of an explicit government 
guarantee. At an auction in Tokyo last 
month, investors demanded 0.3 percent: 
age points above the "suggested" coupon 
for local-government bonds. 


Parsimonious provinces 
So the subsidies that once persuaded local 
officials to fall into line may no longer 
work. Mr Hashimoto says that any centrally 
inspired increases in subsidised public 
works will be met with cuts in independent. 
projects. In Tokyo, the rhetoric is more stri- 
dent still. “The government is not satisfied 
with what we are prepared to spend,” sa 
Yasushi Nakamura of the city’s budget bu- 
reau. “But that is what they will get.” 

That still leaves the centre with a few op- 
tions. The prime minister, Keizo Obuchi, 
promised this week an emergency spend- 
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ing package of at least yio trillion. This 
could be explicitly financed by the central 
government. But that would require Mr 
Obuchi to take on the finance ministry's 
mighty budget bureau, and he is no match 
for it. Alternatively, the money could be 
used to reinvigorate personal consump- 
tion. Some ofthe ideas floating around To- 
kyo--making temporary income-tax cuts 
permanent, giving house-buyers tax breaks, 
even issuing free shopping vouchers—seek 
to do that. 

The likes of Osaka, though, plan to cut 
spending regardless. If they are to be per- 
suaded otherwise, their battered finances 
need to be repaired. Some prefectural gov- 
ernors, for instance, are calling for a dou- 
bling ofthe local-government share of con- 
sumption taxes collected at the checkout. 
Mr Hashimoto is hopeful that, for once, the 
government is listening to their demands. 
If he is wrong, Japan could be in for a new 
and painful bout of belt-tightening. 


» 





Jobs in finance 
Blood on the 
Street 


NEW YORK 


T WILL move few to tears. But unless 

there is a dramatic turnaround in finan- 
cial markets soon, thousands of investment 
bankers will be given pink slips for Christ- 
mas. Those lucky enough to keep their jobs 
will get smaller bonuses than seemed likely 
only weeks ago. Job-cutting will be bloody 
in all financial centres, but the axe will fall 
most heavily on Wall Street. 

In Manhattan it has taken only two 
months for the good times to become the 
good old days. Tables are now plentiful in 
restaurants that were once fully booked 
weeks ahead. Connecticut is awash with 
unsold luxury cars. Although few people 
have been laid off, only star performers can 
now arrive for work confident 
they still have a job. Some fear 
that the coming cuts could re- 
move over 10% of the 300,000 
employed in the industry, far 
more than in the dark days of 
1990 and 1994. 

Top investment bankers 
have long worried about the 
risk of a downturn. But they 
have been. shocked at the 
speed. with. which. liquidity 
hasdried up in markets for all 
but the safest securities. Sur- 
prise is unlikely to mean pa- 
ralysis. The plunge in invest- 
ment banks’ share prices— 
down by one- to two-thirds in 
the . past two - montlis—has 
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i given executives s laden with stock options: a 


strong personal interest in acting fast. The 
quickest. way to push the share price. up 
again is to sack people. 

On Wall Street, the gloom is deepest at 
Credit Suisse First Boston, which has made 
huge losses in emerging markets, and has 
also been subject to persistent. rumours 
about its property exposure. According to 
one insider, the bank's corporate-finance 
business is “basically shut down". The only 
hope for employees buffeted by rumours of 
job cuts and token "goose egg" bonuses is 
that "we can get to. January or February 
without the markets getting any worse." 

Goose eggs are apparently also the best 
that.can be hoped. for at. Bankers Trust, 
which is expected to report a big third-quar- 
ter loss. Lehman Brothets' fat fixed-income 
operations are also likely to become leaner. 
The bank's share price has dropped from 
$85 in July to less than. $30 now. This has 
had nasty consequences for employees 
who borrowed against locked-in share bo- 
nuses to finance their high-rolling life- 
styles: as the value of the shares has tum- 
bled, they have been asked to stump up 
cash as collateral for the loans. 

Just about every investment bank is 
hurting. Job cuts are said to be in the pipe- 
line at Merrill Lynch, Morgan Stanley, 
Chase Manhattan and J.P. Morgan. Citi- 
corp and Travelers, which planned signifi- 


cant job cuts as a result of their merger, are - 


now expected to be even more ruthless. 

The axe is unlikely to fall evenly. There 
will be efforts to discriminate between star 
performers, whom banks will do all they 
can to keep, and the rest. The biggest cuts 
will be made in banks’ proprietary-trading 
arms, partly to reassure shareholders that 
they are not Long-Term Capitals waiting to 
explode. What remains ofemerging-market 
operations will be trimmed, both in Lon- 
don and New York, with Latin American 
operations worst hit. Junk-bond traders 
and those in charge of initial public offer- 
ings are also nervous. 

Yet there will be morsels amid the car- 











nage. "This will be a great time to pick up 
top-quality bankers at attractive prices,” 
says Laura Lofaro of Sterling Resources, an 
executive-search firm. Investment banks 
such as NationsBank Montgomery and Sal- 
omon Smith Barney, which were losing 
staff to bigger-spending rivals earlier this 
year, can now replace them on the cheap. 

Banking bosses say they have learnt les- 
sons from past job-cutting. In 1990 Bankers 
Trust increased its share of the market for 
junk bonds as other banks were pulling 
out. Several banks found they could not re- 
build as quickly as they had cut when the 
investment-banking business rebounded 
after the downturn in 1994. Now the banks 
say they will minimise cuts to their recently 
expanded European operations and to 
mergers and acquisitions businesses, as 
they see good medium-term opportunities 
in both. European investment banks will 
also need to think hard about whether to 
keep faith with struggling Wall Street 
branches. 

Perhaps surprisingly, the bank with 
least to worry about may be Goldman 
Sachs. Last week's decision to call off its ini- 
tial public offering has created tricky staff 
ing problems. The firm has hired some of 
Wall Street's finest on the promise of mil- 
lions in equity; many bankers were expect- 
ing a share in the flotation goodies. The 
firm may now have to come up with a cash 
alternative instead. But the beauty ofa part- 
nership is that there is no pressure to sacri- 
fice long-term strategy for a short-run boost 
in the share price. If this allows Goldman to 
consolidate its position among the world’s 
leading investment banks, the. irony will 
not be lost on those who argued against go- 
ing public. 
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China 
The sleeve 
unravels 


BENING 


T news this week that the central 
bank was shutting down Guangdong 
Interñational Trust & Investment Corpora- 
tion (GITIC) is being read in several quar- 
ters, not least the official press, as a mark 
that China is getting serious about finan- 
cial reform. GrriC, with debts of roughly 
four-fifths its 30 billion yuan ($3.6 billion) 
in assets, is by far the biggest financial insti- 
tution yet to be closed in China. The Bank 


of China, one of the big four state banks, 


has been told to take over Grric’s liabilities, 
including perhaps $1 billion of foreign bor- 
rowing, much of it short-term. 

Yet relief that the matter has been taken 
firmly in hand is surely misplaced. This is, 
after all, China's first serious default—by a 
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ent arm, at that—and creditors 
will not hear what they might recover until 
January at the earliest. Foreign bankers 
have long convinced themselves that 
China is Asia’s last safe haven. Now, it is 
clear, it has financial problems that, by 
some measures, dwarf those of neighbour- 
ing countries. If China’s financial system 
unravels, foreign bankers will not be 
spared the consequences. 

Disturbingly, the trust and investment 
companies were not meant to be where 
problems first erupted. They account for 
less than one-tenth of the financial system’s 
assets. Besides, these creatures of the Deng 
Xiaoping era were supposed to be the 
champions of economic reform. (China’s 
state banks, by contrast, are forced to lend 
to archaic state enterprises.) Several prov- 
inces and municipalities set up trust and 
investment arms loosely modelled on the 
central government's China International 
Trust & Investment Corporation (CITIC), 
the first and biggest such vehicle. Able to 
raise foreign capital, the companies in- 
vested in long-term projects such as roads, 
power stations and so on—but eventually 
in anything (property, share-trading) that 
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seemed to offer a quick return. 

When the government, early 
this summer, shut down two 
dodgy institutions, Hainan 
Development Bank and China 
Venturetech Investment Cor- 
poration, it seemed to be a matter 
of domestic housekeeping. GrriC 
is different. Foreigners knew it 
well, or thought they did, and 
liked it. Guangdong is China’s 
most market-driven province; it 
has grown faster than any other 
in the past two decades, greatly 
increasing its share of the coun- 
try's exports. GITIC is owned di- 
rectly by the provincial govern- 
ment. In short, it seemed like a 
good bet. When Gitic listed an 
arm in Hong Kong, at the height 
ofthe red-chip boom last year, the 
issue was over 700 times subscribed. 

Ifa financial institution in China's least 
state-directed province is unable to pay its 
debts, it bodes ill for the trust and invest- 
ment companies in the more state-bound 
provinces now suffering from slowing eco- 
nomic growth. Worse, its counterparts else- 





Now closed for business 


where have expanded aggressively. For- 
eign-currency loans now range from one- 
quarter to three-quarters ofthe total among 
the five provincial trust companies. For- 
eign lenders may even reconsider the 
charms of critic. Certainly shares in its 
Hong Kong arm, crric Pacific, have taken a 





OU might have been, shall we say, a 

little reluctant to invest your own 
money in financial markets in the past 
few months, given recent turmoil. Institu- 
tional investors have the inestimable ad- 
vantage that they invest other people's. 
Which may explain why, in The Econo- 
mist's latest quarterly portfolio poll, they 
have remained calm, at least outwardly. 
Indeed, their overall investment 
weightings are broadly the same as three 
months ago. 

America continues to offer a safe ha- 
ven in troubled times: its bonds and 
shares still dominate. But despite increas- 
ingly dismal yields, rising concerns about 
an economic slowdown have led most 
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Our quarterly portfolio poll 


fund managers to consider bonds the rel- 
atively better bet. On average, almost half 
of their bond portfolio is invested in dol- 
lar-denominated bonds; a neutral posi- 
tion would be only a third. On the other 
hand fund managers are less bullish 
about American shares: on average only 
43% of their holdings are invested in 
America, though they account for 51% of 
the world index. 

Share selection continues to favour 
Europe, whose economies seem still to be 
in reasonable shape. All managers are 
overweight in continental European 
stockmarkets. Nikko Securities has 22% of 
its portfolio in Germany alone, although 
that is admittedly more cautious than its 


Other 


29% holding three months ago. All of the 
managers are underweight in Japanese 
shares, except for the ever-contrarian Phil- 


lips & Drew. 

Opinion is more divided about 
bonds. At one extreme, Credit Suisse has 
96% of its portfolio in dollar-denomi- 
nated bonds, and the rest in sterling. At 
the other, Robeco has cut its American 
bond weighting in half, to 22%, and put 
45% of its bond portfolio outside the big 
five currencies in the chart (compared 
with a neutral 26%). Most of the managers 
expect D-mark denominated bonds to 
outperform. Not even the recent appre- 
ciation in the yen has tempted them into 
Japanese bonds. Which, given their desul- 
tory yields, suggests that our managers are 
not entirely unaware of the risks they are 
running. 


Equity holdings by area, % 
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pummelling. 

A bigger concern is the nature of loan 
guarantees in China. Much, perhaps all, of 
GiTic’s foreign borrowing had the ap- 
proval of the State Administration of For- 
eign Exchange. Bankers considered ap- 
proval to be tantamount to a state 
guarantee. But GITIC itself had sprinkled 
loan guarantees over other companies like 
confetti. Its guarantees were equivalent to 
five times its capital at the end of 1997. 
Who, asks Nick Lardy of the Brookings In- 
stitution, will assume the responsibility for 
making good on any guaranteed lending 
that is not repaid when loans go sour? 

For now, foreign bankers find some re- 
lief that they are at the head of the line of 
GITIC creditors. The Bank of China, on the 
other hand, cannot be happy to have had 
GITIC's liabilities foisted upon it. As it is, 
China’s state banks have bad loans that far 
exceed their capital. That means they are, 
by any honest measure, insolvent. Paying to 
clean up other rotten financial institutions 
will only worsen their plight. So long as de- 
posits keep flowing into the banking sys- 
tem, the problem merely lurks. But that is a 
dangerous game for any government to 


play. 





European banks 
It never rains 


BERLIN 


EMESIS, it is tempting to say, has fol- 
lowed hubris with uncommon swift- 
ness. Only a few months ago the earnings 
and share prices of commercial banks in 
rich countries (with the inevitable excep- 
tion of Japan) were riding high, despite the 
storm clouds gathering around the world 
from Asia’s economic woes. But in the past 
fortnight the clouds have burst and banks 
everywhere have been well and truly 
drenched. Those in Europe look especially 
bedraggled. First came a string of profit 
warnings from the biggest, such as ABN 
Amro, Deutsche Bank and Switzerland's 
UBS. Then on October 5th Moody's, a credit- 
rating agency, said it might cut its ratings 
on five European banks that were heavily 
exposed to emerging markets and hedge 
funds, because of the banks’ “complex in- 
volvement” in these areas. 

It is hard to remember when European 
banks were so unloved. An index of Euro- 
pean bank shares has tumbled 40% from its 
high in July (see chart); some of those with 
big emerging-market businesses have seen 
half of their market value evaporate. Even 
those whose exposure is slight have been 
caught in the crossfire. The market capital- 
isation of Lloyds TsB, a British bank that 
concentrates almost entirely on the retail 
market, has shrunk by £24 billion ($41 bil- 
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lion) from its peak. 

Yet merely a couple of years ago, Euro- 
pean banks were flush with capital and 
hungry to expand. Some even fancied their 
chances against America's global invest- 
ment banks. Deutsche and uss poured 
money into their investment-banking 
arms, poaching whole trading teams for 
less-than-derisory sums from rivals. Now, 
hit by a mixture of market turmoil and 
poor—to be honest, dreadful—risk manage- 
ment, they are all retreating, tails between 
their legs, or they plan to do so. ING, for in- 
stance, is laying off 1,200 of the 10,000 in- 
vestment bankers at ING Barings, its securi- 
ties arm. This week Rolf Breuer, the head of 
Deutsche Bank, which has a well-deserved 
reputation for paying silly sums to buy "tal- 
ent" said that his bank will follow a strategy 
of "selective expansion"—ie, it will 
retrench. 

Both have come off lightly compared to 
the hapless uss, which has slid from one di- 
saster to another. First came the shredding 
of Holocaust-era documents. Then there 
was a foul-up in its equity-derivatives busi- 
ness thanks to appalling risk management. 
Last December, ugs was forced to “merge” 
with (for which read be taken over by) sBC, 
its smaller Swiss rival. Although regulators 
were assured that risks at the new UBS were 
better managed, the revelation of a series of 
ill-understood, loss-making deals with 
Long-Term Capital Management, a big 
American hedge fund that was rescued last 
month, suggests they were wrong. 

Once highly conservative, uBs has lost 
both money and the confidence of inves- 
tors in equal measure. uBs’s shares have 
slumped to below half their summer peak, 
as investors have taken fright at a gung-ho 
risk-taking culture and a risk-management 
set-up that has been, by the bank’s own ad- 
mission, poor. The LrCM debacle alone 





Risky Mathis departs | 





FT/S&P eo darren 
June 30th 1997-100 





JJASONDIF FMAM 3) JASO 
1997 98 
Source: Datastream/ICV 


could cost it more than $700m, and it may 
soon lose its treasured AAA credit-rating 
from Moody’s. “They’re losing count of the 
number of clients who want explanations, 
or else want out,” says an executive from an- 
other bank. In a bid to stem disaffection, 
Mathis Cabiallavetta, UBS's chairman, and 
several other senior executives, notably Fe- 
lix Fischer, its head of risk, have now re- 
signed. The bank is even mulling whether 
to sell its investment banking business. 

But the travails of European banks are 
not over. Both the turmoil in emerging 
markets and the shock-waves that emanate 
from them continue to reverberate. Ana- 
lysts are slashing forecasts of trading profits 
and brokerage commissions. Some will be 
lucky to break even in the third quarter, 
reckons Mark Hoge, an analyst at Credit 
Suisse First Boston. “The big players have 
been riding the capital markets and in- 
creasing their exposure all the way. Now 
they are paying the price,” he says. 

For now, healthy home markets are 
helping to offset losses elsewhere. And most 
banks at least have lots of capital, after years 
of bumper profits. In June, uBs had tier-one 
capital (shareholders’ equity plus reserves) 
of 8.8% of its risk-weighted assets, more 
than double the 4% Basle accord mini- 
mum. Many banks in continental Europe 
also have hidden reserves. UBs's, for exam- 
ple, are thought to be in the tens of billions 
of Swiss francs. 

Plenty, certainly, for now. But these 
cushions might look far less comfy should 
regulators change the way that banks allo- 
cate capital. In recent years more banks 
have been allowed to use their own models 
in assessing how much capital to set 
against market risk—the risk that a security 
will fall in price. There has also been talk of 
using such models for credit risk, the 
chance of a borrower defaulting. After the 
recent turmoil regulators may be tempted 
to move in the opposite direction and treat 
riskier assets even more harshly. Bankers 
would balk at such a move. They are loth to 
rush back to the duller and less profitable 
businesses of retail banking and ordinary 
lending. Perhaps they should reconsider. 
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AST week’s Economics focus com- 
pared corporate bankruptcy with na- 
3 tional bankruptcy. When firms go bust, it 
“explained, a kind of market failure stops 
creditors acting in their best interests. 
. This justifies bankruptcy rules imposed 
"from above. Similar arguments can apply 
_ to countries. Hence the case for arrange- 
ents that, albeit loosely, apply aspects of 
the corporate-bankruptcy model to trou- 
bled national borrowers--measures such 
as "stays" on debt service, sharing clauses 
in bond contracts, and so forth. 
Quite another approach is sometimes 
ted: to create an international 
er of last resort". The analogy is dif- 
rent, with cash-strapped governments 
kened not to companies in trouble but 
distressed banks; however, the underly- 
ig market failure is the same. And at first 
ght the idea seems promising. After all, 
e. IMF resembles a lender of last resort 
‘more than it does a bankruptcy court. 
:; The trouble is, the term “lender of last 
| resort" is used loosely these days. Classi- 
|- cally, a lender of last resort lends (a) freely, 
::(b) to banks that are distressed but sol- 
i. vent, (c) against collateral and (d) at a pe- 
al rate of interest. It lets insolvent banks 
fail; it helps only sound banks facing a 
temporary lack of liquidity. This miti- 
es the moral hazard implicit in bank 
ues; so do (c) and (d). 
* Could the mr do the same for dis- 
sed governments? Jeffrey Sachs, who 
first applied the bankruptcy model to 
ountries, argues that the Mexican rescue 
f 1995 did in fact have these classical fea- 
| tures. The rescue was big; the economy 
|: was "solvent"; oil revenues served as col- 
| lateral; the loans were short-term and ap- 
| propriately priced. But as Mr Sachs em- 
|. phasises, the chief lender in this case was 
not the rMr but the United States govern- 
| ment. Why? Because Mexico needed $50 
| 

























1 billion, far more than the IMF could lend. 
An IME equipped to supply Mexico- 
_.-style packages on demand would have to 
|: be vastly larger than it is now. This is po- 
litically impractical: America can hardly 


Lender without limit 


: Should the IMF be bigger or smaller—or somewhere in between? 





bring itself to pay for the Fund at its 
present size. But a luxuriously endowed 
IMF would also be bad economics. It 
would create a correspondingly awesome 
moral hazard. The rules of solvency, col- 
lateral and penal interest rates may have 
held in Mexico's case, but they could 
never bear the strain of an agency with 
lots of ready cash, keen to justify its exis- 
tence. A flush mF could not look on as, 
say, South Korea, for lack of collateral, 
went to the wall. 


Tomorrow the world 


Perhaps a mega-imr could cope with 
moral hazard in some other way, by act- 
ing as a before-the-fact supervisor of pol- 
icy, not an after-the-fact one? In a modest 
fashion, the new facility proposed by the 
United States at this week’s meetings in 
Washington seems to call for this. Coun- 
tries would have to qualify in advance for 
access to the money—rather than, as now, 
having to satisfy the Fund’s demands for 
changes in policy only after mistakes had 
been made and the damage done. 

A facility of this kind might be useful, 
but it cannot be the basis for a vastly big- 
ger IME. Again, that is politically out of the 
question: aside from the cost, giving the 
Fund the much enlarged role that ade- 
quate before-the-fact supervision would 
imply is not on. As before, even if those 
obstacles could be overcome, the idea is 
flawed in principle. However good the su- 
pervision, it is doubtful that the moral- 
hazard problems created by an imMF with 
lots of cash could be adequately con- 
tained. In a world of extreme mobility of 
capital, finding ways to channel private 
money where it is needed seems more 
promising than any plans for huge coun- 
tervailing flows of public money. 

It seems, therefore, better to build on 
the first approach: developing bank- 
ruptcy-like arrangements that would sup- 
plement iMr lending with larger and ear- 
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lier private-sector participation. But that 
still leaves one other question. If the IMF 
cannot (and should not) be big enough to 
actasa proper lenderoflast resort, should. 

it lend at all? The Financial Times argued: 
recently that it was logical, though futile, 
to call for a mega-IMF, but that an IMF de 
ploying anything like its present puny re 
sources does more harm than good. “Mo 
creates the illusion of protection, which 
only makes the world more dangerous." 
The conclusion, presumably, is that the 
1MF should stop lending altogether. 

This is wrong. Plainly a balance must 
be struck between coping with the emer | 
gencies that come along (which argues for | 
more IMF lending) and discouraging | 
emergencies from happening in the first | 
place (which argues for less) Theleastun- | 
satisfactory answer is to be found in the 
muddled middle: not all that far, in fact, | 
from where the system is today. If there 
were no official lending at all, there might 
be fewer crises, but there would still be 
some—and some of those might be terri- 
bly severe. (The recessions in Asia are bad 
as it is; imagine how much worse they 
would have been without the Fund's big 
injections of resources.) It is simply not. | 
credible to suppose that governments | 
could stand aside. The cliché is true: if the 
IMF (and its loans) did not exist, govern- 
ments would now be trying to invent it. 

The mistake is to think that the moral- 
hazard dilemma can be eliminated, e 
ther with vastly greater mF lending-plus- 
supervision, or with no IMF lending at all. 
The dilemma cannot be eliminated. The 
real task is to improve the compromise. A 
mixture of better-designed 1Mr lending, 
new bankruptcy-like procedures (to in- 
crease the burden on private creditors) 
and an occasional salutary sense of crisis 
is-not merely the likeliest design for the 
world's new financial "architecture", 
given the political facts; for the foresee- 
able future it is the wisest design too. 





“The East Asian Financial Crisis" by Jeffrey Sachs and 
Steven Radelet shows the bankruptcy model in action 
(it can be downloaded from www.hiid.harvard.edu). A 
more detailed study of the bankruptcy analogy is in 
"Crisis? What Crisis? Orderly Work-Outs for Sovereign 
Debtors" by Barry Eichengreen and Richard Portes 
(CEPR, 1995). The article in the Financial Times almost 
but not quite arguing for the IMF's lending to be 
stopped was by Martin Wolf and appeared in the issue 
of September 23rd (www.ft.com). 
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SCIENCE AND TECHNOLOGY 


Reinventing diesel 


Strange as it may seem, diesel is staking a claim to be the environmentally 


friendly fuel of the future 


"OR car makers, at least, smaller certainly 
A seems. more beautiful. At the recent 
‘Paris Motor Show they vied with each other 
to:show small, economical cars, such as the 
‘tiny Volkswagen Lupo and the Toyota 
Yaris. The Lupo is billed as the world’s first 
cthree-litre car—the number referring not to 
the size ofits engine, but to its meagre thirst. 
It is the first car capable of travelling 100 
kilometres on three litres of fuel, or about 
90 miles to the gallon. 
| | What makes this possible is a new kind 
_of turbo-charged direct injection (rpr) die- 
sel engine. The same technology, which has 
already appeared in a Bmw, is also hitting 
the road in a Mercedes, an Alfa Romeo, and 
in cars from Volkswagen, Rover, Peugeot 
_and Citroën. Soon it will be common to all 
"manufacturers models as an engine op- 
tion. Suddenly, diesel is cool. 

Behind this unlikely turn of events is a 
new generation of electronically con- 
trolled, high pressure fuel-injection. sys- 
tems combined with new *common-rail" 
technology. This promises to make diesel as 
quiet and smooth as petrol, while offering 

‘much greater fuel economy. It is also 
cleaner. After years as the poor, filthy rela- 
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tion to petrol engines, diesel has cleaned it- 
self up. Why now? 


A kinder, gentler diesel 


The short answer is that diesel represents 
the industry's best hope of cutting carbon 
dioxide emissions. That means that diesel 
best fits in with the car makers medium- 
term thinking about their industry. 
America, Japan and Europe are impos- 
ing ever-tighter rules to cut air pollution 
from cars. Battery electric vehicles have 
been dismissed as a colossal flop (see box 
on next page), so hybrid-electric vehicles, 
which use an internal-combustion engine 
for long journeys and an electric motor in 
town, will be a stop-gap to cut pollution 
and comply with laws limiting vehicle 
emissions. Then, from about 2005, envi- 
ronmentally friendly cars powered by fuel 
cells will begin to make an appearance. 
Eventually these vehicles, which will be 
able to run on hydrogen extracted from 


conventional hydrocarbon fuel, are ex- 


pected to displace petrol and diesel 
vehicles. 

In the meantime, before hybrid and 
fuel-cell vehicles materialise, the conven- 



















tional wisdom had been that ever-more re- 
fined petrol engines would dominate. Bet. 
ter catalysts would clean up exhaust 
emissions; more precise fuel injection- 
would make engines cleaner and more- 
economical. 

But now that politicians and the green: 
lobby are getting more worked up about 
emissions of global-warming gases, Euro- 
pean car makers are terrified that regula- 
tions will be brought in to limit carbon di- 
oxide emissions from cars, in the same way 
that toxic gases such as carbon monoxide or. © 
nitrogen oxides are subject to ever-falling 
statutory limits. This week the EU approved 
a voluntary deal with car makers to reduce 
carbon-dioxide emissions by a quarter. The 
easiest way to achieve changes like this will 
be to switch to diesel. 

That is because diesel engines are, typi- 
cally, 30% more fuel-efficient than petrol 
engines. Since they burn less fuel, diesel e 
gines produce less carbon dioxide. On th. 
other hand, they can be noisy, smelly and 
polluting in other ways. In particular, they 
produce nitrogen oxides and particulates- 
tiny bits of hydrocarbon soot, the result of ` 
incomplete combustion. The clever thing 
about common-rail technology is that, by 
improving combustion, it dramatically re- 
duces the level ofboth emissions and noise. 

Conventional fuel injection in a diesel 
engine involves a pump driven via a cam- 
shaft from the engine. The pump com- 
presses the diesel, which is then squirted 
into each cylinder in turn. But because the 
pump is driven by the engine, the injection 
pressure rises and falls along with the en- 
gine speed. This is inefficient, because the 
fuel is not always injected at the optimal 
pressure. 

The common-rail system, in contrast, is. 
more sophisticated, working. with much 
higher pressure and more precise control of 
the fuel flow. It has a continuously running |. 
high-pressure pump that sends fuel into a 
pipeline running along the top of the en- 
gine (hence the term common rail) at up to 
1,400 times atmospheric pressure. Because | 
the pump is not driven by the engine, the 
injection pressure can be optimised irre- 
spective of the engine speed. 

In addition, computer control of the 
fuel injection makes it possible to make 
several small “pilot” injections, achieving 
precise control over the combustion pro- 
cess. According to Steve Whelan of Ricardo, 
a consultancy that develops engine tech- 
nology, this improves fuel efficiency, re- 
duces the level of partial combustion prod- 
ucts, and makes the engine much quieter. 

Ricardo engineers have developed ad- 
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ditional technology that complements 
common-rail technology by optimising the 
way air swirls as it enters the combustion 
chamber through two separate inlet valves. 
This approach lies at the heart of a new die- 
sel engine from GM Opel, known as Ecotec, 
which (unusually for diesel) has four valves 
per cylinder. In future, an increasing num- 
ber of diesel cars are likely to sport “16v” or 
"20V" badges as this kind of multi-valve 
system becomes commonplace. Many 
manufacturers are also turbo-charging die- 
sels to increase air flow and further im- 
prove efficiency. 


Yet another refinement, exhaust-gas re- 


circulation (EGR), is being adopted as a way 
of cutting the amount of nitrogen oxide 
produced by diesel engines. By selectively 
passing up to half the exhaust gas back 
through the engine, the amount of oxygen 
available for combustion can be reduced. 
This forces the engine to operate at lower 
combustion temperatures, reducing the 
quantity of nitrogen oxide produced. 
There is, however, a fly in the ointment. 
While EGR can reduce the output of nitro- 
gen oxide, it can have the unwelcome side- 
effect of increasing the level of particulates. 
The trouble is that other methods of reduc- 
ing nitrogen-oxide emissions depend on 


catalysts that react very badly to sulphur: it 


wears them out. 


Which is why, launching his new little 
Toyota Yaris in Paris, Shoichiro Toyoda, the 
chairman of Toyota, called for the oil com- 
panies to reduce the amount of sulphur in 
European fuels to the levels that are com- 
mon in Japan. The oil companies are, un- 
surprisingly, reluctant to spend billions re- 
building refineries to do this, especially 
when low oil prices are hitting them hard. 
But the coming craze for diesel means that, 
sooner or later, they may have to dig into 


their pockets and comply. 








New batteries required 


Fe all its modern looks and aerody- 
namic curves, the General Motors 
Evi—one of the most advanced electric 


| cars in the world—is powered by 19th- 


century technology. Its lead-acid power 
pack is little different from those that 
powered the electric vehicles (Evs) of 100 
years ago, when electric cars outnum- 
bered petrol-driven ones. Their suprem- 
acy was to prove short-lived. The problem 
was, and still is, their batteries. 

When it comes to storing energy, bat- 
teries simply cannot compete with fossil 
fuel. The Evi’s 26 lead-acid batteries 
weigh a total of 533kg, and provide a 
gravimetric specific energy (the amount 
of energy stored per unit weight) of 31 
watt-hours per kilogram (wh/kg). The spe- 
cific energy of petrol, on the other hand, is 
11,840wh/kg, although a typical internal 
combustion engine harnesses only a 
quarter of this energy. Even so, batteries 
are puny by comparison. 

The result is that even with half a 
tonne of batteries, the Ev1 can travel only 
70 miles (about 110km) between charges. 
Worse still, its batteries take several hours 
to recharge from a household power out- 
let, though they can be charged faster with 
special (but expensive) equipment. The 
EVI is, in fact, rather like a petrol-driven 
car with a two-gallon tank that takes eight 
hours to refill.So if Evs are ever to become 
practical, they will need new batteries. 

The ideal battery would combine low 
cost with a high specific energy and a long 
life (determined by the number of times it 
can be recharged before wearing out). The 
US Advanced Battery Consortium 
(USABC), ajoint research venture between 
Ford, Chrysler, General Motors and the 
Department of Energy, has set itself the 
long-term goal of building a battery that 
costs only twice as much as current lead- 
acid batteries, but delivers six or seven 
times the specific energy—enough to pro- 
vide a range of 350 miles, about the same 


as a conventional car with a full 
tank. "That's the holy grail,” says 
Mark Verbrugge of UsABC. Simi- 
lar research is underway in Eu- 
rope and Japan. But so far, no 
battery even comes close. 

So most Evs on the road to- 
day are still based on old- 
fangled lead-acid or, in some 
cases, nickel-cadmium batter- 
ies. This year, however, has seen 
the first Evs based on the nickel- 
metal-hydride (NiMH) battery 
technology that is used to 
power portable computers. 
Compared with previous bat- 
teries, NiMH batteries offer a 
higher specific energy (80 
wh/kg), perform better in cold weather, 
and can be charged quickly. But they cost 
four times as much as lead-acid batteries. 

Computers and camcorders, mean- 
while, are moving over to newer batteries 
based on lithium-ion technology, with 
three times the specific energy of lead- 
acid batteries (95 wh/kg). But they are ex- 
pensive, and lithium is highly reactive— 
early lithium-ion batteries had a disturb- 
ing tendency to catch fire. Lithium-poly- 
mer technology, also developed for use in 
consumer electronics, is a more promis- 
ing new possibility. It is safer than lith- 
ium-ion, promises twice the specific en- 
ergy, and can be packaged in almost any 
shape. But it is even more expensive than 
lithium-ion. 

Another contender is zinc-air technol- 
ogy, which offers similar specific energy 
to lithium-polymer (around 200 wh/kg) 
but is available today. The drawback? 
Rather than being recharged like other 
batteries, zinc-air batteries have to be re- 
moved and replenished by chemical pro- 
cessing. This means they are suitable only 
for niche applications, such as delivery 
vehicles, where specialist recharging 
equipment can be installed at a central 





When electric cars ruled the earth 


depot. On the other hand, quick battery 
changes are possible. 

Then there are batteries based on mol- 
ten sodium-sulphur and sodium-nickel- 
chloride, which are being evaluated by 
Ford, BMW, Mercedes-Benz and others. 
They too offer impressive capacity, but 
they also require internal heaters, because 
they work only at temperatures of 300°C 
or so. If the heater fails, the batteries solid- 
ify, and stop working. 

Scarier still are zinc-chloride batteries 
(which emit chlorine gas during recharg- 
ing) and zinc-bromide batteries. One 
zinc-bromide-powered Ev was involved 
in an accident and released toxic fumes. 
Its driver had to be taken to hospital. 

Unfortunately for Ev purists, hybrid 
EVs (HEVs)—with small internal-combus- 
tion engines to recharge the battery and, 
in some cases, to drive the wheels di- 
rectly—offer almost all of the environ- 
mental benefits of Evs using existing bat- 
tery technology. They will become even 
more appealing as batteries slowly im- 
prove. Without a sudden and unexpected 
breakthrough, the dream of the pure, bat- 
tery-driven car looks destined to be left in 
the technological slow lane. 
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SCIENCE D TECH 1 
Plant technology 


Gilding cabbages 


Ms; is ek seen as a dirty 
business, full of grimy men and 


gritty landscapes. But now nature is being 
coaxed into cleaning up the act. "Phyto- 
mining"—using plants to extract valuable 
metals from the earth-—was once dismissed 
asa modern form of alchemy. But it is grad- 
ually gaining scientific ground as research- 
ers begin to understand, and enhance, the 
ability of some plants to soak up such ele- 
ments as nickel or gold. 

Among the phytominers are Chris An- 
derson and Robert Brooks at Massey Uni- 
versity in Palmerston North, New Zealand. 
In this week's issue of Nature, they report 
their success in forcing a distant relative of 
the cabbage, Brassica juncea, to extract gold 
from the ground. A substantial amount of 
the world's supply of gold is found, not as 
nuggets or rich veins, but as fine dust in the 
soil, or among the tons of broken rock 
(called tailings) left over from mining oper- 
ations. Squeezing the gold out of these 
sources by conventional techniques is 
hard, so a good deal of the precious metal 
lies ungathered. 

Brassica, however, can make the most 
of these rich pickings. Left to its own de- 
vices, Brassica has a tough time absorbing 
gold from tailings, since it is often bound 
to other materials that the plant cannot ab- 
sorb through its roots. But the New Zealand 
group has borrowed a trick from the min- 
ing industry, treating Brassica's gold-laden 
soil with ammonium thiocyanate, a chemi- 
cal which separates the metal from other 
substances. In the laboratory at least, 
Brassica's roots now seem able to soak up 
the metal and carry it to the stem and leaves 
where it is stored. When tested for their gold 
content, the plants contained 2,000 times 
more metal than usual. 

Dr Brooks does not yet know how easy it 
will be to harvest usable gold from plant tis- 
sues. And the cost of the process may make 
it unattractive to mining companies if the 
price of gold falls back from its current 
$300 an ounce. That said, Dr Brooks is al- 
ready testing his techniques out in the field, 
growing the plants on surface mines in 
Western Australia. Unfortunately, the 
plants can dig only so deep, because the 
ammonium thiocyanate that must be 
spread on the ground for them to do their 
job will penetrate and release gold only up 
to a foot below the surface. As a result, Dr 
Brooks has his eye on a natural gold re- 
leaser, a soil bacterium calléd Thiobacillus 
ferro-oxidans, that may be able to help his 
plants go about their business without 
some ofthe economic (and environmental) 
drawbacks of his present method. 

Brassica is not alone in its appetite for 
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metal. Alan Baker, atthe University of Shef-. 
field, has identified over 400 species which 






naturally take up zinc, cadmium and other 
metals in soils which would kill common- 
or-garden varieties. Some of these are al- 
ready being tested on field sites in America, 
Italy, Britain and New Zealand to pull 
nickel out of the ground. 

But it is not only gold-diggers who have 
an interest in these plants. Because they 
also absorb and concentrate toxic metals, 
such as lead, these natural collectors could 
help to decontaminate industrial waste 
sites, a process known as phyto- 
remediation. Richard Meagher and his col- 
leagues at the University of Georgia have 
been boosting the clean-up capacity of yel- 
low poplars, tobacco and other crops by 
adding bacterial genes that convert deadly 
methyl mercury into a far less toxic form. 

Such genetically engineered plants soak 
up methyl mercury from the ground, but 
avoid concentrating the nasty substance in 
their own tissues by passing the final, de- 
toxified version out into the atmosphere 
through the leaves. Mercury spills are still a 
problem in the western world, and are a 
growing concern in developing countries, 
















particularly in industries such as gold min- 
ing. Here Dr Meagher sees a two-fold pros- 
pect for his plants: cleaning up dirty sur- 
face mines, and, with. more molecular 
tweaking, one day concentrating precious 
metal from the ground. It may be a long 
way from a gold rush, but such plants could 
offer some farmers a rich harvest. 
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|! Radioactive taste 


HE American Department of Ener- 
gy’s Idaho Chemical Processing Plant 
| ic is not a lively place. There is, in 
fact, little life there at all—hardly surpris- 
| ing, since the ICPP processes spent nu- 
| clear fuel and is home to some of the 
| nastiest radioactive pollutants on earth. 
| But Michael Daly and his colleagues 
| at the Uniformed Services University in 
| Maryland and at the University of Min- 
| hesota want to turn this site and others 
| into a desirable address for at least one 
| species—a bacterium called Deino- 
| 





coccus radiodurans. In exchange for 

room and board, Deinococcus would be 
| expected to clean up the radioactive and 
| chemical mess around the place. In the 
|. October issue of Nature Biotechnology, 
| DrDalyandhisteam report how the bac- 
| terium has been kept to its side of this 
| bargain through genetic engineering. 
| Through billions of years of evolu- 
| tion, bacteria have developed unusual 
| biochemical traits that allow them to 
| thrive in environments lethal to most 
| other species. Like many other chemical 
| processing plants, the 1cpr has used, and 
spilled, some very nasty compounds 
such as toluene and trichloroethylene 
; (rce). Although some hardy bacteria can 
| makea meal of these chemicals, the radi- 
| ation at the icpp would kill them. 
l Deinococcus, however, is different. It 


has evolved super-efficient cellular ma- 


| 

| 
chinery for repairing the damage radia- 
tion does to its DNA. It also has up to ten 
copies of its genes, instead of just one, so 
even ifa few copies of an essential gene 
are destroyed, the bacterium has plenty 
of back-ups to refer to. 

Yet, despite this genetic abundance, 
Deinococcus lacks the genes to allow it to 
clean up industrial waste. Until now, 
that is. With. some clever molecular 
tricks, Dr Daly'steam has managed toin- | 
troduce four genes from another type of | 
bacteria with an appetite for toluene | 
into Deinococcus. The new and im- | 
proved Deinococcus can oxidise tolu- 
ene, an important step towards full de- 
toxification of the cancer-causing 
chemical (though Deinococcus will need 
to have more genes added before it can | 
do the whole job itself). Best of all, the 
hard-working bacteria operate well even | 
under continuous exposure to high 
levels of radiation. 

Eventually, Dr Daly hopes to engi- 
neer bacteria that can fully digest tolu- 
ene, TCE and other toxic organic mole- 
cules. Next on the menu are metal ions, 
such as uranium: Dr Daly hopes to get 
Deinococcus to trap radioactive sub- 
stances before they leach into the soil. 
Butso far, all this is still in the laboratory. 
Dr Daly has yet to see if his bacteria will 
keep their appetite when they dine at the 
ICPP, one of the hottest joints in town. 
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It’s the little things that are the most important. 





| Robeco Bank. 
Because there are more important things 
in life than money. 


When you've made some money, the last thing 
|». you want to do is worry about it. 
So at Robeco Bank, we listen to what you have to 
say and find out what you want. You outline your 
/.' views on risk and reward, then we customise a portfolio 
o fit your personal needs. 
There's no secret to our investment management 
or to our success. We fully explain how we use tried- 
and-trusted investment methods to meet your 
ndividual objectives. We call this process Structured 
ortfolio Advice. All you have to do to take advantage, 
contact us. By phone, fax, e-mail and post, or if you 
: prefer, in person, we set out to meet your | 
needs, cost effectively, wherever you are. 
Our aim is always for steady growth 



















through investment in the world markets. 

Seldom has private banking been so easy or so 
affordable. You can open a Personal Investment 
Account from as little as US$25,000. Talking of 
which, if you had invested that amount in Robeco N.V. 
at the end of June 1988, 10 years later it would be 
worth US$84,625. 

It's this kind of performance, year after year, that 
has made the Robeco Group one of the most respected 
investment houses in Europe with assets of over 
US$80 billion. It has also given our clients one less 
thing to worry about. 

jvears Why not call us today in Geneva on 
j (41) 22 939 01 39 and start looking after 
@ tbe more important things? 








— — — —Á— ——À— 





x To the Manager, Robeco Bank (Suisse) S.A., 16 chemin des Coquelicots, Case Postale, CH-1215 Geneva 15, Switzerland, 


Pax (41) 22 341 13 92. e-mail: info@robecobank.ch 





Reference: C EC A 41 98 (Please quote the reference.) 


- OL would like to open a Personal Investment Account. Please send me an account-opening package. 
CODE Please send me more information about Structured Portfolio Advice from Robeco Bank. 
: In English O German O Dutch O French [I (Tick appropriate box) 


~ Mr/Mrs/Miss/Ms" Surname and initials — — — — 





.. Year of Birth 


 Profesion —  — Street 
` Postcode. Country — 
o Telephone: daytime/evening’ — Country Code — _ Area Code Number — 


ee D “Delete as appropriate 














"i need some calm before the storm." 





How your day ends depends a great deal on how it begins Belore vou plunge into the bustle of Tokyo and the hustle of busine ss 


deals, you need some serenity Half of any battle is the preparation and at Four Seasons Hotel Tokyo 





preparation is an art. With a minimum of fuss, you'll find your clothes pressed within the hour and your 

shoes shined with our compliments, while you linger over breakfast and your favourite newspaper Ü 

FOUR SEASONS HOTEL 
Trk we al ot o 


Al] ol which will leave you just a little more time to contempl ite the ancient Japanese 


garden outside your window. For reservations, ph ne your travel counse llo: or call us directly 


SEKIGUCHI 2-CHOME, BUNKYO-! OKYO 112, JAPAN TEL. (813) 3943-2222 FAX. (813) 3943-2300 WEB SITE: www.lourseasons 
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Barnes, Faulks, Binding, Mantel 


Exiles trom history 


In this season of literary prizes, we asked our fiction reviewer to pick four 
books that stand out in a rich crop of new British novels 


AYBE it's something they put in the 
island's water, but it is surprising 
how much is shared by these four widely 
disparate British novels: the idea of history 
arrested, of cultural amnesia, of moral and 
spiritual exile. "When human memory 
runs out, there is a memory of animals; be- 
hind that the memory of the 
plants...Unless we plead on our knees 
with history, we are done for, we are lost." 
So says Hilary Mantel's hero, an 18th-cen- 
tury storyteller, in her strange new novel 
"The Giant, O'Brien". But something like 
that, though perhaps in very different ac- 
cents, might equally have been thought by 
Julian Barnes's heroine Martha Cochrane 
in "England, England"; or by Sebastian 
Faulks's Charlotte Gray in his novel of that 
name; or by Ned Luscombe or Gerhard 
Lentsch in Tim Binding's rich and atmo- 
spheric novel, "Island Madness", about the 
German occupation of Guernsey during 
the second world war. 

The sense of exile from the past sits nat- 
urally in the jarred perspective of this war- 
ring century, and Sebastian Faulks milks it 
for all it is worth. After the brute realism of 
his earlier novel “Birdsong”, set mainly in 
1914-18 France, Mr Faulks has moved into 
soft focus for “Charlotte Gray”: Charlotte, 
the compassionate, sexy, well-read (Proust), 
clean (such underwear) and fragrant (lily of 
the valley) undercover agent is parachuted 
into Vichy France on a minor errand. Her 
task completed, she stays on in order to ful- 
fill a personal mission in which love re- 
deems and salvation is found, while for 
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good measure the mysterious wound to her 
childhood innocence, dealt by her father’s 
memories of action on the Somme, is 
healed. 

It is a lush brew, the inhumanity of his- 
tory dissolved in the love of a good 
woman—nice to curl up with. Steven 
Spielberg would love it. But the bits that 
really carry their weight are not Charlotte's 
so much as Mr Faulkss glimpses of 
Pétainist France in action ("the principal 
aim", says the local French police chief, 
"has been to collaborate with the occupier 
in order to safeguard [France's] indepen- 
dence"), and the scenes involving the Jew- 
ish arrests and deportations to the con- 
centration camp at Drancy. Here the 
author's habit of minute observation, else- 
where so often prolix, imparts tension and 
pathos. Doomed children are usually a safe 
bet, but his two little boys earn readers' 
tears. 

However, for the atmosphere and psy- 
chology of occupation and collaboration, 
Tim Binding's “Island Madness" is alto- 
gether more searching. Ostensibly a tightly- 
made whodunnit, it has in fact a more 
open structure than "Charlotte Gray". 
Without the heroine-centred, questlike fo- 
cus of Mr Faulks's romantic narrative, Mr 
Binding is able to move freely among a va- 
riety of characters, up and down the social 
scaleand across both sides, keeping his eyes 
on the actualities of power and collusion, 
and letting the grand implications speak 
for themselves. 

A whole world emerges: mute defiance, 


opportunism, beleaguered decency—even 
redemptive love, though not in so many 
words. There is no Charlotte here, only Ve- 
ronica, a local girl turned sexual collabora- 
tor, who takes pity on a despised "for- 
eigner", an escapee from the forced labour 
gangs brought to the island from all over 
occupied Europe. The Germans, too, have 
their shades and degrees: the commanding 
officer Lentsch, civilised but undermined 
by the falsity of his position; Captain 
Zepernick, handsome and heartless; and 
the grotesque Bohde, tape-measure ever in 
hand, engaged in a study of the perfect 
breast. Somewhere in the middle is the tor- 
mented visionary Van Dielen, a Dutch 
building contractor, whose concrete is 
slowly shaping the ultimate inferno, an un- 
derground slaughterhouse dug beneath 
their feet by the starved and dying 
"foreigners". 

It is an impressive novel, powerfully 
written, its profundities carried without 
advertisement. Utterly different in style, 
but equally haunted by the proximity ofthe 
pit, is Hilary Mantel's "The Giant, O'Brien". 
England is now the enemy, Ireland the oc- 
cupied country, its myths and history hang- 
ingon the breath of its poets. O'Brien is one 
of the last, his gigantic stature a metaphor 
in his native land, but in London, to which 
he and his companions travel, no more 
than a fact, fit only for a freakshow. There, 
O'Brien's strange crew of innocents and 
simpletons falls prey, either in body or 





THe GiANT, O'Brien. By Hilary Mantel. 
Fourth Estate; 211 pages; £14.99. Henry 
Holt; $22. 

ENGLAND, ENGLAND. By Julian Barnes. 
Jonathan Cape; 266 pages; £15.99. 
CHARLOTTE Gray. By Sebastian Faulks. 
Hutchinson; 400 pages; £16.99. Random 
House; $24.95. 

ISLAND MADNESS. By Tim Binding. Pica- 
dor; 360 pages; £15.99 
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soul, to materialism, its purest expression 
being John Hunter, a Scottish anatomist, 
for whom life’s spring lies maddeningly in 
the entrails of the dead. 

The novel demands to be read like this, 
as a fable, for while it roots around in the 
stench and swill of life, it is at the same time 
a highly figurative tale about truth versus 
fact, about meaning, and the power of lan- 
guage both to carry and destroy it. 

Ms Mantel is herself a demonstration of 
her novel's theme, with an ear worthy of her 
giant, not just for his Irish music—that "sil- 
ver tree amongst whose branches rest all 
the melodies of the world"—but for the 
clack of its antithesis. All the deathliness 
that she wishes to convey by the idea of sci- 
entific materialism is caught, for example, 
in her description of Hunter with one of his 
cadavers—probing "with expert digit the 
frigid cavity of her pelvis". 

"We abandon our own language be- 


Fortified wines 
Vini nobili 


Sweet wines are alcoholic, fattening 
then are they enjoying such success? 


OST people have sampled sherry; 
they may even have tried vintage 
port. But few have tasted the full range of 
heavy sweet wines made all over Europe 
since the Middle Ages. Often produced 
only in tiny quantities, they don't usually 
travel well unless they are treated. As new 
ways of doing this are discovered, these 
wines are becoming increasingly popular. 
Quite how much there is on offer, of 
wines that were drunk as far back as the 





cause we need extra words, for things we 
never imagined; and because there are su- 
perfluous words in it, for things we cannot 
imagine any more." The giant's thoughts re- 
cur almost exactly in the mind of Julian 
Barnes's Martha Cochrane as she sits in a 
church groping for a way out of her own 
cynicism: “one of the problems is . . . the se- 
rious words have been used up over the 
centuries by people like those vicars listed 
on the wall. The words don't seem to fit the 
thoughts nowadays.” The word she is after 
is “salvation”, her thoughts until then hav- 
ing been devoted to Mr Barnes's brilliant, 
Swiftian fantasy: a virtual England called 
England, England, set up on a now inde- 
pendent Isle of Wight, complete with repli- 
cas of all the mainland heritage attractions 
(Stonehenge, Harrods) and with recreat- 
ions of the 50 quintessences of Englishness 
(robins in the snow, the Battle of Britain). 
The whole thing is conceived and elab- 





The Booker prize shortlist* 
Bookmakers' odds 


Master GEORGIE. By Beryl Bainbridge 6-4 
AMSTERDAM. By Jan McEwan _ 7-4 
BREAKFAST ON PLUTO. By Patrick McCabe — 4-1 
ENGLAND, ENGLAND. By Julian Barnes 531 
Tue INDUSTRY OF SOULS. By Martin Booth 12-1 
THe Restraint OF Beasts. By Magnus Mills 12-1 
Source: Ladbrokes 









“Winner announced on October 27th 








orated in the jargons of marketing and lei- 
sure theory with a mad, po-faced inventive- 
ness that is also entirely plausible. Mr 
Barnes's "England, England” is the peace- 
time equivalent of all the wars in these 
books. Perhaps it beats them, for no de- 
scription of war or occupation could give 
readers a sense of history, culture and lan- 
guage being so smoothly and so speciously 
emptied of meaning. 

a 





and unstable when transported. Why 


Holy Roman Emperors, was made clear at a 
recent exhibition in the Moorish fortress 
that dominates the city of Jerez, Spain, ofall 
the still wines which are not simply the re- 
sult of fermenting normally ripened 
grapes. The first “Vinoble” exhibition 
brought together wines from France, Ger- 
many, Austria, Spain and Italy, as well as 
unlikely places like Crimea and Lanzarote 
in the Canary Islands. Many were the stuff 
of legend: Hungarian Tokay, the wines of 


Chateau d'Yquem: made with love, sold for money 
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Massandra in the Crimea which were 
drunk by the Tsars, as well as wines of con- 
siderable historical interest—like the Ali- 
cante which kept Magellan and his crew go- 
ing as they embarked on the first 
circumnavigation of the world. Many were 
sampled in special tastings with blue 
cheese (ideal with Sauternes and tawny 
port), foie gras (Chateau d’Yquem) and even 
sweet cakes and chocolate. 

The variety of methods used to stabilise 
these wines was bewildering, though the re- 
sults were all concentrated and what wine 
experts call *long"—their taste did not fade 
immediately the last drop had been swal- 
lowed. The methods range from simply al- 
lowing the grapes to shrivel, either on the 
vine or by spreading them on mats after 
harvesting—like Italian recioto wines. 
Present in force were “botrytised” wines, 
from Sauternes south of Bordeaux, and the 
Beerenauslese and Trockenbeerenauslese 
wines from Germany and from round the 
shallow and mysterious Lake Neusiedler in 
southern Austria. As the name implies the 
grapes have been attacked by a mushroom 
fungus, "botrytis cinerea" which trans- 
forms them into unappetising raisin-like 
fruit covered in a thin white dust, from 
which are painfully extracted drops of liq- 
uid amber. 

But many more ofthese wines owe their 
stability to the addition ofalcohol, either to 
the unfermented grape juice, or (like port 
and the misleadingly-named vins doux 
naturels from the South of France) to juice 
that has fermented for a few days, rather 
than the couple of weeks required by the 
yeasts which act as catalysts to turn all the 
sugar in the grape juice to alcohol. 

Some of these wines, even the best, have 
been out of fashion for a long time but are 
beginning to make a comeback, like those 
made in Montilla near Jerez from the Px 
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Publications on Regional Cooperation 


Growth Triangles in Asia 


A form of regional economic cooperation that | 

has gained rapid acceptance in Asia during | 

the past decade, growth triangles bring | 

together the resources of neighboring 

countries to foster economic development. The papers 


| in this collection focus on seven cases. 


The first edition of this book was an outcome of the Workshop | 


| on Growth Triangles in Asia, held in Manila in February 1993. 


| This extensively updated edition, which includes four new 
| chapters, defines, explores, and debates the issues surrounding | 
| the establishment and development of growth triangles and. 
| discusses their potential. The contributors are all regional. | 
| scholars, well known for their experience and expertise in the | 


| field. Price: $55 (hardback). Publication Date: 1998 


- | East ASEAN Growth Area: 
Brunei Darussalam-Indonesia- 

| Malaysia-Philippines 

| Volumes | to VII 

| Price: $15 per volume (paperback) or 


| $100 for set of seven volumes. 
| Publication Date: 1996 


Economic Cooperation in the 
Greater Mekong Subregion: 


Facing the Challenges 
ISBN: 971-561-087-0 

Price; $15 (paperback) 
Publication Date: 1996 


|| Indonesia-Malaysia-Thailand 
| Growth Triangle: Theory to 

., Practice 
| (SBN: 971-561-069-2 
t Price: $15 (paperback) 
| Publication Date: 1996 
| For these and other ADB publications, contact 
i "Asian Development Bank, Publications Unit, 


FO: Box 788; 0980 Manila, Philippines 
Fax: (632) 636-2648; Email adips siandevbank.org 


Asian Development Bank 


D/96/018 
STRENGTHENING THE ELECTION 
COMMISSION FOR IMPROVEMENT 
IN THE ELECTORAL PROCESS 


A TECHNICAL ASSISTANCE PROJECT OF THE 
BANGLADESH ELECTION COMMISSION 
WITH FUNDING FROM THE UNITED NATIONS 
DEVELOPMENT PROGRAMME 


The Bangladesh Election Commission intends to improve its 
system of voter registration for the country's 60 million voters, 
with approximately 2.5 million more women and men 
becoming eligible to vote each year. To assist in this work, the 
Election Commission wishes to employ an international 
consultancy firm with global experience in voter registration, 
particularly in developing countries. The cost of such work 
will be met from a grant received from UNDP. 


For further information, interested firms may contact UNDP, 
citing BGD/96/018, at GPO Box 224, Dhaka 1000, 
Bangladesh, or fax: (880 2) 813196, or alternatively e-mail: 
fo.bgdé&undp.org 


Deadline for enquiries: 21 days from the publication of this 
advertisement. 
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(Pedro Ximenez) grape. This normally pro- 
duces wines so sweet they are employed al- 
most exclusively as sauce for vanilla ice- 
cream. But a small firm, Bodegas Toro 
Albala, allows the px to mature in Ameri- 
can oak. When old enough they emerge 
with a unique concentration of grape 
sugar. Another surprise was an ideal apéri- 
tif, the dry, nutty, Terre Arse, from Florio, 
the leading merchants in Marsala on the 
extreme west of Sicily—wine made accord- 
ing to the “English recipe” introduced by a 
British merchant, John Woodhouse, in 
1773. 

The Tokay wines have benefited from 
the input of a number of international in- 
vestors from France, Spain and Britain who 
are restoring them to their pre-communist 
glory. But the two most commercially im- 
portant wines on view were the sherries 
made from grapes grown on the chalky 
slopes round Jerez itself and the port wines 
from the Douro valley inland from Oporto 
in Northern Portugal. 

Since 1960, port and sherry have en- 
joyed very different fortunes. Sherry has 
been hit by its association, in Britain any- 
way, with aged spinsters tippling after tea, 
and by the flood of cheap sherries sold by 
the Rumasa group in the 1970s and 1980s. 
Even the current fashion for tapas, the 
Andalucian hors d'oeuvres which are ideal 
accompaniments for dry fino sherry, has 
not helped. 

Hard to believe, but sherry's sales out- 
side Spain are now less than those of port 
whose exports have trebled since their low 
point in the mid-1960s. Traditionally port 
drinkers were either aristocrats sipping 
vintage or charladies in pubs slurping 
cheap ruby port with lemonade. But in the 
last 30 years this “Upstairs Downstairs” im- 
age has been transformed by a succession 
of port types—tawny, late bottled vintage 
and the like—which have filled in the gap 
between the two. 

Port's success is a shining example to 
purveyors of other wines which are also 
sweet, heavy and very alcoholic—at 20 de- 
grees they are half as strong again as ordi- 
nary table wines—and thus in theory des- 
tined for the scrapheap by the normal 
standards of modern drinking with its 
preference for light, dry wines. There's hope 
even for Massandra yet. 
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Microsoft 


Big, bad Bill 


BARBARIANS LED BY BILL GATES. By Jenni- 
fer Edstrom and Marlin Eller. Henry Holt; 
256 pages; $23.50. 

THE MICROSOFT FILE. By Wendy Goldman 
Rohm. Times Books; 313 pages; $25.95 


S MICROSOFT prepares to enter the 
dock in its long-awaited antitrust trial, 
two new books claim to tell the inside story 
of how the software giant squashes rivals 
and drives its business relentlessly forward. 
These are by no means the first books 
on Microsoft, nor will they be the last. As 
well as being the biggest company in the 
world by market value—it overtook GE just 
the other day and is now worth nearly $260 
billion—it is also quite possibly the most 
controversial. The company's founder Bill 
Gates—famously, the richest man in his- 
tory—says he dislikes all the books so far 
written about Microsoft. Although these 
new ones differ greatly, neither is likely to 
find any better favour with chairman Bill. 

“Barbarians Led by Bill Gates" is by two 
people who should know Microsoft ex- 
tremely well. Jennifer Edstrom is the 
daughter of Pam Edstrom, the woman who 
has honed Bill Gates's image as geek over- 
lord since the company's earliest days and 
was responsible for master-minding the ex- 
traordinary marketing hype surrounding 
the launch of Windows 95. Marlin Eller 
was a senior developer who, like many vet- 
eran Microserfs, left the company indepen- 
dently wealthy when his share options 
vested 

Their thesis is that Microsoft's domina- 
tion of the computer industry has come 
about more through luck than strategic 
brilliance or exceptional ruthlessness. No 
doubt, much to Pam Edstrom's disap- 
proval, daughter Jennifer and her fellow 
author depict an almost directionless com- 
pany riven by turf wars and the rivalries of 
feuding barons intent only on interpreting 
the frequently delphic utterances of the be- 
spectacled one. Mr Gates himself is por- 
trayed as an autocrat—short-fused and in- 
creasingly out of touch—who has little 
interest in the engineering problems 
caused by his constant tactical 
manoeuvrings and only a shaky grasp of 
major technological trends. 

The huge market success of Windows 
comes as a complete surprise to everyone, 
while the effort to destroy Netscape origi- 
nated with developers who were provoked 
by the bumptious claims of that Internet 
browser company's boy-founder, Marc 
Andreessen. 

Although Mr Eller and Ms Edstrom of- 
fer some enjoyable vignettes of the horrors 
of life on the campus in Redmond, where 
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Swear to God, it's the truth 


Microsoft resides, the book suffers from Mr 
Ellers exclusion from the senior executive 
inner-circle. His is a limited world in which 
heroic developers on “death marches" rou- 
tinely save Microsoft's bacon despite the 
best efforts of the sycophants and buffoons 
who pay court to King Bill. 

If Mr Eller and Ms Edstrom think that 
almost everything that happens at 
Microsoft is a serendipitous accident, 
Wendy Goldman Rohm is of the opposite 
persuasion. A laser-sharp strategic vision, 
meticulous planning and execution, a cyni- 
cal and contemptuous view of both rivals 
and regulators are what puts Microsoft on 
top and keeps it there. For Ms Goldman, 
Bill Gates is a very evil genius indeed. Per- 
haps not surprisingly, little, ifany, of her ev- 
idence comes from sources within Micro- 
soft. Rather, her considerable reportorial 
energies have been focused on the bloody 
and often terminal experiences of competi- 
tors and the escalating legal efforts to re- 
strain the way in which Microsoft both 
maintains and leverages its monopoly of 
the PC operating system. 

Much of what Ms Goldman writes will 
be familiar to readers of two earlier books 
by James Wallace—“Hard Drive" and 
"Over Drive"—although her account of the 
crushing of DR-DOS, a rival to MS-DOS, 
Microsofts pre-Windows operating sys- 
tem, provides new detail. 

Most compelling is the government's 
increasing exasperation with Microsoft 
and the sheer weight of evidence concern- 
ing abusive and illegal business practices 
that seems to have been accumulated. As a 
primer for anyone wishing to follow the 
trial, this book is valuable, even if Ms 
Goldman seems addicted to a strange (and 
often hilarious) purple prose. 
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Tales of Hollywood 


Hate the sin, hate the sinner 


The travails of a controversial new American film may say less about Holly- 
wood than about a national obsession, a critic reports from New York 


ODD SOLONDZ' new film, “Happi- 

ness" seemed destined to be an inde- 
pendent hit last June. The dark, suburban 
comedy was the work ofa 38-year-old direc- 
tor considered by some of his more enthu- 
siastic fans as the next Woody Allen. Its dis- 
tributor, October Films, was awash in mon- 
ey after being acquired by Universal Pic- 
tures. Its producers were Good Machine, 
independent veterans who made “The Ice 
Storm", "The Wedding Banquet" and other 
low-budget hits. “Happiness” won the In- 
ternational Critics Prize at this year's 
Cannes Film Festival. But a month later, 
October, its once-proud parent, had to 
abandon the film because it dealt contro- 
versially with paedophilia. 

The movie tells parallel stories about 
three sisters in New Jersey and the people 
in their lives searching for love and mean- 
ing. Difficult indeed, no matter which exit 
on the New Jersey Turnpike you live near, 
and particularly difficult for the film's lone- 
liest misfit, a paedophile psychiatrist who 
drugs his son's schoolmate and then has his 
way with the boy. 

Recounting that gruesome act did not 
repel audiences who sat through the two- 
and-a-half hour film at Cannes in May. Nor 
did it drive away viewers at the Toronto in- 
ternational film festival last month where 
more than 100 people failed to find seats at 
a packed press screening. But when Edgar 
Bronfman Jr, the head of Seagram which 
owns Universal Pictures, heard what the 
film was about, he blanched. As October's 
new owner, Universal invoked a morals 
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clause in the contract and forced its subsid- 
iary to drop the film. Though October had 
built its reputation on distributing gritty, 
low-budget movies by young directors, the 
firm swallowed hard and complied. 

“Happiness” is now being released by 
Good Machine, its original producer, 
which bought back the distribution rights. 
So the film will reach an audience when it 
opens on October 11th, though almost cer- 
tainly a smaller one than the marketing 
muscle of Universal could have pulled in. 

Some of Mr Solondz's defenders see the 
"Happiness" affair as a question of creative 
independence under the corporate um- 
brella. Though that conflict is as old as Hol- 
lywood, it has taken new form since Disney 
started a trend five years ago by buying 
Miramax Films after the upstart distributor 
had scored hard at the box-office with new- 
wave hits such as “Reservoir Dogs” and 
“The Crying Game”. Before merging with 
Time-Warner, Turner Entertainment 
bought Fine Line Features, another ad- 
venturous independent. Two other majors, 
Paramount and 20th Century-Fox, started 
"classics" divisions in the mid-1990s. 

The implicit bargain between majors 
and independents was simple enough: the 
big studios would provide cash and mar- 
keting in return for new talent and risky 
ideas. In obliging October to drop *Happi- 
ness", was Universal therefore not reneging 
on its side of the deal? Well, yes and no. 

As a commercial decision, Universal's 
action looks defensible: stuck with an Nc- 
17 rating (the last step before x-rated soft 


porn), "Happiness" was never likely to get 
decent ad revenues or video-store place- 
ments; and, even if it earned out on the art- 
house circuit the $2.5m it cost to make, it 
would provoke lasting bad will from the 
family-values campaigners. You cannot ob- 
lige a company to lose money for the sake of 
moral subtlety or artistic choice, not in Hol- 
lywood at any rate. 

Nor is "Happiness" strictly a David- 
and-Goliath affair: Tim Robbins headed an 
A-list of actors with a string of anti-estab- 
lishment credits who turned down the role 
ofthe psychiatrist; and, when Sony Pictures 
Classics tasted the script early on, it judged 
it too extreme. 

The fact is that paedophilia is not, or 
notsimply, just another daring subject for a 
movie. Lately, it has become a national pre- 
occupation, not to say obsession. Pictures 
of “missing” children are printed on milk 
cartons. Tv talk-shows compete for guests 
who can tell the nastiest stories about pa- 
rental abuse. A growing number of states 
are requiring registration of convicted sex 
abusers. In 1996, Congress passed legisla- 
tion banning the depiction of a child or 
any actor resembling a child in a sex act. 
Though some child-protection campaign- 
ers scoffed at the effectiveness of these new 
restrictions, Adrian Lyne, the director of 
"Lolita" (see photograph), spent months in 
an editing room with a lawyer to ensure 
that his adaptation of Vladimir Nabokov's 
novel would not be found illegal. (After 
long delay, the film opened in America on 
September 25th.) 

So was Mr Solondz's mistake to tackle a 
taboo? Even that is not quite the end of the 
story. In a few weeks time, a handful of 
American cinemas will show “The Celebra- 
tion", a movie by Thomas Vinterberg about 
a disastrous family reunion at which one of 
the sons reveals the father as a chronic 
abuser of all his children. The work hails 
from Copenhagen and only Danish-speak- 
ers will understand it without subtitles. The 
distributor is October Films. 

What then really caused Mr Solondz 
grief? His mistake, surely, is to have gone for 
moral complexity. The paedophilic shrink 
in “Happiness” is not evil incarnate but an 
anguished soul. The film exploits a trou- 
bling fact about the moral sentiments: you 
can feel strong sympathy for people who do 
revolting things even as their deeds disgust 
you. And, more unsettling yet, the film pur- 
sues its theme with humour. Mr Solondz is 
not repentant. He has collected his direc- 
tor's fee and is introducing the film at the 
New York Film Festival before its general 
release. If he had not faced the paedophile 
character “head-on”, he says, he might as 
well have made another serial-killer movie, 
a recent staple of the studio-backed inde- 
pendents. Not one of those was pulled be- 
cause it was too violent. 
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Fiamma Ferragamo 


TROLL down the Via di 

Tornabuoni in the centre of 
Florence and turn into the 
Feroni-Spini Palace. On the sec- 
ond floor is the museum started 
by Fiamma Ferragamo's family 
in 1995. It may not be the Uffizi, 
but it is perhaps more fun. 

The Ferragamos are one of 
the industrious families that 
have been the driving force of It- 
alys economy. If you have al- 
most everything that millions of 
lire can buy, what could be nicer 
than a museum? Not even Bill 
Gates has his own museum, and 
indeed a collection of old com- 
puters might be of limited inter- 
est. Shoes, though, are intimately 
personal. "How beautiful are 
thy feet with shoes, O prince's 
daughter" rhapsodises the 
*Song of Solomon", the sexiest 
of the books of the Bible. Some 
3,000 years later Miss 
Ferradamo would have been 
happy to have endorsed that 
sentiment. 

Italy has corrupt politics and 
the Mafia (as it once had the Bor- 
gias) but it also has great indus- 
trial designers (as it once had 
great painters). With their seduc- 
tive products, the likes of the 
Ferragamos, the Guccis (another 
Florentine business family) and 
the Armanis have softened the 
world’s view of Italian society. 

In the Ferragamo family 
each of the six children was given a bit of the firm to run. One 
deals with scarves and ties, another looks after the Japanese mar- 
ket, and so on. Fiamma Ferragamo, the eldest, designed the 
shoes. She joined the firm at 16 when her father, Salvatore, the 
founder of the firm, was still alive. She was the only child to work 
with him. 


The happy return 


Salvatore Ferragamo came from a poor family of 14 children ina 
village near Naples, emigrated to America and, after a number of 
jobs in shoe factories, set up his own shoemaking business in 
Hollywood. If you happen to see a silent movie starring Mary 
Pickford, the shoes she is wearing were probably made by 
Salvatore. Pola Negri, Theda Bara and many other once famous 
and now forgotten stars made him suddenly fashionable. He 
had studied the anatomy of the foot at university, or so he told 
his clients. To pep up production he set up an assembly line with 
each worker making part of a shoe by hand. It was the same way 
that Ford made cars, except, Salvatore said, every one of the 350 
pairs of shoes produced each day was different. This was the 
foundation of the Ferragamo fortune. In the 1930s Salvatore re- 
turned to Italy, a poor man made good, married a doctor's 
daughter, Wanda (now president of the firm), and bought a Re- 
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Fiamma di San Giuliano Ferragamo, shoe 
designer, died on September 28th, aged 57 


naissance villa outside Florence, 
where Fiamma and the other 
children were brought up. 

Fiamma Ferragamo showed 
her first collection of shoes in 
London in 1961 when she was 
20. Salvatore had died the previ- 
ous year, and the family was de- 
pending on her to provide the 
creativity that is the basic bank- 
able asset in the ephemeral 
world of fashion. The show did 
well and Miss Ferragamo was a 
star. Famous feet were happy to 
be seen in her shoes. Eventually 
she won many of the awards 
that the fashion industry be- 
stows on its favourites. 

Famous feet are good public- 
ity, but, as in the rest of the fash- 
ion industry, success in shoe- 
making depends on selling to a 
wide market; and by now ma- 
chinery had been put into the as- 
sembly line to push up produc- 
tion well beyond Salvatore's 
ambitions. 

Miss Ferragamo designed a 
shoe for “Ever After’, a film 
about Cinderella, possessor of 
the most famous feet in history. 
It is a pretty thing of satin, cov- 
ered in pearls and beads and 
based on a design by Salvatore 
in the museum in Florence. It is 
much admired on Drew Barry- 
more’s dainty feet in the film. 
But Salvatore and his daughter 
found that dainty feet are not all 
that common outside fairy tales. However, in their designs they 
provided a bit of magic too. Miss Ferragamo was a clever sales- 
woman. In her travels around stores in America and Europe, she 
would point out that one of the selling points of Ferragamo 
shoes is their range of fittings. Every size comes in seven widths. 
Quoting a dictum of her father, she said, “High fashion and 
comfort are not incompatible.” So try this for size, Madame Ele- 
phant. No, your feet do not look big at all. Well, not very. 

The posh label did well in the mass market. In 1994 the com- 
pany’s turnover (including other fashion goods as well as shoes) 
was 516 billion lire ($320m). In 1996 the company swallowed 
Emanuel Ungaro, a French fashion firm. 

An early design by Miss Ferragamo, a simple shoe with a 
round toe and a small heel called the Vara, is still selling well 
more than 30 years later. It is seen as a statement of good taste, 
and is not expensive as chic shoes go: £115 ($194) in Ferragamo's 
London shop. Imelda Marcos bought several pairs. The scoffing 
about Mrs Marcos's seemingly insatiable desire for shoes has 
come mainly from men. Many wealthy women have cupboards 
jammed with shoes, and less wealthy women envy them. Col- 
lecting shoes is probably no more silly than collecting postage 
stamps or vintage teddy-bears. And more practical, Miss 


Ferragamo would argue. 





101 








nv 


has 


er 


il, Oe. n o9 an 


een ne uda io li A Dy 






































COMPETING IN THE GLOBAL KNOWLEDGE ECONOMY 


Managing Multinational Enterprise 


Led by Professor Yves Doz, the Timken Chaired 
Professor of Global Technology and Information 





and his distinguished faculty team, a group of senior 
executives spend eight busy days exploring 





how to build the network organisation: 
o The knowledge management challenge: developing 


- re capabilities for worldwide advantage; 
Rising pressures and unprecedented opportunities i 


arc forcing many multinational companies to embark 
upon a path of more radical change than ever before. 


e Managing the transnational corporation: pitfalls and 
opportunities of cross-cultural management; 


» Information technology and organisational capabilities 


eer ale or global knowledge-sharing; 
The new multinational organisation creates Jrg J g 


advantage on a worldwide scale. It sustains this + Managing corporate transformation: the leadership 
advantage by simultaneously accessing, assimilating solution. 

and leveraging competencies and knowledge from . T ; 
around the world, between industries, locations and “MME was like swimming 
cultures hitherto unrelated, with all the complexity in a sea of ideas" 

Network Systems Strategy Officer, AT&T, USA 
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THE UNIVERSITY 
OF BIRMINGHAM 


THE BIRMINGHAM BUSINESS SCHOOL 


IN INTERNATIONAL 
B NKING & FINANCE > 
Specialisms offered in 
stments, ‘Banking and Corporate Finance 


For detail sof our full me p programmes 


Write 
yourown 


reference. 








The Birmingham Bu oo $c ool; Priorsfield, Edgbaston, 
Birmingham B15 2RU. 


: Telephone 0121 414 6239. Fax 0121 414 3358. 





Visit ı us p" GMAC MBA Forums, USA and 
Europe; KAPLAN MBA Fairs in Europe 





| Economic Policy Management Program | ---—-—-—---- -—-——------ T4 


With the sponsorship of 
the Economic Development Institute of the World Bank Company 
and the French Ministry of Foreign Affairs 





Address. 








| Graduate Program in Economics 
|^* The EPM Program aims at providing a high-quality training, over a 
period of 14 months, in the field of making and implementing economic 
“policies. It focuses on developing countries and countries in transition 
towards a market economy. 





be Se Ee etal 


Ce A ten-month academic component and a four-month internship. 


‘Master in Economic Policy Management from the University of 
Auvergne. 


: Participants 
ng mid-career policy makers and professionals of ministries such as 
Pla or Finances, Agriculture, Health, Trade... 
* Participants from parastatals or the private sector are also most welcome. 


About 120 participants from more than 50 countries benefited from the 
program since 1994. 


Ag plications for the 6th Program (October 1999 - November 2000) 


“The 6" Program begins in October 1999. Applications for the Program 
| should be received by CERD before December 1, 1998, 


* For application forms and additional information, please contact : 


Professor Patrick Guillaumont 

CERDI 

Programr e GPE 

65, bou ;vard Francois Mitterrand 
: 63000. Clermont-Ferrand, France : 

Telep sone 5:334.78.43.12.30 ; : P EACHING AND RRESARCH 

Fax 283:4.73.43,12.28 riis : : 


“Een ail : p messeantcerdi a-clepitontl tr feet us at the AMBA Fair, London and GMAC Fairs, USA 








NOMIAT OCTORER 10TH 1998 





LASALLE UNIVERSITY 
Off Campus Degrees 
BACHELOR * MASTER'S * DOCTORATE 
Credit for Work & Life Experience 


































UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions, 


Complete Your Degree Now! 
BS, MA, MBA, Ph.D. 


Send resume for no-cost evaluation or fax 











Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by century ia aig HN 
tilizing your life and work experience. lege equivalent credits are MN > ; 620 Lotus Dr. N. + Mandeville, LA 7047| USA 
given for your: Job, military, company training, Industrial i j nive http///www.distance.edu 
courses, seminars and business e 

We accep! college credits no matter when taken. Albuquerque, New Mexico 8710 U.S.A LASALLE EDUCATION CORPORATION 


Our graduates are recognized for their achievements in business and 
industry. We will assist you in completing your degree requirements 
at your own pace through home study. 


“As you know Send/tax detailed resume for a NO COST evaluation. 


experience is Pacific Western University 
still the best 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 
teacher... But 1-(808) 597-1909 
degrees open CALL: (800) 423-3244 ext. 137 UK: 0800-960-413 
doors." Fax: (310) 471-6456 E-Mail: admissions@pwu.com 
http://www.pwu-hi.edu 


MONTICELLO UNIVERSITY 
Prestigious Distance Learning e Professional Experience Credits 
International Acceptance 
Bachelors + Masters + Doctorate e Juris Doctor 
Law e Business ¢ Education e Diplomacy & Int’! Studies e Arts & Sciences 


(913) 661-9977 Tel. + (913) 661-9414 Fax * info@monticello.edu + www.monticello.edu 
Administrative Services: 8600 W 110th St, Suite 206, Overland Park, KS 66210 USA 





= BACHELORS * MASTERS * PH.D 
America’s : . 

Preferred * No classroom attendance * Distance learning 
* Distinguished faculty + Accelerated degree programs 

Distance * Credit for work experience * Students from 96 

Learning countries and 30 states in the USA. 
MAHA Washington International University 
P.O. Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E-mail: washuniv@op net 


DAKOTA STATE 
UNIVERSITY 


A leader in education 
on the Web since 1990 


Programs in : * Information Systems * English for Information 
Systems * Health Information Administration 


BS" 


Spring courses run from January 7 to April 30 
Find information on these and many others on our Web site. 
Accredited by NCA and NCATE 
Dakota State University : Madison, SD 57042-1799, USA 
Tel: +1 605 256 5049 - Fax: +1 605 256 5208 
Email: dsuinfo@columbia.dsu.edu 


The first complete 
MBA on Internet 


Bu E Scho Net 


DSU Online - www.courses.dsu.edu/disted/ 


IET. THE BUSINESS SCHOOL 
(«3324513 FOR FINANCIAL MARKETS 


MSc International Securities, Investment and Banking 
MSc Finance, Regulation and Risk Management 








Innovative nine month Masters programmes for those with a good first degree wishing to work in sales, 
trading, research, corporate finance, portfolio management, risk management or compliance in the 
global securities and investment industry. 


* Officially ranked 4th equal in Business and e over a century of University history in an attractive 
Management research out of 100 UK Universities campus close to London in a state-of-the-art building 

* unique /NVEST dealing rooms with 50 Reuters 3000, + excellent placement record complements these 
Bloomberg and Bridge Telerate terminals demanding programmes 


e investment market trading simulation case-studies 
supplementing these academically rigorous programmes 


See us at the GMAC Forums in November: Paris, 11th - Frankfurt, 14th - Madrid, 17th 







Please call us for a copy The University of Reading, ISMA Centre, Whiteknights, PO Box 242, Reading RG6 6BA, UK 
of our video about Tel: +44 (0)118 931 6675. Fax: +44 (0)118 931 4741 
the new ISMA Centre, email: admin ismacentre.rdg.ac.uk - web: www.ismacentre.rdg.ac.uk 


"u " 
In the Money ISMA Centre: the Business School for Financial Markets is supported by the International Securities Market Association, 
the trade association and market regulator for some 750 international banks active in the global securities market. IS MA 
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FRENCH 


in FRANCE, in BELGIUM 


DUTCH 


in BELGIUM 


66 HOU 
IN THE 


| FOR 
PEOPLE 


HORS from 11 to 18 years 


RENCH in BELGIUM 


SPANISH 


(Barcelons) 


and young adults during school vacations 
American Inquiri Silor Essman Autonomy Publishing Corp. 
4-7416 Fax (914) 834-8938 http://www.autonomy.com/dialogue.hun 


Readers are recommended 
to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement, The Economist Newspaper 
Limited shall not be liable to any person for 
loss or damage incurred or suffered as a 
result of his / her accepting or offering to 
accept an invitation contained in any 
advertisement published in the Economist. 


Consultant (CPC) in. vour 
“te for free catalogue. 


WITH $ YEAR REFUND GUARANTEE 

EFL, MBA or PhD by distance learing/lfit experietgoei 

honorary award from $400. impossible? Lear about 1,600* 

non-traditional universities worldwide (including many widely 

15, 28009 Madrid (Spa advertised), AL least one oles: a § year unconditional refund 

1176 1 Fax: +34 91 401 08 

aul: aliseda corean " . APR 
Emal hguidegikimba, 


Give ponr fal] street 


PROGRAM DIRECTOR 
NEW AMERICA FOUNDATION 


The New At rica foundation -. a new Washington-based policy institute whose mission 

voices and ideas into America's public debate - seeks a Program Director 

Fellows program and help guide its intellectual agenda. This position 

the roles of managing editor, talent scout and research director. Send or fax 

| resume to; New America Foundation, 1630 Connecticut Ave, NW, 7th Floor, 
Washington. UC 20009. Fax: 202/986-3696. 


E-mail: cpasia@bkk. laxinto: coth 
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GET LANGUAGE 
Study: 


up to 43 private and/or group lessons 
and pedagogical activities 


& 


Putting into practice with our teachers: 
at breaks, meals and evening socio-cultural activities 


in SPAIN 


JAPANESE 


in JAPAN, in BELGIUM 


R WEEK a 
CERAN LINGUA 
Avenue du Chateau, 2807 
B-4900 SPA (BELGIUM) 


Tel. : + 32- 87-79 11.22 
Fax : + 32- 87-79 11 88 





Since 1975 


in U 2 A Anguagency 
Tel. : | (413) “S844 (334 
Fax: I 584-3046 


Internet : ] 
http///veww.ceran com 7 
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Senior Agricultural Technology Transfer Advisor | l 
University of Maryland Eastern Shore 


The Office of International Programs seeks an Agricultural Technology. 
"Transfer Advisor Washington-based detail of up to 4 years with the USH 
Agency for International Development, Bureau for Africa, Office of 


l| Sustainable Development, Productive Growth and Environment Division 








(USAID/AFR/SD/PSGE). Salary is commensurate with experience and 
qualifications. 


Responsibilities; Assist USAID /AFR/SD/PSGW with the analysis: of i isses 
affecting the agricultural sectors contribution to the Development Fund for 
Africa (DFA) objectives; disseminate these findings to field Missions and hos 
countries; conduct Bureau's analytical agenda studies and regional sectors iif 
analyses which will serve as the basis for the preparation of strategies, | 
programs and policies which contribute to broad-based, market-oriented 
sustainable economic growth, with focus on technology transfer. All analyses: 
conducted are to be in support of the Host Country, Missions and. | 
Geographical Desk Offices within the Africa Bureau, coordinate and conduci 
broad analytical studies and for providing technical support to Missions and 
the Bureau; provide Africa Bureau field Missions and AID Washington 
offices with analvtical guidance and support including: keeping abreast with: 
technical developments and methodologies through work with relevant | 
offices in AID, other donors, international organizations, universities, and 
other institutions, and participating in technical conferences, seminars and: ff 
other activities; provide advice and guidance to top level managers and | 
professionals in AID, other government agencies, outside institutions and 


foreign governments, Substantial travel will be required. It is expected that at if 


least 15 to 28 percent of the time will be spent in the field. 


Qualifications: Graduate degree in any agricultural discipline, bat wit 
interested in technology development and transfer required. Ten years of 
experience in international development, with an emphasis on program 
management and agricultural research, and exposure to a number ofj 
development sector disciplines. (e.g., agricultural development, | 
environmental management). Ability to demonstrate knowledge of African 
agricultural policies, international research systems and familiarity with sub= | 


Saharan African countries required. Ability to work successfully at multiple ll 


levels of problem solving and to work with technicians at the local levels as. |] 
well as policy makers and planners at the national level required, Skills in fl 
interpersonal relations and teamwork required. Excellent conceptual; written | 
and oral presentation skill required. Skills in planning and management in [i 
order to guide relevant studies and monitor the effects of approved ji 
development activities required. Working knowledge of French is required. 


Knowledge and experience with national and international research systems fll: 


in Africa is essential. 
Application Deadline: Position is available Immediately. Qualified ji 
candidates should submit a resume, letter of application, address and f 
telephone numbers of three professional references. Three letters offi 
recommendation should be sent directly by reference. Application review will 
begin October 21 and continue until a suitable candidate is found. Altf 
documents should be sent to: Department of Human resources, | 
University of Maryland Eastern Shore, Princess Ánne, MD 21853. 


The UMES is an EEO/AA employer. Documentation establishing the right 
to accept employment in the United States of America is required 











WHU Koblenz 
Otto Beisheim Graduate School 
of Management 


WHU Koblenz, regarded as Germany's number one 
university level private business school (Manager Magazin 
3/98), endeavors to fill the following vacany: 


Professor of Marketing 


Applications are requested from individuals with a doctorate 
from a recognized university plus appropriate publications. 
Competency to teach and publish in English is required; 
German language skills would be advantageous. 


Curriculum vitae including a list of publications should be 
sent to Rektorat WHU Koblenz, Burgplatz 2, D-56179 
Vallendar, Germany. 

For general information see: <http:/ / www.whu-koblenz.de> 





Northern Ireland Civil Service 
Department of Agriculture for Northern Ireland 
Economics and Statistics Division 


Assistant Agricultural Economist/ 
Agricultural Economist 


[| 2 year fixed term appointment (with the possibility of renewal or | 


| conversion to a permanent appointment) 

/ £12, 550 - £21,096 

| £14,436 - £29,694 

i Applications are invited for the post of Assistant Agricultural 
] Economist/Agricultural Economist in the Economics and Statistics 


Division based at Dundonald House, Upper Newtownards Road 
Belfast. 


Salary: Assistant Agricultural Economist 
Agricultural Economist 


Applicants must possess: 


1. at least a Second Class Honours Degree in Agriculture (with 
Agricultural Economics and/or Farm Business Economics 
content), Agricultural Economies or Economics: 

OR 

2. at least a Second Class Honours Degree in any subject plus a 
Post Graduate Degree in Agricultural Economics, Economics or 
Farm Business Economics. 


An application form and further details of the post, including the 
duties and responsibilities as well as the criteria to be used 
throughout the recruitment process, may be obtained only by writing 
(quoting job reference SB/62/98) to 
Recruitment Service, 
Northern Ireland Civil Service, 
Orchard House, 
40 Foyle Street, 
Londonderry, 
BT48 6AT. 

Completed application forms must be returned to arrive not later 
than Friday 30 October 1998 


The Northern Ireland Civil Service is committed to equality of 
opportunity. in employment. 


All applications for employment are considered strictly on 
the bands of merit. 


The Service: welcomes applications from all suitably qualified 
applicants irrespective-of religion, gender, disability or race. As 
Roman Catholics and women are currently under-represented in the 
Agricultural Economist discipline applications from the Roman 
Catholic section of the community and from women would be 
particularly welcome. 













-NUFFIELD COLLEGE 
OXFORD 


Prize Research Fellowships 


Applications are invited from graduates from any country wishing t> uncartake 
research in the social sciences. The main interests of the College are it Soonumics, 
Politics and Sociology, but these are broadly construed to include, for exampleecent 
history, social and medical statistics, intemational relations, area studiessandisocial 
psychology. Candidates should normally, by October 1999, have compkted, or be 
close to completing, a doctoral thesis. To be eligible, candidates should sot, y that 
date, have spent more than a total of eight years in postgraduate study k the social 
sciences, and/or in employment in a teaching or research post in the secal sciences 
(nor should they have previously held a research fellowship sirailar fè that 
advertised). 

The salary scale for a post-doctoral Fellow is from £14,580 - £16,470 pre-dctoral 
Fellows receivé a grant of £8,009. In both cases Fellows receive Sree: single 
accommodation in College ora Housing Allowance of £2,636 per year. 

Further particulars can be obtained from the Secretary to the PRF Competition, 
Nuffield. College, Oxford OXI 1NF. Emak alison.batemanGrait.oxac.uk. 
Applications must be received by Friday 6 November 1998. 


The College exists to promote excellence in education and researchuand: 
is an equal opportunities employer. 














ING'S 
College 
LONDON 
Founaed 1829 


Universiti af Landon 


Senior Lecturer 
in Health 
Economics 


Department of Public Hezlth 
Sciences, Guy's Campus 


The Guy's, King's College ana 
St Thomas’ Medical School 


Kings College London and the London School of 
Economics wish to appoint a Senior Lecturer in Heakh 
Economics to lead in creating a joint programme of 
research. The post will be situated in the multi-diseiglimary 
Department of Public Health Sciences at Guy's Hospita:, 
though the applicant will be able to work up to one-day à 
week at the London School of Economics on an agreed 
programme of work, 

The work proposed will predominantly be in the econoraics 
of hospitals and health technology assessment, King's 
College London has good links with the NHS includi ng:the 
trusts at Guy's and St Thomas’s, King’s College Hosoitd, 
Lewisham, Medway and Canterbury. 

Salary £30,496 - £34,464 pa plus £2,134 pa LWA. Infermal 
enquiries to Professor Burney on 0171.955 2804. 

For further details and an application form please sead an 
A4 self-addressed envelope quoting reference 
G/PHC/BS/433 to Guy's, King's College and St Thomass 
Medical School Personnel Department, Medical Schaol 
Office, First Floor, North Wing, St Thomas's Campus, 
Lambeth Palace Road, London SET 7EH or email 
b.abengowe@umds,.ac.uk Closing date: 30th October:19%8 


Promoting excellence in teaching, learning & research 
Equality of opportunity is. College Policy. 
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International Executive 














Strategic Risk Consultancy 


London/International 


role at the heart of a world leading and respected political and business risk consultancy advising 
d of their markets and competition. Rare opportunity where calibre, ability and achievement 
making a difference. 








THE CANDIDATE 


viding high quality @ — Outstandingly bright, cr 
blue-chip client 















Key member of small professional 
confidential support and advice to exc 
“base, 
"Working both with colleagues and individually to 
client interest. Providing concise and timely reports W 
to facilitate minimising risk and capitalising on 
opportunities. 
Creating new business by developing a network of contacts and 
"o negotiating effective business relationships inte 
P Highly responsible role where 
<o commitment can have a rea 
senior level. 


ye and energetic executive. Good 






environment. 
€ Excelent i 




















Genuine interest in c 
develo; 














Please reply ga 
and inr full salary details to the address below: 


my Hanover Fox International,” 
48 Welbeck Street, 





International IT neri vender LUE o 
Executive Search HAN OVER F Ox Fax: dd (0) 171 486 7451 


Selection. INTERNATIONAL Email: hanoverfox.IdnGdial.pipex.com 


Economic Advisors 


c.£33,000 + Pension + Benefits Central London 





























OFGAS exists to secure greater conceptual thought and practical Salary may be varied to reflect the 
_© competition within the gas industry, implementation of policy. Whether you qualifications and experience of the 
` giving customers more choice, and are representing OFGAS at national successfül candidates. 
better value for money. Set up in 1986, industry meetings, helping to shape Initially a 3 year contract with a view 
[0 weare independent of Government with — policy, monitoring and reporting market — to becoming permanent. 
direct responsibility for the economic changes or managing projects, you will For further details, please write, 
regulation of a key energy utility. As one — be making a name for yourself with an enclosing your CV, quoting reference 
c. of our Economic Advisors you will bea ^^ organisation whose activities have a SS7/EC to Andrew Sinclair-Smith, 
vital focal point for gas competition profound impact on our everyday lives. — Riley Consultancy, 4 Red Lion Court, 
providing innovative and strategic You are likely to be a graduate in London EC4A 3EN. 
advice to senior management. economics or business studies, ideally Tel: 0171 353 3223. 
These high profile, intellectually with a relevant post-graduate Fax: 0171 583 2327. 
challenging roles, offer two professional! qualification, Intellectually strong, with Closing date: 31/10/98. 
economists looking to work in 2 to 3 years’ work experience gained 


Regulation considerable opportunity for within an analytical environment, you 


will have well honed written and oral ° 
communication skills, including previous 
presentation experience. This excellent ] e 
opportunity offers study support and 


d considerable scope for development CONSULTANCY 
An equal opportunities employer within a rapidly growing business sector. 


BIRMINGHAM » BRISTOL + EDINBURGH « GLASGOW « LEEDS « LONDON « MANCHESTER + NORWICH « NOTTINGHAM 
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| Un GREENWICH 


NATURAL RESOURCES INSTITUTE - 





- SOCIAL SCIENCES DEPARTMENT 


ECONOMISTS AND SOCIAL DEVELOPMENT SPECIALISTS 


The Natural Resources Institute (NRI) works with developing countries, DFID, 
other international aid agencies and private sector clients on applied research and 
development in agriculture, livestock, forestry and fisheries. 


The Social Sciences Department has 50 agricultural and natural resource 
economists and social anthropologists, working on the activities of rural producers, 
traders and enabling institutions, concerning opportunities for policy institutional 
and technological change, and community-based resource management. 

New recruits will find themselves part of a dynamic and friendly team, engaged in 
demanding and varied work overseas and in the UK, requiring initiative, flexibility, 
Strong interpersonal skills and the ability to balance the needs of concurrent 
assignments, 


SOCIAL DEVELOPMENT SPECIALISTS (3 POSTS) 
(REF: 75.11) 


To undertake consultancy, policy and research studies, relating to the social aspects 
of natural resource management, rural livelihoods and institutional development, 


These posts call for a degree in sociology, social anthropology or related discipline. 
For both categories of post, candidates are sought for Principal Scientists and 
Senior Scientist positions, for which at least five years and two years respectively 
of relevant experience are needed. 

There are opportunities to work in long-term posts overseas as project managers, 
The appointments will be for a fixed term, normally of five years in the first 
instance, and located at the University’s Medway Campus. 

Principal Scientist £27,512 - £40,855 per annum 

Senior Scientist £14,941 - £29,086 per annum 


Salary: 










ECONOMISTS (4 POSTS) (REF: 75.10) 


To undertake consultancy, policy and research studies, with an emphasis either 
on environmental resource or farming systems economics, or on marketing 
economics, food policy or rural finance. Experience in M&E, commercial 
agri-business management or ClS/Eastern Europe would also be relevant. 


These posts call for a degree in Agricultural. Development, Marketing or Resource 
Economics, or in Business Management. 


Further particulars and application form available from the Personnel Manager, 
University of Greenwich, Southwood House, Avery Hill Road, London SE9 2UG 
(Email: Jobs gre.ac.uk) to be returned by 6th November 1998. 


Applications are invited from all sections of the community and particularly from 
individuals from ethnic minority groups who are under represented in this area: 
of NRI workforce. 


NRI is interested in receiving CVs in the above areas at any time. Beyond the 
immediate closing date, please contact the Head of the Social Sciences Department, 
NRI, Chatham, Kent MEA 4TB. 


the 
UNIVERSITY 
of 
GREENWICH 


Join us for the Millennium 








ECONOMIC REGULATION OF THE WATER INDUSTRY 


SENIOR ECONOMISTS 
Up to £35,000 depending on experience and qualifications 


The Office of Water Services (Ofwat) is the economic 
regulator of the privatised water and sewerage companies in 
England and Wales, and is responsible for ensuring they provide a 
good quality service ata fair price. 

Otwat is. looking for two experienced economists to work in 
its Economic Affairs Division in the Competition Policy and Tariffs 
Teams respectively. The roles offer the opportunity to develop and 
implement policies on the development of competition in the water 
industry and how companies charge for water and sewerage 
services - policies which will have a considerable influence over the 
future direction of the water industry. 

You must have a good degree in Economics, or a field of 


Central Birmingham 


Applied Economics, together with at least three to four years’ 
relevant experience. The ability to analyse complex policy issues 
and demonstrate strong numerical and communication skills is 
essentíal. You will need to show evidence of original thought and 
be capable of expressing complex ideas simply and logically. A 
backgound in utility regulation or the water industry, and 
knowledge of pricing or competition issues is also desirable. Able to 
work to tight deadlines, vou must be highly motivated and flexible. 

Your appointment will initially be for a period of three to 
five years, and may become permanent. Ofwat offers a good range 
of benefits including a non-contributory pension scheme. 
Relocation assistance may be given where appropriate. 


For an application pack and more details, please telephone 0121 625 1471 { 24 hour answerphone) or write to Miss M Hammond, 


Office of Water Services, Centre City Tower, 7 Hill Street, Birmingham B5 4UA quoting reference 278. 


Closing date: 26 October 1998. 









We are an equal opportunities employer and’. 
welcome applications from all suitably qualified individuals, 
For the well-being and comfort of Fall our staff, our offices: 
operate à no smoking poter 
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THE HONGKONG BANK OF CANADA 
VISITING CHAIR 
IN INTERNATIONAL BUSINESS 


Candidates held have a strong research and teaching record in any aspect of | 


! ‘international business, preferably with (but not restricted to) an Asian focus. The 


| area of concentration is open; candidates from Accounting, Finance, Industrial | 


I Relations, Information Systems, Logistics & Supply Chain Management, 


| Management Science, Marketing, Organizational Behaviour, Policy, Strategic | 


ioMenagement, Urban Land Economics, or any other field of administrative 
studies are encouraged to apply. The Chair holder is expected to provide 
j academic leadership and to advance scholarship in international business 
| through work with faculty, students and the external community. 


i| The appointment will be effective as soon as possible. The position will be for a 


| period of 6-12 months (non-renewable). Applicants should submit a curriculum | 


; vitae and the names of three referees to: 


; | Professor Stanley Hamilton, Associate Dean, 
A ademic Faculty of Commerce and Business Administration, 
ee The University of British Columbia, 
: 2053 Main Mall, Vancouver, B.C., CANADA V6T 122. 


Th Hongkong Bank:of Canada, with more than 130 offices in North America, | 


ig wholly-owned subsidiary of HSBC Holdings plc. With over 5,500 offices in 


8I countries and territories, and assets of CAD 710 billion (at June 30, 1998), | 


the HSBC, group is one of the world's largest banking and financial services 
rganizations. 


ccordance with Canadian immigration requirements, this advertisement is 

rected to. Canadian citizens and permanent residents of Canada. The 
ersity of British Columbia hires on the basis of merit and is committed to 
loyment equity. We.encourage all qualified persons to apply. 





INTERNATIONAL RICE RESEARCH INSTITUTE 


Position Announcement for 
ANTHROPOLOGIST 


IRRI (HYPERLINK http/Awww.cgiar.org/irri), a non profit, autonomous 
organization engaged in research and training on rice-related technology, is 
seeking an Anthropologist for its Social Sciences Division. : : 
The Anthropologist will actively collaborate with biological scientists and conduct |- 
research on social and cultural factors that influence the organization of t 
agricultural production and the adoption of knowledge-intensive natural resource 
management technologies. The position will-1) undertake research on analyzing 
farmers’ perception and practices for managing pests and nutrients, 2) develop 
principles of absorption of new scientific knowledge in the context of farmers" 


| traditional knowledge of nutrient and pest management, 3) conduct research on the. 


behavioral component in farm household decisions on allocation of land, dabor, 
and capital resources for crop and production technique choice; and 4) dev 
understanding of how to package and deliver knowledge intensive technologi 
numerous small scale rice farmers and use this understanding to design ki 
delivery systems. The Anthropologist will work closely with national agri 
research systems and non-government organizations to develop their soctal 
research capacity and will supervise masters and. doctoral thesis research. 


Candidates should have a Ph.D in Anthropology/Rural Sociology/Social 
Psychology with a proven record of successful research collaboration with 
scientists from other agricultural disciplines. Field experience with small- holder, ; 
agriculture in developing couritries and ability to work in multi-cultural 
environments are essential. The position entails frequent travel within Asia. 


The Anthropologist will be located at the Institute's headquarters in Los Banos, 
Laguna, Philippines. Salary and perquisites are internationally competitive: IRRI 
welcomes applications from qualified female candidates, Send comprehensive > 
curriculum vitae and names, addresses, and Fax numbers of three referees to: 
Dr Kenneth S, Fischer, Deputy Director General for Research. 
IRRI, P.O. Box 933, 1099 Manila, Philippines ' 
Tel: (632)845-0563, Fax: (632)891-1292; 845-0606 
E-mail: k.fischer@cgnet.com 
Applications will be accepted until 31 October, or until a suitable candidate, f 
been identified, 
Please refer to code IR98-ANT-05 


World Intellectual 
Property Organization 


The World Intellectual Property Organization (WIPO), a specialized Agency of the United Nations based in Geneva M 
| Switzerland, seeks qualified applicants to immediately fill consultancy positions (for three to 24 months) for large-scale |f 
; Information Technology projects. These projects are intended for project and program managers and coordinators, business |] 
. analysts, programmer/analysts and professionals in Internet systems, networking and information security. Candidates should 
have a good knowledge of English and French, a minimum of two years relevant experience and skills in the following areas: jf 


* Oracle 

* ADABAS/Natural 

* Unix/Linux 

* Windows NT 

C/C++ 

* Novell NOS 

* Information Search and Retrieval Systems 
* Internet-based Systems 

* Digital Security Systems 

* Office Automation Systems 


* Project Management 

* Network & Communications Technologies 

* International TCP/IP Network Deployment 

* Document Management and Imaging 

* On-line Publishing 

* Internet Standards Development and Deployment 
* SGML/XML 

* Electronic Commerce 

* Business Management and Analysis 





WIPO offers a tax-free salary plus other benefits. 


* Application forms can be accessed from our internet site: http://www.wipo.int/ and are to be submitted by 31/10/98, quoting 
ref. IT/ros to: e-mail: Personnel.mail@wipo.int; Fax: (+41 22) 730 9820 or WIPO, 34, chemin de Colombettes, CH-1211 
_ Geneva 20, Switzerland. Please provide a clear and detailed account of relevant professional experience and skills. 
Applications from qualified women candidates are encouraged. 
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BANCO DE ESPANA - 
POST DOCTORAL RESEARCH POSITIONS 
ACADEMIC YEAR 1999/2000 


The Bank of Spain invites applications to take up Post- 
Doctoral Research Positions in its Research Department 
in Madrid. Candidates should have obtained a 
Doctorate or Ph.D. after January 1st 1993. Research 
projects will-be in the fields of Macroeconomics, 
Monetary Theory and Policy, International Economics, 
Finance, Labour Economics or Econometrics. 
Appointments will be for a term of 3-12 months, as from 
September 1st 1999, and the gross monthly stipend will 
be US$4,400, plus return travel expenses. 


Candidates should submit their applications by January 
15th 1999. The Bank of Spain will notify the candidates 
selected no later than February 26th 1999. Request for 
information on prerequisites and conditions should be 
addressed to: Bank of Spain, Training Department, 
Alcalá 522, E-28027 Madrid (Spain). Tel.: (34) 
91.338.64.12. Fax: (34) 91.338.68.82. 


e-mail: cfogener@bde.es 
web: httpz/www.bde.es 


Zambia 


Health and 
Population Sector 
Co-ordinator 


The Department for International Development 
Central Africa (DFID-CA) supports a major 
programme of developing co-operation assistance in 
Zambia. Managed from its regional office in Harare, 
Zimbabwe, it gives particular priority to supporting 
the health and population sector. The DFID heaith 
portfolio in Zambia is substantial with a spend 

of £5m. 


Closing date for receipt of completed applications is 
31 October 1998. 


For further details and application form, please write 
to Appointments Officer, Ref No AH304/2B/TE, 
Abercrombie House, Eaglesham Road, East Kilbride, 
Glasgow G75 BEA, stating Ref No AH304/2B clearly 
on your envelope, or telephone 01355 843243. 


DFID is committed to a policy of equal opportunities 
and applications for this post are sought from both 
men and women. 


Department for 
international 
Development 


The . 
Economist 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTACT: 
Suzanne Hopkins 


New York 
(1-212) 541 5730 


Philip Wrigley 
London 
(44-171) 830 7000 





The train of success is departing 
but where's your ticket? 


At Resume Broadcast International your ticket is but a phone call 
away. Let.our expert staff custom tailor your international job search. 
If you are a 40+ year old senior executive earning $100K+ annually 
our services can prove invaluable to you. We are available 24 hours 
a day, 7 days a. week, so why wait another minute? Contact us at 
Tek (909). 866-4213, Fax: (909) 866-4244 or E-mail: 
102224. 3306@compuserve.com. 


Resume Broadcast International 

PO BOX 2892, Big Bear Lake, California CA92315, USA. 
Tel: +1 (909) 866 4213, Fax: *1(909) 866 4244 

Email: 102224.3306 @compuserve.com 





As the DFID health and population representative in Zambia you 
will facilitate and effectively manage DFID investment in Zambia's 


health and population sector, Through development of an 


understanding of the principles of the Zambian health reform you 
will participate in the collaborative activities of the various co- 
operating partners, You will be involved in design and appraisal of 
future health and population sector initiatives and responsible for 
the monitoring of current project support and the management of 
the Health and Population Field Office. 


QUALIFICATIONS 


The position demands a post-graduate degree or equivalent 
qualification in a health discipline or other relevant speciality such 
as economics, administration, management or social services. You 
should have at least 5 years' practical experience of dealing with 
the health and population sector, some of this experience within a 
developing country. Proven substantial experience in project 
management and monitoring is essential as are good interpersonal 
and communication skills. Familiarity with the health service and 
health institutions in the UK is desirable. Experience in Africa and 
knowledge of health institution in: the region would be an 
advantage. Applicants should either be nationals of Member States 
of the European Economic Area (EEA); or. Commonwealth citizens 
who have an. established right of abode and the right to work in the 


United Kingdom. 
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APPOINTMENTS. 





Cameroon Your role will be to contribute to the development of a five year 


Fo restry Sustainable Forests Livelihood Programme as well as undertaking key | 


project management responsibilities. A key element of your brief will be to. - 


gather baseline socio-economic data relating to community forestry and its. 
Programme | ne 


impact on rural livelihood strategies and poverty. 


Co-o rdinator You will also be expected to develop effective working relationship T 


contacts with Cameroon Government departments, national institutions, 
and any other interested parties in order to ensure the DFID programmes : 
and projects take adequate account of, and are responsible to, national E 

policies and issues. ; 




















DFID is currently supporting two forestry sector 
projects in Cameroon, each combining forestry issues 
with institutional support and the development of 
livelihood strategies. The projects aim to improve the 
management of forest resources in ways that lead to a Qualifications and Experience 
range of benefits for the local communities and foster 
partnerships between government, the private sector 
and the local population. 














Candidates must have relevant post-graduate experience (or ‘equiva > 

qualifications reflecting knowledge of appropriate natural sciences 
Experience of institutional reform and change management programmes 
public sector institutions in Africa or other developing couritries is highly : 


Closing date for receipt of applications is 30 October desirable. Experience in the management of inter-disciplinary field projects: 
1998. 















is essential whilst a background in forestry or natural resources project | 
For further details and application form, please write development and management will be valuable; Interpersonal skills will be 


to Appointments Officer, Ref No AH304/AW/TE, a high priority as well as good communication and presentation skills, and 
Abercrombie House, Eaglesham Road, East Kilbride, 
Glasgow G75 BEA, stating Ref No AH304/AW clearly 
on your envelope, or telephone 01355 843597, 











the ability to work within a team environment. Tact and diplomacy a are ; 
important attributes. $ 






French language skills are essential. 







DFID is committed to a policy of equal opportunities 
and applications for these posts are sought from both : : 
men and women. You will be on contract to the British Government for 3 years. in service to 


the Government of Cameroon. Salary will be commensurate with 
experience. Additional benefits will normally include variable tax-free 


Department for allowances, children's education allowances, free accommodation and passages, | 
international rcd 
Development i PEL 





Terms of Appointment 











FRANCHISE 








The 
POLICY OFFICER FOR TRADE Economist 


£20,993 ra di Franchise Opportunities 


uS "| TO ADVERTISE WITHIN | with the first name 
To implement a programme of research, THE CLASSIFIED Pear Vere ie 
and advocacy, Applicants must SECTION, CONTACT: lan Budge services 

sound knowledge of international . EAM ; 

‘trade issues and their relationship to David O'Neill 

development co-operation, a good London 

understanding of agricultural trade and z 

food security issues and proven (44-171) 830 7000 

lobbying and advocacy skills. 






















The global marketplace has created 
increased demands for English instruc- 
tion as well as other language services 
and travel products worldwide. Berlitz, 
the leader in language services is now 
offering unprecedented opportunities to 


INTERNATIONAL qualified investors to become part 


PROPERTY of its international network of over 400 1-800-626-6419 























Application pack from the Catholic 
Institute for international Relations, 
Unit 3 Canonbury Yard, 190a New North 
Road, London Ns 78}, tel. 0171 354 0883, 
fax 0171 359 0017, e-mail jobs@ciirorg 
Closing date:28th October 1998. 










centers in 50 countries. ve 
Call today for a free video and brochure. 1600-514 3046 











THE WORLDWIDE GUIDE " i 
WW. Derutz. C al f a 
TO SERVICED APARTMENTS www. berlitz com. E 514-9675 
FREE COLOUR GUIDE frank.gartonGberlitz.com IM 


Ca 


Helping the World Communicate 






GIR is tackling the causes of poverty and 
injustice internationally through advocacy 
and skillsharing. We work with people of all 
faiths or tone, CHR is working towards 
equat opportunities. 





The Apartment Service 
Tek +44 (0) 181-944 1444 

: ip bonu JBI-945.6744 “Offering by prospectus only, and only where the affer can be legally made. 

Reg. Charity No. 294329. | ve SEG eRe” Initial Investment: $150,000 ~ $300,000 (1.8. 





£ 1998 Berit Franchising Corp, All rights reserved. 

















L 
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lH e alth ‘Based in Beijing, your role will be to develop and maintain excellent lines 
of communication between DFID and MoH, as well as other internal and 

p ro g ram mi e external organisations and agencies, More specifically, you'll ensure that 
agreed projects and programmes are promptly designed, and effectively 

Country ha ET, ager managed, and that strong links are maintained between in-country 
officials and DFID. programme staff in London. You will provide advice 

DFID and the People's Republic of China, Ministry of and technical support to senior MoH managers at both national and 
Health (MoH) have recently agreed a strategy for provincial levels, assisting them to strengthen the local capacity and 


DFID assistance to the health sector. This will involve effectively implement the agreed health sector strategy. Extensive travel 


the planning and implementation of various ithin China will be required, sometimes at short notice. 
programmes to support wide ranging health sector NM de SAUTE Don Mena ASNE NEESS 


reforms. Specific programmes now identified include QUALIFICATIONS 


support for the implementation of the MoH/World 
uio Basic a eee Project; prevention and An experienced public health or social sciences professional, you will be 


control of HIV/AIDS and STI's; strengthening qualified to post-graduate level with at least five years’ subsequent 
tuberculosis control programmes; and consideration experience. A further three years’ high-level experience in the management 
of the scope for DFID assistance in improving urban and oversight of a diverse portfolio of health programmes is also essential, 
health for the poorest. Other areas for support will backed up with a proven track record of experience of working in health 
be considered as the strategy is developed. SP P pen 2 

programmes and/or health sector reform in developing countries. 
Knowledge of Mandarin and experience of working in China are highly 
Closing date for receipt of completed applications is desirable, You must also have first-class interpersonal and influencing skills, 
3 Novernber 1998. with a strong commitment to skills transfer and the appropriate use of 
For further details and application form, please write development assistance to enhance local capacity and improve access to 
to Margaret Milligan, Ref No AH304/38/E , essential services for the poor and disadvantaged. 


Abercrombie House, Eaglesham Road, East Kilbride, TERMS OF APPOINTMENT 


Glasgow G75 8EA, stating Ref No AH304/38 clearly 
on your envelope, or telephone 01355 843545, You will be on contract to the British Government for 2 years, in the first 


instance, ih service to the Government of the People's Republic of China. 
Salary will.be commensurate with qualifications and experience (UK 









































DFID is committed to a policy of equal opporti : 

and applications for this post are sought from both 
; E men and women. taxable)and will not be less than £40,000 per annum. Additional benefits 
Department for will normally include variable tax-free allowances, children's education 
^ E D) F i D int tional allowances, free accommodation and annual free-paid passages. 


Development 





BUSINESS & PERSONAL 





Í Hold your meeting 
| at 

SAVE CLIENTS UP TO | MEMMIUS CO! 
50% ON BANK LOANS! | MSIE TT i 


w/COLLATERAL LOANS 
PAY INTEREST ONLY. 


FINANCIAL ADVISORS 



















19 meeting room: 
Conference Suite 
seating 60 theatri 
style 


ENROLL IN OUR 
TRAINING PROGRAM. 





ERIC A. KLEIN,ATTY. 


Internet Access 





INTERNATIONAL DEVELOPING 


ENTERPRISES AGENCY (IDEA) Video & Audio Conferencing 





PHONE: (212) 751-0800 Business Lounge with refreshments 





i - FAX: (212) 688-4442 (24 HRS) 
1.287 8400 Fax 201.287.8434 : 
emait:panglobQaot.com 


Í 1402 TEANECK ROAD > SUITE 114 - TEANECK, NEW JERSEY » O7606 - USA 
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THE AGA KHAN UNIVERSITY 
Institute for Educational Development 


: HEAD OF THE PROFESSIONAL DEVELOPMENT 
‘CENTRE AND SENIOR FACULTY POSITIONS 


The Institute for Educational Development is seeking to appoint 
è Head of a new Professional Development Centre in the north 
kistan and (2) senior faculty for the Institute in Karachi. The 
tute aims to increase the effectiveness of schools and other 

ional institutions in developing countries (primarily in South 

: Central Asia, East Africa) through innovative professional 

evelopment programmes and research. A range of postgraduate 

rogrammes is offered with involvement from partner universities, 
Toronto and Oxford. 


- Head. - PDC, North (Based in Gilgit) 
| 9 responsible for providing programmatic and academic leadership; 
sS collaborative work with government and local non-governmental 
-and community based organizations. 
ppointment to be at Professor or Associate Professor level. 


Senior Faculty Positions at the Institute (based in Karachi) 
*to teach and take on a coordinating role in IED's academic 


upervise student research. projects and conduct research. 
: irements include: appropriate postgraduate qualifications and 
demonstrated expertise in relevant areas of the Institute's work; 
uccessful teaching ‘experience in schools, universities or colleges; and 
ommitment to improve the quality of teaching and learning in 

developing countries. 
Salary and benefit packages are negotiable. Curriculum vitae 
ncluding names and fax/phone numbers of a least three referees 
ould be sent. to: Senior Faculty Recruitment Office, The Aga Khan 
niversity, PO Box 3500, Stadium Road, Karachi 74800, Pakistan 
x3: (9221) 4934294 or 4932095). For further details about the 
sitions and information about the Institute please contact the 
xecutive Assistant at the Institute (Fax: (9221) 6347616 or 
i: razia.raghavji@aku.edu). 


Osea Organization for Security and Co-operation in Europe 


: hei SCE is an international organization with 55 participating states, some 
:400 staff and an annual budget of over ATS 1.4 billion. 


The OSCE is seeking candidates to fill the following posts in the Secretariat in 


‘hiet. of Budget — who prepares the budget: allots funds and monitors 
ir ^b approves nEs issues monhl y SE 


} ccounting o or rei ie field, or certification from an 
ntancy institution; seven, years of relevant experience, including four 
dn. a senior position, CLOSING DATE FOR APPLICATIONS: 20 October 


Chief, Information Technology Section — who is responsible 
fot development of OSCE-wide Information Systems Strategic Plan (SSP and 
its implementation; for managing IT systems within the Secretariat and 
i providing OSCE-wide support. Required: University degree in computer 
science ‘or related discipline; ten years of experience dn planning, 
development and operation of complex management information systems 
“preferably in an international or public sector environment. Five years in 
directing an IT department. CLOSING DATE FOR APPLICATIONS: 6 
c November 1998. 


Business Analyst (two pasts) — who assists in planning, selecting 
and implementing the critical management information system(s} of the 
OSCE: Required: University degree tor its equivalent) in computer science or 
ta related field. Seven years of practical experience in management 
‘information systems, including three years’ recent experience in 
dmplementation of client-server applications in an international or public 
“sector environment, focusing in systems analysis, design and development. 
“THE POST {5 OPEN UNTIL FILLED. 


DETAILED VACANCY NOTICES MAY BE OBTAINED FROM OSCE WEBSITE 
httpz//www.osce.org 


“Applications should be sent te the Personnel Officer, OSCE, Kärntner Ring 5-. 


7; 1010 Vienna, Austria, or by fax 0043-1-5143696. 
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ANNOUNCEMENT _ 


THE BERNARD CONYERS AWARD 19 


The Bernard Conyers Award offers individuals in the Third World (or 
lesser privileged areas of Europe) the opportunity to produce/publish 
original material in the field of rural development and/or education, 
that might otherwise remain unpublished or unavailable to those 
working at field level. This is not an award for research work. 


The Committee is anxious to encourage the use of new media, 
where relevant, for example the Internet, or other communication 
systems such as video or film etc. 


£8000.00, in total, is available for the 1999 awards 


For further information please apply to: 
The Administrator, The Arkleton Trust, Enstone, Oxon OX? AHH 
Registered Charity No. 275153 
Tel: 01608 677255 Fax: 01608 677276 


PUBLICATION 
Group of Thirty 


Japan: The Road To Recovery 
By Akio Mikuni H 
Itis now widely understood that Japan is in a full-fledged 
recession, with nearly all sectors of the economy in retreat. | 
This paper identifies the roots of Japan's difficulties, 
prescribes a series of reforms to guide Japan on the road || 
to economic and financial recovery. 


Price: $10.00 ISBN 1-56708-104-5 


Reinforcing the WTO 
By Sylvia Ostry 
; There are profound differences between the challenges. 
that the GATT faced in the postwar decades, and the role 
of its successor, the WTO, in today’s global economy. This | 
paper suggests reforms that would strengthen the WTO, 
and ensure the sustainability of the multilateral trading. 
system. 


Price: $10.00 ISBN 1-56708-105-3 | 


The Future of Global Financial Regulation 
By Sir Andrew Large 


Despite the long history of financial regulation, there is 
no blueprint for an ideal regulatory structure to deal with 
bank failures and market abuses. This paper describes 
future challenges facing financial regulators, and examines 
the forces driving changes in the marketplace. 


Price: $10.00 ISBN 1-56708-106-1 


sai s n —À MÀ ln EPEA tales a ts ETUR RENTRER E 
The Group of Thirty 
1990 M Street, N.W 

Suite 450 

Washington, DC 20036 


www: http:/ / www.group30.org 


Tel. 202-331-2472 - 
Fax 202-785-9423 | 


For more information 
or to order, contact- 


email: info@group30.org 


Publications in International Economics and Finance 



















U.S. Bank Account 
Opening Service 


CALL ANYTIME Tel: 1.800.423.2993 
(toll free) or «302.996.5819 
Fax: 1.800.423.0423 (USA/Canada only} 
or Fax: +302.996.5818 
it info&delbusinc.com 
internet: http;l//www.delbusinc.com 
Delaware Business Incorporators, inc. 


CANADA IMMIGRATION W 


Let our exclusive group of former Visa Officers, with over 35 years 
experience, provide expert assistance and guidance to your 
immigration process. Applications professionally and confidentially 
prepared. Our money-back guarantee is your assurance of success. 
Best Government owned and administered Investor Funds available. 
Specialists for skilled workers, businessmen and investors. 


OIC CONFRATERNITY CANADA LTD, 

$23-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 

INTERNET: www.our-website.com E-~MAIL~passport@infoserve.net 









DELAWARE (USA) 
CORPORATIONS 
ting up Delaware Corporations, Genera 





Save 30-70% on International Calls 


“Justice rated #1 i 


1997 International 
Teiecommunications Association. 


3511 Shenide. R, PIUSE e Mini Of USA 198) 
302-477-7800 « 800321 IP © 
Email: corp deireg com * tatermet: Mp: // 












CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V., 
central heating, elevator, maid service, resident 


* Business, residential, 


and cellular savings. 
manager, Suit 1-2 persons, Brochure by Air-Mail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, 





* Earn Free air travel wit 
WorldMiles program. 






London SW7 1AQ. 
TEL: 0171 584 4123. Fax: 0171 584 9058. 
infoQiksflats.demon.co.uk 
www.ksflats.demon.co.uk 


LONDON SUITES 
LUXURY SERVICED APARTMENTS NEAR HARRODS 


CHOOSE FROM A SELECTION OF BEAUTIFULLY 
APPOINTED STUDIO AND ONE BEDROOM 
APARTMENTS IN KNIGHTSBRIDGE 










* Join the prestigious 


JUSTICE 


It's just what you're looking for. 
Mention this ad for a sigh-up bonus. Agent inquiries welcome. 


1-310-526-2200 


ALL FULLY EQUIPPED WITH MODERN FACILITIES 
12 OVINGTON T^ 


KNIGHTSBRIDGE SW3 1LN 
TEL: am In FAX; 0471-584 2912 


1-310-526-2100 fax www. justic 


i Kensington. Park 


Apartments 
Luxury Serviced apartments 
near Harrods. 
Select from studios, one/two bedroom apartments all j 
with fully equipped kitchens and stylish italian 
furniture, at competitive rates. 
Limousine service available. 


The Original 


kallba 


Lowest International Rates 






| FAX: 44 44 (171) 795 6215 EMAIL: kenparkédircon.co.uk 
Visit our web site: E 
wwwkenpark. dircon. «co, uk 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 






Call to the U.S. from: 


Hong Kong....35¢ Germany......25¢ 
Spain.............45¢ Italy.............. 34€ 
Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........27€ 


























Instant Activation | No Deposit _ pig he aaa aia 
Fiber-Optic Networks | No Minimum OTHER JURISDICTIONS AVAILABLE 
Itemized 6-Second Billing | No Set Up Fees J| | "See sneer rsen 
Ideal for Home, Office, | CREDIT CARDS ACCEPTED 
Hotels and Mobile Phones eerie ames E 


Agents Wanted 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info@kallback.com 


13WIMPOLE STREET 
LONDON W1M 7AB 


TEL: 0171 436 8100 
FAX: 0171 436 8188 


E-Mail: CoForm3 @Fic 


httpil/www.Fiduci rOup.com 


114 


FREE CASH GRANTS! 
Scholarships. Business. Medical bills 
Never Repay. Toll Free 1-800-218 
9000 Ext. G-4265 US Only. 









































| TEL ++ 44 (171) 937 24697 ++ (498) 622 765 (24 Hrs). | 










College 





GOV'T FORECLOSED homes fror 
pennies on $1. 
Repo's, REO's. Your Area. Toll Fre 
(1) 800-218-9000 Ext. H-4265 fc 
current listings. 


Delinquent Ta» 


2ND PASSPORTS / Driver's Licence 
/ Degrees / Camouflage Passports / 1 
Countries / Secret Bank A/Cs / Award: 
GMC, Fax +3120-5241407; E-Mai 
1004 13.3245@compuserve.com; 
http:/Avww.global-money.com 











IMMIGRATION TO CANADA. 
Canadian Immigration Lawyer will 
prepare Visa application and conduct jot 
search for prospective immigrants. Very 
reasonable fees. Leonard Simcoe, Ref. 
E, 1255 Laird Blvd., #208, Mt, Royal, 
Quebec, Canada H3P 2TI Fax (514) 
739 0795. Email: LSimcoe(csi.com 

http-//users.ycs.net:85/simcoe 


U.S. IMMIGRATION 
We specialise in finding jobs, businesses or 
properties which allow you to qualify for a 
visa, and our associate attorneys handle the 
visa processing. To learn how we can help 
you, phone us at 001 954-424-6071 
Management Consulting USA Inc. 
1802 N, University Drive, 
Suite 100A, 
Ft. Lauderdale, Fl, 33322, 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED: 
Fiction, non fiction, Biography, Religious, 
Poetry, Childrens, 
AUTHORS WORLD-WIDE INVITED. 
WRITE OR SEND YOUR MANUSCRIPT TO:- 


MINERVA PRESS 
2 OLD BROMPTON RD. LONDON SW7 300, 











OFFSHORE 
TAX-FREE 


companies world-wide 


formation and administration 
of companies opening of bank accounts 
tel/fax/mail forwarding services 





LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United KingdomGY9 OSF 
Raymond Terry Gibson Fax: +44-1481-822 251 
Hungary UAW BOO Kii-Main Customer Service 
33a Raday sir., Budapest, Hungary 1092. 
Contact languages: English, French, 
Russian, Bulgarian 
Tel; 436-1:216-54.13-Fax: 436-1-217-44-14 
Romania- LAYECO Romania/ s.c 
1, bloc G, seH, ap.29 











Contact languages: German, English, Hungarian 
! 26 X29-Fax: sdh 64-134 229 
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BUSINESS & PERSONAL 


s 3 2nd PASSPORTS 
S e "un OFFSHORE COMPANIES 


"Modern, sam" dy 
Serviced eee offeving Best Value for Money. 

Maritime International Ltd, 
Bay View Place, Crosbles 


; Unbeatable location in South Kensington. 
2 person apartment from £70 per night 
A person apartment fram £115 per night 
St John's, Antigua, West Indies 


Tel: «1(268)461-2024 Fax: «1(268)462-2718 
"A Ashbum Gardens, London SW7 4DG. UK. Email: maritime@candw.ag 


Wai S http//Awww.milonline.com 
ARD N 


E “A decade of confidential service" 


É 
Touris rd Commended 


Invitation to join our network for Accountants, 
ee and Offshore Professionals, 


to you as p local. Member Firm, expanding your ouas fora mesi da Fee of only $ 80,- 
per month, As Member Firm of the Eurotrustee Group you will benefit from: 
; Protected exch within your te 

Participation in our worldwide adv 
"The use of our internationally recognize 
“The use of our Name and Logo 
Global referral se : 
Direct links with international offshore & onshore partners 
Your company profile on our Internet Home Page: www.eurotristee.com 
Your company profile in our corporate brochure 
Group insurance Program with Lloyds of London 


campaigns 
Corporate Identity 


To find out more visit the ultimate Offshore Companies Internet Site: www.eurotrustee.com or 
: : P : 
ask for our corporate brochure. If you are keen to secure your exclusive position and to develop 
your business into the international arena, please present your pri aval credentials tec 
A Eurotrustee Group Tel: 931-20-6014510 + Fax: e-31-20-6014400 
H V NATARE EE TOES EA E-mail: ewrotrustee@eurotrustee-group.com 
Home Page: www.eurotrustee.com 


s under app i 
backed in 


"Canada" s leading internet law 
World Wide Web 


TAX PLANNING 
TRUSTS 


Since 1977, The ICSL Group has specialised in advising on the use of offshore 
companies and trusts to achieve personal and corporate tax savings. 


INTERNATIONAL TAX PLANNING 

We can provide innovative solutions to your complex tax problems. 
We can assist you in setting up and managing a structure to help you achieve 
substantial tax savings. 

To receive our explanatory booklet on offshore and international tax 
planning and trusts or to arrange a discussion, all free of obligation or 
charge, please contact your most convenient ICSL office. Altematively, 
visit our Web Site at httpwww.ICSL.com. 


HONG KONG -- Simon Hanley 


Te +852 2842 1177 fax +852 2545 0550 


Emai: hkGICSL com 
ISLE OF MAN ~ Diane Dentith 


LONDON ~ Peyman Zia 


yet +44 171493 4244. Fax 144 171 491. 0605 


Email: UK@ICSL.com 
AMERICAS ~ Paul Winder 


+44 1624 801801 ra t44 1624 801800 tet +4 649 946 2828 Fax +11 649 946 2825 


Emak lom@ICSL.com 
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Emak tell CSL.com 
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WORI D WIDE 


OCRA j d the Estate and 


OFFSHORE 
SOLUTIONS 
FROM THE 
WORLDS No 1 
PROVIDER 


Since 1975 our world wide staf 
of over 300 multi-disciptined 
professionals including lawyers, 
chartered accountants, chartered 
Secretaries, economists and 
bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using all of the 
major low tax areas. 





‘Companies available 
from US$350 


LUXEMBOURG SINGAPORE 
Eveline Karls Diana Bean 
Tek «352 224 286 i 
Fax. «359 224 287 Far +65 535 3091 
FINLAND HONG KONG 
Jenny Kompulainen Raymond Choi 
Tel +356 9 6969 2502 MBA MUA (Dip) 
Fax: +358 9 6969 2885 Tel «852 25220172 
HUNGARY Fax, «852 25211180 
Laszlo; Kiss BSc (Econ! SHANGHAI 

138! 1 9989 Bart Dekker 1M 

Tet. «B6 21 6248 4355 


CYPRUS Fax: 486 21 GRAB 1421 


Chris Vassifiades — USA 
Attorney-wt-Law Kevin Mirecki 


Tek 4357 2 423211 1714 854 3344 
Fax: «357 2 463463 box 1714 854 6907 


For immediate service and | 


our 110 page colour 
brochure contact: 


ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, IM99 4EE 
E-mail: economist&ocra.com 

TEL: +44 1624 815544 
FAX: +44 1624 817080 
LONDON - RICHARD COOK, BSc 
Te +44 171 355 1006 Fax: +44 171 493 4973 
1509002 CERTIFICATED 


Offshore information on 
www.ocra.com 


| OFFENE 
COMPANIES 


BY LAWYERS 


SCF is one of the world’s largest tax 

planning practices. Fully owned. and 
operated by lawyers and accountants, 
All our consultants are professionally 
trained and will ensure your affairs will E 
be dealt with in an atmosphere of 

utmost privacy and confidentiality. 


WORLDWIDE OFFICES CAN 
mx PROVIDE g 


LOWEST 1° YEAR 
& ANNUAL FEES 
re LL RR 


For confidential & friendly 


LONDON OFFICE 


90-100 SYDNEY ST, 
CHELSEA LONDON, 
SW3 6NJ 
TEL: + 171-352 2274 
FAX: + 171-873 9688 — | 
E-mail: offshore@scfgroup.com 


FREEPHONE: 0800 262 856 
www.scfgroup.com 


DUBLIN OFFICE l 
27-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@scfqroup jolie 
Other European Offices 
Athens, Budapest, Lisbon, Monaco, Moscow, 
Nicosia & Sofia 


For a free colour brochure on 
how you can save taxes please 
complete this coupon below: 




















| OUTPUT, DEMAND AND JOBS Japan's jobless rate reached a record high of 4. 3x in Au- 


man dole queues were below 4m for the first time in almost two years. Britain's industrial 
production edged up 0.7% in the year to August. 


% change at annual rate 





The Economist poll Industrial Retail sales Unemployment 
....SDP GDP. forecasts production — (volume) erate — 
3 mths? 1999  3mths! 1year 1year —— latest year ago 
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“Sot seasonally adjusted. f average of latest 3 months compared with average of previous 3 months, at annual rate tNew series $May-Jul, claimant count 
tate 4.6% ín August. **lun-Aug. 








| PRICES AND WAGES German consumer-price inflation was unchanged at o. 8% in the 
| year to September; it slowed slightly to 1.8% in Italy. In the year to August, producer prices fell 
| by 1.2% in France and by 0.3% in Italy. American workers got a pay rise of 4.0% in the year to 
| September. Earnings growth in Britain was revised up to 5.0% in the year to June. 











% change at annual rate The Economist poll 
Consumer r prices* consumer prices forecast _Producer prices* Wages/earnings 
3mthst 1 year 
































“Not seasonally adjusted. ante of latest 3 | months cormpated with a 


gust. America’s unemployment rate rose to 4.6% in September; Germany's fell to 10.7%. Ger- : 












| Organisation reckons that world meat 


COMMODITY PRICE INDEX : 
The Food and Agricultural 





; output will rise by 2% this year. Pork pro-. 
| duction is expected to rise by 4%, lamb 
i and poultry output by 3%; but beef pro- 
; duction will be little changed. Although 


| America will slaughter fewer cattle, they 
| are likely to weigh more, thanks to cheaper 
; animal feed. Australia is expected to 


slaughter more, but lighter, cattle. The Eu's 


| beef production will fall for the third year 
| running. The economic downturn in Asia 
; and Russia may depress world trade in 
| meat for the first time since the early 


1980s. Rising meat supplies could help to 


| push prices to their lowest levels this de- 
i cade, with pork likely to fare worst. 





1990=100 % change on 
Sep 29th Oct 6th* one one 
ccs ON year 
| Dollar index 
j Ali items 867 . 854 - 43 218 
. (97 8 


| SDR index 
| All tems 
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Sterling index 
Food — —— 1032 103 
industrials | 

















| MFORECASTS Every month The Econo- 
mist polls a group of forecasters and calcu- 
| lates the average of their predictions of 
| economic growth, inflation and current- 














| account balances for 15 countries. The ta- 


ble also shows the range of forecasts for "26/30 








2433. * 











growth. The previous month's forecasts, 


where different, are shown in brackets. mieu if cw] 











Even more than in September, the gather- 
ing gloom over the world economy has af- 








fected our seers’ predictions. The average 








estimate of GDP growth in 1999 has been 





cut for every single one of the 15 countries. 
Japan's GbPis now forecast to shrink next 





year as well as this. In every country except 
Sweden and Australia, our. forecasters 
have trimmed their predictions for infla- 
"tion next year; and in Japan, they have in- 
creased their expected rate of deflation. 











416: 
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FINANCIAL INDICATORS 


"Tokyo offered an entertaining ride, falling to a new 12-year low, before 
T nising 62% the next day and then falling once again, by 5.8% on October 8th. Eight markets in 
| the tableh it new lows for the year. 













m CURRENCY HOLDINGS The euro's 
launch in January may mean big shifts in 
holdings of official reserves. But for now 


















% change on the dollar remains the currency of choice. 
1998 one one record Dec3tst 1997 | The dollar accounted for 57% of global for- 
Oct 7th high low week year high in local ins. | eign-exchange reserves last year, up from a 









low of 49% in 1990. Rich-country dollar. 

holdings jumped from 45* of the total in - 

1990 to 58% in 1997; but they fell from 60% 

to §7% in developing countries. The p- |. 
mark made up 13% of global reserves, 

| down from 17% in 1990. Yen holdings fell 

| from 8% of the total in 1990 to 5% las year. 

| Sterling’s share is up from 2.8% to 34 


























7 782. 3 53357 
798 5765 
23997 18731 
$1714 — 39625 
RE: 16544 10532 
13,8256 — 1722643 12,9481 
857.1 13156 8293 
662.5 947.6 632.6 
25055 39556. 5 . ! ; f 3 |i By currency 
5,462.1 84120 5,126.5 ee 351. 3 
7,741.7 93380 75391 
9289 101430 896. 5 

5 ley Capital International index includes above markets and eight others, in in dei terms. 


AND INTEREST RATES Government-bond yields hit new lows in the week to 
7th. The Bank of England cut its interest rate by a quarter-point to 7.25%. Spain cut 
i Hes by a surprisingly large half a percentage point to 3.75%. 



















































































































































__Money supply* Interest rates % p.a. (Oct 7th 1998) 
% rise on yearago — over-  3-mth money market banks — bond yields Eurocurrency 

AN prime gov't? corporate — 3 mths bonds 
FET +6.8 Aug ae _ 4.92 4,80 8.75 4.96 5.76 4.50 462 o 
+74 +20 ii 337 — 359 650 ^ 408 na na 7.04 — 
-19 +54 u —339 ^ 350 725 409 563 350 361 

462 +88 Aug 800 7,31 &25** 4. no 5.59 7.31 4.70 
HILI 41 Aug $37. 4,59 
na. 5,15 


+85 i 3 7 . . ; 323 /— E d Do 's siw 






































































RS 4 495 . l 
480 439 Aug 0.19 0.41 0.43 150 080 106 0.3 065 
+71 +87 Ng 316 300 3.38 525 — 395 400 400 367 
4108 +01 Aug 420 3.90 5,08 700 424 458 386 369 
+64 +39 Ag 4.10 427 4.20 43 458 525 4.35 4.46 
252 £12 Sul TAN 1.50 163 — 313 276 310 139 188 
~O1 +94 5.19 432 6.5] 























































































"Narrow: M1 except Britain MQ, broad: M2 or M3 except Britain M4, Sources; Banco Ambroveneto, Banco Bilbao Vizcaya, Belgian Bankers" Assn, Chase 
Manhattan, CA IB Investment Bank, Commerzbank, Crédit Lyonnais, Credit Suisse First Boston, Den Danske, Deutsche, Generale, J.P. Morgan, Paribas, Royat 
A Bank of, Canada, SE-Banken, Svenska Handelsbanken, WEFA Group, Westpac, DatastreamACV. Rates cannot be construed as banks’ offers. 






















TRADE. EXCHANGE RATES AND RESERVES The dollar fell to an eight-month low of 124 yen on October 7th after the Fed chairman, 
| Alan Greenspan, hinted at more American interest-rate cuts. As it hit a 20-month low against the p-mark, the dollar's trade-weighted value 
Y fell my 4.1% in the week to October 7th. The yen's rose by 8.8%. Sterling's was down 3.1%, as it touched a 16-month low of DM2.72. 






















































































































































Trade balance*, $bn Current account, $on — Exchange rate Currency units per $ Currency units 
latest latest 12 latest 12 mths Oct7th year ago per per 
EUM month months £ DM 
: ‘Australia -0.28 aug - 33 ~ 162 Q2 137 — 234 — 100 19) 
Austria ~ 0.33 u$ — 55 EER 193 703 
|. Belgium + 1.0) feb + 134 — 565 206 
| ` Britain ET Mb 273 - 037 
|: Canada 104 +5 -3iq 2.59 0.94 
Denmark + 25 — 1041 — 380 
France L2IMM T. 286 — 4383 918 335 v — 302. 
|^ Germany + JAZ — $751 T 084 5A (791 — 780 
| italy + 230mm 4273 «309 V2 72 15 14719 2,707 989 ARS ah — 478 
j Japan 9784 — £175. O AA 1211 63 124 dn 210 — 765 (M9 2064 BM 
Netherlands + 1.27 jun88 + 149 + 206 Q 1.13 22.4 wt — 259 
| Spain - 13004  - 196 + 70 85.0 680 —— 646 
| Sweden +123 Aug * 170 + 5AA à 4.80 12.7 jun 
| Switzerland + 025 ui + 02 + 22.1 Q2 0.82 
United States -20.94 ui — -2244 -1864 qo 1052 1048 - = 0. 








“Australia, Britain; France, Canada, Japan and United States imports fob, exports s fob, Ali others ciffob. 71990100, Bank of England. t€xcluding gold, IMF definition. 
SForward rates for delivery January tst 1999, calculated by J.P. Morgan. §§Not seasonally adjusted. **New series. 
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M CHILD MORTALITY. A good indicator 
of economic and social progress is falling 
child-mortality rates. In almost all devel- 
oping countries, child mortality has fallen 
in the past two decades. Between 1980 and 
1996, for instance, India almost halved its 


rate of child mortality. In 1980 173 out of | 


every 1,000 Indian children died before 
the age of five; in 1996 the figure was 85. 


This was lower than the child-mortality | 


rates of many of the world's other poor 
countries: in Sierra Leone, for instance, the 
rate in 1996 was 284 per 1,000. But India 
still has the highest child-mortality rate 
among the emerging economies tracked 


by The Economist. The World Bank is | 


putting increasing emphasis on social 
spending; it hopes recent world economic 
turmoil will not reverse the gains of recent 
years. 
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| ECONOMY. Brazil’s GDP rose by 1.4% in the second quarter, lifting year-on-year growth to 
| 1.5%. Chilesi2-month inflation rate slowed to 4.8% in September; Colombia’s fell to 17.8% as 
did Venezuela's, to 34.3%. South A frica’s trade surplus fell to $1.3 billion in the year to August. 
Its current-account deficit widened to $2.2 billion in the year to the second quarter. 


i 56 change on year earlier Latest 12 months, $bn Foreign reserves, $bn 
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FINANCIAL MARKETS Emerging markets had another awful week. Istanbul plunged 18% 
in the week to October 7th, as Turkey clashed with Syria. Budapest fell 12.5%, wiping out last 
week's gains. Sao Paulo lost 6.6% despite President Cardoso's re-election and hints of imF aid. 
| But Bangkok rose 3.7% as investors hoped that the worst was over for the Thai economy. 













L. urrency units — interest rates $ Stockmarkets % change on 
per LN short-term 
Oct7th yearago Oct 7th % p.a. 
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Sources: National statistics offices, central banks and stock exchanges; DatastreanviC V. EIk Reres, Warburg Dillon Read; LE Morgan; Hong Kong 
| Monetary Authority, Centre for Monitoring Indian Economy, Bank Negara Indonesia; Malayan Banking; Philippines National Economic and Development 
Autborty; Hoare Govett. Asia; FIEL, Baring Securities, Merrill Lyach; Bank Leumi Le-srael: Standard Bank Group: Akbank; Bank Ekspres; Deutsche Bank, 
Russian Economie Trends. 
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Sixth Roundtable with the Government of the 


. People’ S LL. of BS ade 


kom 
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f ever there has been a time for senior executives to seize the opportunity to engage in dialogue 
with China’s central government leadership, this year - at this stage in the country’s process of reform 
- is it. The Economist Conferences offers that opportunity from October 11 to 13 in Beijing. 


Against a backdrop of severe financial crisis and declining economies in much of the rest of Asia, 
Zhu Rongji, has pledged to pursue and solve what are arguably the three hardest tasks of China's 
ongoing reform: 

e State-owned enterprise (SOE) restructuring 

e reform of the banking system 

* divorcing of the state from business and production through bureaucratic restructuring 


oin us in Beijing to hear - first hand and up close - what senior government leaders propose to do 
with the enormous challenges ahead. A must for senior executives doing serious business in China today. 
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DRIVE AWAY IN 


ia] THERE'S A ER ONE OF THESE: 5 
WINNING SEAT Dd: Fly Cathay Pacific and you could 


drive away with one of 4 newly 


ON EVERY FLIGHT... ede designed, state-of-the-art Volvos, 


including the ultra-modern 
bi-turbo engined S80. 
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-dynamics: 
exploring 
new horiz 


The euro dawns, bringing the biggest 
transformation to global financial markets in 
our lifetime. Major investors, corporates and 


e Bank as 





financial institutions turn to Deuts 
a knowledgeable and trusted partner to help 
them profit from new opportunities — and avoid 


the pitfalls in a rapidly changing environment 


Euromoney has awarded Deutsche Bank 
Best Bank in the euro zone" and "Best Bank 
in Western Europe". We are also the leading 
universal bank in the euro zone by asset base 
capital and market capitalisation. We listen to 
your needs and risk preferences and provide 
nnovative and profitable solutions - using our 
breadth of experience backed up by our 


powerful balance sheet 


Whether your interests are financing or 
nvestments in the debt or equity markets, 
strategic or risk management advice or 
consolidation of financial activities 
Deutsche Bank covers the full spectrum 


of your global financial needs 


Think euro, think Deutsche Bank. 


Deutsche Bank [Z] 
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LETTERS 


Waiting to recover 


Sig—Since the end of the second 
world war, the wisest counsel in 
Japan (“Reviving Japan", Sep- 
tember 26th) has almost always 
been to delay. Japanese business 
and government are run by a 
generation trained to believethat 
tomorrow will be a little better 
than today. The farmer should 
worry only about growing little 
more rice this year than last. 
Nemawashi, tending to the 
roots, means that the group will 
avoid the mistakes that come 
from thinking outside the box. It 
isa difficult mindset for this gen- 
eration to break and has worked 
well for 50 years. 

Now a fundamental demo- 
graphic shift has taken place. Ja- 
pan's population is growing old 
and the old are not big spenders. 
Unlike ageing European coun- 
tries, almost no immigration is 
allowed to offset the decline. 

Social change is making this 
effect even worse. For example, it 
is common for Japanese men to 
retire from their main company 
job at55and move down toa less- 
er one. When they received the 
pay-out from their pension 
many used to build a big, new 
house, bringing the eldest son 
and his family to live with them. 
Now, most young people do not 
intend to move in with their par- 
ents and the expenditure is not 
made. 

Worse, many young women 
resist or delay a marriage that 
means leaving work, staying at 
home with the children and liv- 
ing with their in-laws. Hence, the 
birth rate is too low to maintain 


The Economist, 25 St James's Street, London SWIA IHG FAX : 0171 839 2968 


the current population. — 


This set of problems, unique: 


to Japan, is what the country 
must sort out. 
Toronto JErrREY SMYTH 





Italian drivers 


Sir—How fascinating: to know 
("The numbers are up”, October 


3rd) that once again Italians can 
gamble on the results ofa motor 
race. Potential winning. tickets 
for a huge lottery linked to the 
1933 Tripoli grand prix rashly car- 
ried drivers’ names. Overwhelm- 
ing Italian. dominance of the 
sport allowed its four leading dri- 
vers, Nuvolari, Campari, Borzac- 
chini and Varzi, to join forces 
with the lucky man who had 
drawn Varzi’s ticket. Naturally he 
won and the five divvied up. 
Other punters were less than 
happy and the system was 
changed the next year. 

London SANDYSKINNER 
——á m ids. M 





Business studies 


Si&—Not only are Canadian uni- 
versities increasingly reliant on 
corporate dollars (“No ivory tow- 
ers”, September 19th), their corpo- 
rate “partners” may be getting a 
better deal than any of us know. 
The terms ofeach of the dozens of 
exclusive-supplier agreements 
signed between Canadian uni- 
versities and corporations, giv- 
ing the latter a campus monop- 
oly in exchange for an annual 
cash payment to the university, 
are strictly confidential. 

The University of British 
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: Columbia has bought the line 


that only by keeping our con- 


tracts secret can we secure the 


most favourable terms. Among 
the many universities signing 
these contracts, only one gets the 


best deal; the remainder fool 


themselves with this 


logic. 


“Dozens of universities bargain- 
ing with a few major corpora- 


tionsare losing sightoftheir own 
colléctive interests in the pursuit 
of desperately needed funds. 

Full disclosure of the terms of 
these exclusive contracts is neces- 
sary to determine the true value 
of universities’ captive markets. 
Only then will we stand any 
chance of negotiating fair deals. 

VIVIAN HOFFMANN 
Alma Mater Society 
University of 


Vancouver British Columbia 





Ancient history 


Srg—Your reference to the Elder 
Cato ("The White House goes to 
war", October 3rd) is an apt piece 
of essay writing but historically 
not tenable. “At the height ofhos- 
tilities between Rome and Car- 
thage”, Cato was a junior officer 
in the Roman legions. Though he 
fought with distinction, he said 
nothing memorable; he was at 
least a decade from the required 
minimum age for entry into the 
Senate. 

His speeches urging the de- 
struction of Carthage— "ceterum 
censeo Carthaginem esse delen- 
dam” is the received reading— 
were made at a time when 
Carthage was prepared to fulfil 
every demand Rome chose to 
make, having been deprived of 
the means to defend herself years 
before. The destruction of Car- 
thage was a calculated political 
statement but it was no great mil- 
itary victory. Its equivalent in 
modern terms would be the 
destruction of, say, Belgium by a 
concerted action of American 
and allied NATO forces. 
Hamburg VOLKER BACH 


Sir—You criticise Bill Clinton for 
his moral laxity and equate the 
zeal of his defenders with the fury 
of Cato the Elder (the Censor) fin- 
ishing the article by quoting the 
inscription on his statue: “By his 
discipline and temperance [he] 
kept the Roman state from sink- 
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MANAGERS 


c. 400,000FF PARIS 


Our client is a multinational group, based in Paris, and specialises in providing services to governments, public and private 
companies. The growth is impressive, particularly due to a number of projects in Latin America and Africa. 


The Requirements 
W With a strong accounting background, you will 


The Positions 
Wi Participate actively in operations to improve tax 


collection in a number of Latin American or 
African countries. 


Train and supervise local middle and high level 
managers. Advise teams of civil servants. 


Imagine and develop efficient management methods 


and organisational structures, adapted to local needs. 


Frequent travel to Latin America or to Africa. 


have acquired solid practical experience at training 
and organising. 

Good sense, and the ability to conceive methods 
and solutions well suited to local conditions. 

A quiet, yet determined person, you can be a 
diplomat with real adaptability. 

Good spoken English and French or fluent Spanish 


with. good English and French or fluent Portuguese 
with good English and French. 





Alternatively send by fax on +41 22 311 78 29 
or by e-mail to kfs-geneva@kornferry.com 
Internet Home Page: http://www.ktselection.com 


Please send your CV with current salary details to: 
Claire Besancon, K/F Selection, Rue du Rhóne 61, 
1204 Geneva, Switzerland, quoting ref: MSTDP. 


K/F SELECTION 


A DIVISION OF KORN/FERRY INTERNATIONAL 





DIRECTOR-GENERAL OF TRADE AND INVESTMENT 
PROMOTION US, AND CONSUL-GENERAL (NEW YORK) 


The Foreign and Commonwealth Office seeks applicants for the above position, which will become vacant by September 1999. 
Responsibilities of this senior appointment include direction of the UK's trade promotion and inward investment 
operations in the US, including supervision of staff in other Consular offices throughout the US. The Consul-General is | 
also responsible for the. projection of UK government policies to politicians and opinion-formers in New York, New Jersey, | 
Pennsylvania and Connecticut and for providing the full range of consular services in an area of the United States with 
a GDP equivalent to that of the UK. 


Applicants must have held senior management positions in business or government, preferably including exporting or 





Foreign & 
Commonwealth international investment experience, An ability to represent UK interests at the highest levels of US business and 


TION 


x 
4 


Of fice government in this high profile appointment is essential. Previous experience of working in the USA and with the media M 
would also be advantageous. The D-G, who reports direct to the Ambassador in Washington, also works closely with a rr 
range of Government Departments in the UK. ma 
A successful applicant from business will be offered a three year contract with the possible extension of a further year. ryt 
The starting salary will be in the range of £65,000 to £101,000 depending upon qualifications and experience. There will jag 
also be an overseas allowance package. VO 
for more details and an application form (to be returned by 13th November 1998), write to Capita RAS, Innovation on 
Court, New Street, Basingstoke, Hampshire RG21 7JB, or telephone 01256 468551 (24 hours) or fax 01256 fa 
383786/383787. Internet:http:f/www.rasnet.co.ukf ard 
Please quote reference B3886. ES 

`- Alternatively for an informal discussion please call Barry Hilton during office hours on 01256 383621. be 
in representing Britain overseas, the Foreign and Commonwealth Office aims to reflect the diversity of British society. pe | 
Applications from all suitably qualified persons, including women, members of minority ethnic groups and the disabled are T Es j 
therefore welcome. pied | 
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EXECUTIVE FOCUS 


HIGH PERFORMANCE 
CHANGE MANAGEMENT 
CONSULTANTS 


£60-£90k 
PLUS BENEFITS PACKAGE 


CREATE MORE CHANGE THAN HE’S SEEN IN A LIFETIME. 


If you had been born in the early years of the century you 


would have seen the world change beyond all recognition 


lf you were to work with us in strategic change management 
in this era of dramatic organisational and technological 
development you'd be introducing change that will see 


multinationals transformed in no less dramatic a fashion 


We attract large-scale assignments from major players due to 
our reputation for delivery of change — not through imposition 
but through partnership — and our ability to work in a seamless 
way across the globe. We implement changes which lead to 
dramatic improvements in performance which are evident to 


customers, competitors and shareholders alike 


You may well be one of the seasoned change management 
consultants we want to join us on our mission — our continuing 
growth post-merger means we wish to make a number of key 


appointments. Our requirements for these roles are demanding 


e change project management experience as a consultant to 
or as in-house lead with, multinational companies 

@ a track record of delivery, results and value creation 

e cross-functional rather than single-dimensional exposure 


e the ability to influence at Board level 


e knowledge of more than one of: organisational design 
re-engineering, restructuring, mergers & acquisitions and 
IT-led change 


e international experience and cultural sensitivity 


All this, combined with a strong academic pedigree, means 
that we are targeting a select group of individuals. However 
we know that we can offer them exc eptional Career « hallenges 
and the chance to benefit from, as well as add to, our global 


intellectual capital 


Our commitment to you is that we will continually invest 

in your professional development, acknowledge and recognise 
your expertise through our innovative career framework 
provide you with the cream of top-tier clients world-wide 


involve you in extending our position as the 'breakaway firm 


If you meet the criteria outlined above, Tony Jackson, 
Recruitment Manager for our Strategic Change practice 
would like to hear from you. Send a detailed CV along 
with current salary information to him at 


PricewaterhouseCoopers, 32 London Bridge Street 


London SE1 9SY. Please quote reference MCS2100/E 


www pacgiobalconm PRICEWATERHOUsE( COPERS 


Pricewaterhouse 


[HE ECONOMIST OCTOBER 17TH 1998 





ENVIRONMENT. ; Sum ve q 


THANAPORT 
Rraions 


? CHAIRMAN 


Central London. p c£100,000 


The Secretary of State for the Eosironmisl, Transport a and Mhe Reg ins wishes to appoint a suitably qualified candidate to the Board of the Civil 
Aviation Authority, to serve in the capacity of Chairman of ‘Traffic Services Ltd. One of the major responsibiities of this post will be the 
preparation for, and implementation of, the Publi Private Partnership recently announced by the Secretary of State. 

The National Air Traffic Service Limited, a owned s ary of the Civil Aviation Authority (CAA), plans, provides, maintains and 
operates the air traffic services for the UK airspace, including the majority of the UK's busiest Airports. NATS is a business with a £500M annual 
turnover employing over 5,000 people. It has a challenging future xe ever increasing air traffic, the implementation of significant technological 
change as well as the move toward a Public Private Partnership. © 

The Executive Chairman will have particular responsibility for NATS to the planned Public Private Partnership working in tandem with 
the Chief Executive, who will concentrate on the: delivery cof the air traffic service and the technical ‘and operational development of the business. 

The successful candidate is likely to have high business standing. with plc board experience or equivalent, have been involved in a public to 
private transition, have high credibility with city institutions and 4 record of building enterprise value. A background including exposure to high 
tech industries and working with government at the highest levels will be an advantage: 

Remuneration will be circa £100,000 with a comprehensive benefit package for a flexible 4 day week in a role that will involve considerable 
energy and commitment. There will be an initial 2 year contract with provision for renewal. NATS Head Office is located in Central London, 


Interested candidates are invited to apply in confidence to David Sears with CV's quoting reference 310 on the envelope by the closing date of 
5 November. Further information is available on request: 


The Department of the Environment, Transport and the Regions is an equal opportunity employer. 
: Female; ethnic ny and disabled applicants are particularly encouraged to apply. 


x » Stanniorcok House, 2-5 Old Bond Street, London W1X 3TB 
'AMES'S Telephone 0171-493 1788 Fax 0171-394 0686 










































Excellent tax free à : 
package BIOSALINE AGRICULTURE CENTER Dubai 


Director General 


Innovation at Work in The Gulf 
The Islamic Development Bank, a multilateral development finance institution based in Jeddah, in association with the 
Ministry of Agriculture and Fisheries of the UAE, is establishing in Dubai a regional nonprofit applied research and training 
institution known as the Biosaline Agriculture Center (BAC). The BAC is dedicated to developing, applying and promoting 
biosaline agriculture technology primarily within, but also outside, the Gulf region. 


The BAC is seeking to recruit a Director General with excellent track record. 





THE ROLE THE QUALIFICATIONS 

m To provide intellectual leadership in all aspects of the @ Ph.D or its equivalent in relevant discipline with con- 
Center's activities, to assume responsibility for its financial siderable experience as a research scientist and 
and technical management and to lead its networking and research program manager. 
outreach activities in line with its mission statement and — m At least ten years experience of management at the 


mandate. 


W Lead the center's relations with other national and interna- sg 
tional research centers and take an active role in communi- 
cating with funding organizations. 

W in consultation: with the Board and senior management, 

develop. the center's strategic and medium term plans in 

order to meet the BAC key objectives. 


senior level in a large research institution. 

Experience in strategic planning and a proven record 
in obtaining project research funding from a wide 
range of sources. 


B A high level of skills in leadership and interpersonal 
relationships. 


Please apply with details within four weeks of this advertisement to: 


The Head of BAC Project 
Biosaline Agriculture Center 
c/o Ministry of Agriculture and Fisheries 
, P.O.Box 1509, Dubai, UAE, Fax: 971-4-236110/ 232781 
e-mail: idbbac@emirates,net.ae 
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‘XECUTIVE FOCUS __ 


Cable & Wireless Communications is the 
75 UK's leading provider of integrated 
© telecommunications, entertainment and 
information services. We are part of the 
Cable & Wireless group, an organisation 
‘serving more than 15 million customers 
. in 70 countries. 




















In this fast changing industry Cable & 
Wireless deals with issues everyone's 
interested in. The arrival of digital TV, the 
jmpact on communications markets of 
ajor takeovers, and the future of the 
ternet are just some of the subjects that 
have recently made the headlines and we 
are closely involved with them all. Based in 
|: our Central London offices we are looking 
| for two individuals with the desire and 
drive to influence the future regulation of 
the communications industry. 





Economic Policy Advisor 
You will be responsible for providing us 
with expert economic advice and 

ae formulating policies on regulatory issues 
..that are critical to our business 
performance. Part of the Regulatory Affairs 
Team, you will need to communicate at a 
“senior level with external regulators, as well 
s giving economic guidance on internal 
“commercial initiatives. 









You will have at least four years experience 
of dealing with regulatory issues, preferably 
in the telecommunications or broadcasting 
industries. This will be supported by a post 
graduate degree in economics and sound 
commercial understanding. Experience of 
the application of competition law would be 
à significant advantage. 





More generally, we will be looking for good 
project. management skills, a high degree of 
initiative and the ability to meet tight 
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deadlines. You will have to win the respect 
and trust of people at all levels, so you 
must be personable, persuasive and a 
first-rate communicator. A high level of 
computer literacy is also essential and 
knowledge of a second language would be 
useful. Ref: MNTE9759 


Regulatory Policy Manager 
You will play a critical role in setting the 
competitive framework for 
telecommunications and broadcasting by 
working with external authorities to shape 
regulatory policies and strategy. 


You are most likely to have a background in 
law, economics or management consultancy. 
Experience of the development of policy in 
the telecommunications and broadcasting 
sectors would, of course, be a distinct 
advantage. Whatever your experience, it 
must encompass an impressive level of 
academic achievement and convince us that 
you can quickly grasp the nature of our 
business, its aims and the factors influencing 
its success. You will also be a charismatic 
and persuasive communicator who can build 
productive relationships with key industry 
and regulatory players. Ref: MNTE10443 


If you want to help shape the future of 
communications, please send your CV 
stating your current salary details by e-mail 
to bridget.hynard@cwcom.co.uk by fax on 
0171 528 3851, or by post typed on 

A4 white paper, quoting the appropriate 
reference to Cable & Wireless 
Communications, Resourcing Services 
Centre, Buckingham Road, Bletchley, 

Milton Keynes MK3 5JL. 


Also see our website at www.cwcom.co.uk 


We discriminate only on ability. 





CABLE & WIRELESS 


Shape and influence. 



















Join our 
Inner Circle... 


IFL, the Swedish Institute of Management, is the leading executive centre in Scandinavia and runs a com- 
prehensive portfolio of development programmes for upper-level management in private, co-operative and 
public firms and organisations.as well as non-profit associations. We have a strong ambition for 
further international growth. At present approximately 35% of the portfolio consist of programmes 
for participants from all parts of the world, IFL is an independent foundation with its headquarters 
in Stockholm and management training centres in Sigtuna, close to Stockholm, and in Brussels. 


Programme Director 


IFL is now recruiting experienced and dynamic members to its staff of project 
managers and programme directors. 
You have a PhD in Business Administration or an MBA and practical, 
international experience from management development or as a manager. 
You have a strong devotion to learning and supporting other people in 
their self-development. 
In the position of Programme Director you will be responsible for establishing 
and developing client relations, designing and running executive development 
programmes, creating faculty networks, producing learning material and 
leading projects. You possess prominent skills in learning methodology, 
presentation and process leadership. You also have a deep understanding of 
general management and profound knowledge within at least one specific field 
of management such as strategy, marketing or human resource management. 
You speak and write English and one other major European language 
fluently and you are between 30 and 40 years old. 
You will be based in Brussels, but you should be prepared to travel extensively 
to execute your responsibilities. We are flexible as to where you live. 
We offer you the freedom to grow in an international and open workplace. 
The position is permanent, and the closing date for applications is November 16. 
Your availability for the position is negotiable. Interviews will be held either in 
Brussels or Stockholm. 


For further information, please contact 
Peter Kähäri, telephone: +46 8 457 16 00, e-mail: peter.kahari@ifl.se 
or Morten Lindh, telephone +32 2 209 14 11, e-mail: morten.lindh@ifl.se 


Please send your application to: Kerstin Storákers, IFL, Box 45180, 
SE-104 30 Stockholm, Sweden 


IFL 


IFL - SWEDISH INSTITUTE OF MANAGEMENT 
Sveavügen 53, Box 45180 SE-104 30 Stockholm, Sweden 
Phone +46 (8) 457 16 00 Fax +46 (8) 31 43 60 ifl@ifl.se 


www.ifl.se 





THE ECONOMIST OCTOBER 17TH 19€ 


Study Group USA 



































Study Group international, part of the Daily Mail 
& General Trust family af companies, is one of the 
world’s fastest growing educational organizations, 

à world leader in quality international education and 
training. The US division delivers English language 
training, high school and university placement, 
academic and cultural exchange programs, 


Commercial Director - USA 


in Fort Lauderdale - Florida 




















We expect growth to continue and wish to appoint a Commercial 
Director to develop and lead all aspects of the business. The 
Director will be a high calibre graduate with senior management 
experience in an international organization and will: 
* have proven experience of successfully managing 
profitable growth 
* formulate and implement business strategies 
and planning 
* be team leader with confidence and ei 
to motivate others throughout the organiz 
* have strong financial and anal 
* be used to a demanding US. afl 
travel schedule dl 
Please forward your resume fuil details and 
Duncan Greenland, f Las Olas Bg 
Florida, 33301 USA F ? 
Closing date for receipt à i 
Initial interviews likely to take place 9 & 10N 












































epc is an Anglo-German joint venture spezialising in 
implementation of EU funded technical assistance 
projects. For short or long term assignments in Asia 
and Eastern Europe, we and/or our shareholders are 
seeking professionals experienced with donor funded 
TA-projects in the following sectors: 


« Clean Production and 
1SO 14,000 

e Monitoring & Evaluation 

« Transport and related 
Infrastructure 

« Private sector development 

+ Central and local government 

Support 

« Trade promotion 

» Financing instruments 

» Procurement 






EUROPEAN PROJECT 


CONSULTANTS 


Please send your application including a detailed CV 
preferably by e-mail to: 

epc(?epc-eu.com. For contact details and further 
information, please refer to our web page at 
WWW.epc-eu.com. 


epc e 50, Avenue des Arts e B-1000 Brussels 
Fax:4432-2-5137781 


{E ECONOMIST OCTOBER 17TH 1998 


















In these roles, you will have full P&I, responsibility and manage the 
marketing, sales, distribution and financial results of Hershey Brands 
in one or more of the following countries/regions in China, Korea, 
Australia, New Zealand or Western Europe. You will lead overall 
growth of our business and recommend brand introductions, exe- 
cute product launches with excellence, lead and motivate our distrib- 
utor or broker network, manage advertising programs and deliver 
sales and profit objectives. 


Managing/Marketing Director -W. Europe 
Requires 12 or more years of international business development 
experience in fast-moving consumer goods; confectionary industry 
experience preferred. A good fundamental knowledge of internation- f= 
al channels of distribution, profit/loss responsibility, customer opera- f} 
tions and marketing concepts and strong selling skills are required. — 


Marketing Director - Australia/New Zealand 
Requires 10 years of international business development experience 
in fast-moving consumer goods, confectionary industry experience 
preferred. A strong fundamental knowledge of international channels 
of distribution, profit/loss responsibility, customer operations, mar- 
keting concepts and strong selling skills are required. 




























Business Managers - International 
China, S. Korea and West Europe, Middle East 


Requires 8-10 or more years of international business development 
experience in fast-moving consumer goods; confectionary industry 
experience preferred. Strong entrepreneurial flair and leadership 
skills, as well as excellent analytical abilities are essential. 


A Bachelor's degree in a relevant discipline is required for all positions; 
an MBA is preferred. 


All positions are based in the Fort Lauderdale, FL area and include a 
full relocation package. Relocation will be required in 3-5 years to 
China, Korea, Australia, New Zealand or Western Europe for most 
positions. Multicultural experience and multilingual fluency are highly 
desired. U.S. citizens, permanent residents and foreign nationals with 
international experience are encouraged to apply. 30-40% international 
travel is required. These roles offer competitive compensation plans, 
excellent advancement opportunities and the chance to be part of a 
major international business expansion with unlimited growth potential. 


For immediate consideration, please FAX your resume to 

(954) 385-2612, or forward your information to Hershey 
International, 12717 West Sunrise Blvd., Suite 326, Sunrise, 
Florida, 33323 or e-mail us at info@staffingpartner.com. 
We are an equal opportunity employer, M/F/D/V. 





= 
Hershey International 
A Division of Hershey Foods Corporation 


www.hersheys.com 
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OPEN SQCIETY INS 


Hunga 
Fax: +36-1-3 


Applica 
later than 





International Plant Genetic 
IPGRI Resources Institute 





For more information on this position and details of other vacancies, consult the 
Web page of IPGRI at http:;//www.cgiar.org/ipgri/employ.htm 


The international Plant Genetic Resources Institute (IPGRI) is one of 16 
international agricultural research centres of the Consultative Group on 
International Agricultural Research (CGIAR). IPGRI's headquarters is in Rome, Italy 
and the Institute has a total staff of more than 150, located in 15 countries. IPGRI 
is seeking well-qualified candidates for the position of: 


Regional Director, Asia, the Pacific and Oceania Group 

The Asia, Pacific and Oceania (APO) office is based in Serdang, Kuala Lumpur, 
Malaysia. The objectives of the group are to : Support strengthening of national plant 
genetic resources. programmes; Promote international collaboration and networks; 
Develop appropriate technologies and promote relevant research; Provide relevant 
information and human resources development opportunities. The Regional Director 
is a member of the Institute's management team and reports to the Deputy Director 
General (Programmes). He/she is directly responsible for managing the programme 
of work and staff of IPGRI's Plant Genetic Resources Programme in the region and in 
addition is also responsible for representing the institute more generally. 


Qualifications and Experience: Potential appointees will have a higher degree 
{preferably at doctoral level) in a biological or social science relevant to the 
programme. They will also have had experience of managing research, including 
leadership of a scientific team, ideally in an international research setting. Fund- 
raising experience would be an advantage. Working experience in the region is also 
a definite advantage. They will have excellent English, both written and spoken. 


Applications: Letter of application and curriculum vitae in English, with names and 
full contact details of at least three referees, including telephone, fax and email 
address, should be sent to Ms. Lotta Rasmusson, Human Resources Manager, IPGRI, 
Via delle Sette Chiese 142, 00145 Rome, tel. (39) 06518921, fax (39) 065750309 or 
e-mail: L.RASMUSSON@CGIAR.ORG by no later than 27 November 1998. Please 
quote source of advertisement. 





IPGRLis an equal opportunity employer and strives for staff diversity in gender and nationality. 















United Nations Environment Programme 


@ @) Aui asia pal paling «MPMI RTT 
PAGORANME DES SATONG UNIS POURS CENVIRONNEMENT + FRDORAMA DE LAS NADONER UNIDAS PARA EL MEDIO AMBIENTE 


UNEP  FPOFPAMMA OPS FATA DO 


GLOBAL ENVIRONMENT FACILITY 
COORDINATION OFFICE 


The United Nations Environment Programme (UNEP) is seeking to recruit two 
professional staff for its Global Environment Facility Coordinating Office, located in 
Nairobi, Kenya. The GEF is a financial mechanism that provides funds to developing 
countries and countries with economies in transition for projects and activities in the 
fields of Climate Change, Biological Diversity, International Waters and Protection of 
the Ozone Layer. UNEP's primary role lies in catalysing the development of scientific 
and technical analyses, advancing environmental management and providing 
guidance in global international environment agreements. UNEP's GEF Coordinating 
Office provides overall managerial, administrative, technical and communications 
support for UNEP'sGEF work programme. 


The current vacancies are for: 


GEF Deputy Programme Coordinator (D1) - VACANCY NO. NA-98-52 

The successful incumbent will organise, coordinate and supervise the scientific and 
technical work of the GEF programme staff, providing guidance in project 
development and management as well as analysis of GEF policies, strategies and 
guidelines and their implications for UNEP/GEF. 

Salary range $63,030 to $68,210 according to qualifications and experience. 


GEF Senior Programme Officer (Biological Diversity) (P5) - VACANCY NO. NA-98-51 
The successful applicant will provide scientific, managerial and technical expertise 
related to the GEF in the focal area of biodiversity and will be responsible for 
development and management of UNEP/GEF portfolio in the biodiversity focal area. 
Salary range $56,664 to $61,090 according to qualifications and experience. 


Applications for the positions should be received by 11 November 1998. Copies of the 
vacancy announcements with descriptions of job qualifications may be obtained from, 
and applications for the posts should be sent to: 

Chief Recruitment Section, HRMS, United Nations Office at Nairobi, 

P.O Box 67578, Nairobi, Kenya. Facsimile 254-2-624134/622615/622624. 


IN ALL CORRESPONDENCE OR ENQUIRIES PLEASE QUOTE THE VACANCY 
ANNOUNCEMENT NUMBER FOR THE POST IN QUESTION. 





















Regional Coordinator 
Information Network 
CEE/NIS 


International Development Organizations seek a 
candidate with at least five years of professional 
experience to lead in the creation and management of 
a local government information network in CEE/NIS. 
Successful candidate will be from the region; have 
experience in local government affairs, public policy, 
public administration, business administration or other 
related experience; knowledge of information 
technology a plus; ability to manage diverse set of 
activities and people, and liaise with international 
institutions in Europe and North America. This position 
requires a self-starter with excellent communication 
skills in English and one other language of the region 
(both written and verbal), team building skills, and an 
entrepreneurial spirit. Requires frequent travel in the 
region. Competitive salary and benefits. 


Please write or fax a detailed C.V. and salary history to: 


ADMINCONSULT Rt. 
P.O. Box 10/14 H-1525 Budapest Hungary 
Fax: 36-1-327-3133 
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EXECUTIVE FOCUS 


International Procurement Agency BV 


ernational. Procurement Agency (IPA), with offices in the Netherlands, 
A, arid Far East, West and South Africa, is an independent provider 
Of procurement. and development consulting services to international 
and financing institutions. Long term agreements with the 
ment aid agencies of the United Kingdom (DFID) and the 
lands (DGIS) indicate our prominence in the market. Our 
consultants work far numerous recipient governments in the developing 
+ world under credit agreements with the World Bank and most of the UN- 
benefit from our supply services. 
;Browing number of opportunities, notably on the African continent, 
r poking i or 
* QUALIFIED CONSULTANTS 
with a min. of $ years of relevant experience in the following fields: 
S International project procurement 
(World bank and EU-procurement regimes) 
procurement training and capacity building 
essential drugs policies including drug 
management.and logistics 
tuberculosis and leprosy control programmes 
aid administration and financial management 
evaluation and monitoring: 


In rested qualified individuals are kindly requested to send their detailed 


IPA BV, 
P.O. Box 190, 
1400 AD Bussum, 
the Netherlands 
F.A.O. Leo Bruinsma. 
imay want to use our standard CV-format available on our website: 
cl ~bv.nl 
re information you can phone with the managing director in 
"à Leo Brüinsma, at +31 35 6915077 or with the director of our 
African office, Johan de Gronden, at +27 12:667 6422. 


ro 
INTERNATIONAL FUND FOR ANIMAL WELFARE 


DIRECTOR 


| COMMERCIAL TRADE AND EXPLOITATION 
OF WILD ANIMALS PROGRAM 


The International Fund for Animal Welfare (IFAW) is a 

nonprofit corporation with offices in 12 countries and 

«headquarters in Yarmouth Port, Massachusetts, working to 

protect animals from cruelty threat of extinction and 

commercial exploitation; preserve habitat; and rescue animals 
risis and distress. 


Reporting to the CEO the Director of this division provides 
overall leadership and strategic direction to the development 
and implementation of IFAW's ongoing worldwide campaigns 
_ to protect whales, seals, elephants, and other major mammals 
"from commercial exploitation. The Director manages all 
program activities including: resource allocation, scientific 
research, species survival strategies, technical support and 
‘training, and creation of collaborative programs with 
governments and NGOs. 





The successful applicant will have an advanced degree in a 

relevant area, 10 year's experience of advocacy work and 

proven management and strategic thinking experience. The 
| post will be based in Yarmouthport, Massachusetts. 


Applications to: Amed Khan, IFAW, 411 Main St, 


Yatmoüthport, MA 02675 Fax: 508-362-5841 E-mail: 
-akhan@ifaw.org 
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Professor Of 
Management 
College of Business 

The Department of Management Systems is offering ` 
this senior academic position. to someone with a 
distinguished record of research and scholarship, excellent 

interpersonal skills and leadership ability. 

Full details about the position and method of application, 


are available by visiting (www.nzjobs.co.nz/massey). 
Closing date: 20 November 1998. 


Equality of opportunity is University policy 
Private Bag 11-222, Palmerston North, New Zealand ' 


INTERNATIONAL COTTON 
ADVISORY COMMITTEE 


STATISTICIAN 


An association of 42 governments, announces a vacancy for 
the position of Statistician:at the Secretariat in Washington | 
DC. 


The Statistician supervises a program of collection, analysis 

and dissemination of information an world cotton supply, use 
and prices. Responsibilities include the maintenance of. 
accurate and consistent historical data on cotton, other 


textile fibers and economic. data affecting the demand for |^ 


cotton. The Statistician oversees the development of forecasts 
of world cotton supply n use and must provide o i 
written analysis and oral presentations about the i 
cotton situation, relevant factors affecting the outlook for | 
prices and changes in the structure of the world cotton. 
industry. Requires advanced education in economics and” 
statistics, familiarity with cotton and textiles and experience 
using computers and computer software. English is the 
working language of the Secretariat, and applicants should 
have oral and written fluency. Competence in Arabic, 
French, Russian or Spanish languages would be an asset. 


Position offers competitive tax-free salary, contributory fringe 
benefits and six weeks annual leave. Applications with full 
details of education, experience and salary history should be 
submitted by November 13, 1998 to the Executive Director, 
ICAC preferably by email: Secretariat@ICAC.org or by fax: 
202-463-6950. 





Gold 


When you read today's headlines, you'll realize 
it's the only real "Long Term Capital." 





A portfolio without gold is no longer a luxury you can afford. 


(Ge WORLD GOLD COUNCIL 


Ih 


Economist 
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A new approach to financial risk 


HEN disaster strikes, it is tempting to 

look for somebody to blame. In the cri- 
sis in world financial markets, the prime sus- 
pects are speculative hedge funds. A falling 
dollar, volatile share prices, us Treasury 
bonds jumping around: in each case, the fin- 
ger of suspicion has pointed at you-know- 
who. Hedge funds make fine scapegoats: mys- 
‘erious, offshore, unregulated, and run by 
ind for the obscenely rich. Yet hedge funds 
ire not the cause of the markets’ woes. The re- 
ality is more complex and more troubling. 

Investors have turned against risk, with a 
vengeance. In recent weeks, markets in all but 
the safest securities have become much less 
liquid: that is, investors are struggling to find anybody will- 
ing to trade with them. Firms that rely on markets for capital 
are finding the coffers empty, and seeking loans instead. 
Banks seem to have become far more risk-averse too. The re- 
sult may be a “credit crunch” that could push America and 
the world into outright recession. 

The world’s big banks are reducing their risk for two rea- 
sons. One is that markets have become more dangerous than 
they were: in recent weeks volatility has been twice as large as 
its historic average. Second, many banks have suffered big 
losses that have eaten into their capital. (On October 14th 
BankAmerica made a provision of $1.4 billion against credit 
losses in the third quarter.) Were hedge funds to blame for 
2ither? Banks have lost money on hedge funds, but their expo- 
sures are tiny relative to their capital, or to their own trading 
losses. On the other hand, trading has seemed unappealing 
decause of rumours that the portfolio held by Long-Term 
Capital Management (LTCM) will be sold—and nobody 
wants to be on the wrong side of that. 


Long-Term consequences 


Here, surely, is one hedge fund that is guilty as charged. Cer- 
tainly, LTCM lost spectacular amounts of money. But it is not 
a typical hedge fund; it may be unique in its industry (see 
pages 21-23). The reason the Fed intervened was not the losses 
acing those who had invested in or lent to it, but the fact that 
many banks had followed similar strategies to LTCM's, and 
would themselves have been badly exposed had the fund 
ailed. LTCM, you might say, is more typical of banks than of 
edge funds. This is what makes its problems so disturbing— 
ind its lessons so important. 

In most cases, these investment strategies were believed to 
nvolve low-risk arbitrage, based for instance on the assump- 
ion that yields on certain securities would converge with us 
l'reasuries. It is pleasant to mock the Nobel laureates who 
:elped to found LTCM, but much of this mockery clouds the 
ruth. The fund, it now appears, did not borrow more than a 
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typical investment bank (LTCM’s leverage 
soared only when its equity was eaten away 
by losses). Nor was it especially risky. What 
went wrong was the firm's risk-management 
model—which is similar to those used by the 
best and brightest banks. 

Until the markets fled from risky invest- 
ments into safe Treasuries during August, 
LTCM reckoned its portfolio met interna- 
tional capital-adequacy standards. But the 
fund's strategy of holding a diversified port- 
folio of investments failed to offer the hoped- 
for protection: all risky securities tanked at 
once. Also, when things went wrong, and the 
risk-management models flashed red, the 
firm could not unwind its positions as quickly as the model 
had assumed. Market liquidity dried up faster than either 
LTCM's managers or their models had expected. 

Regulators have criticised LTCM and banks for not "stress- 
testing" risk models against extreme market movements. 
However, the question arises whether recent events are ever 
likely to be repeated. The markets have been through the fi- 
nancial equivalent of several Hurricane Andrews hitting 
Florida all at once. Is the appropriate response to accept that 
it was mere bad luck to run into such a rare event—or to get 
new forecasting models that assume more storms in future? 

One worry is that technology and the growth of global in- 
stitutions that rely on risk models may increase the chance of 
further storms. If so, regulators might need to increase sharply 
the amount of capital that financial firms hold to protect 
themselves against extreme conditions. The models take a 
top-down view of risks within a firm, looking at all markets 
simultaneously. This may work if just one firm is hit. If several 
are clobbered at once, and all start to reduce their risks simul- 
taneously, it might trigger a vicious liquidity-draining circle. 

The case for toughening capital requirements is particu- 
larly strong for banks that are implicitly backed by taxpayers, 
whether through deposit insurance or because they are 
judged too big to fail. Indeed, regulators might ask whether 
such institutions should be allowed to indulge in risky pro- 
prietary trading at all. Recent events have strengthened the 
case for "narrow banks", limiting government guarantees to 
institutions that make only tightly circumscribed invest- 
ments. But this has its problems too. In the end, an altogether 
different kind of regulation may be needed (see page 100). 

A more pressing matter is how to restore liquidity to the 
markets right now. Everybody's favourite plan is big cuts in 
interest rates. If banks restrict credit, it is argued, lower rates 
are needed just to keep monetary conditions as they were. But 
even sharp cuts might not cause banks to loosen credit, if their 
balance sheets continue to deteriorate. They might even dam- 
age confidence by suggesting panic on the part of the authori- 
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LEADERS 


ties. For the moment, in any case, a sustained contraction of 
bank lending is still a threat, not a fact. 

Maximum vigilance is called for, but until the evidence is 
firmer, the best course may be to let markets try to work things 
out. Perhaps the turmoil of the past few weeks, by pricking a 
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speculative bubble and making investors reassess risks, ha: 
itself sown the seeds of a recovery. Once the belief that price: 
have hit bottom takes hold, investors will return and liquid 
ity will increase. If history is any guide, the first back in will be 
hedge funds. They should be welcomed with open arms. 





A victory for despots? 


Maybe not. This week's deal on Kosovo averts a war, gives some hope to 
the Kosovars—and seals a new NATO doctrine on intervention 


H5 Richard Holbrooke pulled off another diplomatic 
triumph, or is it Slobodan Milosevic who is smiling? 
The deal that has hauled NATO back from the brink of war 
with a medium-sized European country is an easy one to criti- 
cise. Not only does it fail to determine the future status of Ko- 
sovo, but it does not even include an agreed procedure for 
settling that issue at some future date. Mr Holbrooke, the 
high-wire American diplomat who secured the Dayton agree- 
ment on Bosnia, says it will start a process leading to “auton- 
omy and self-determination" for Kosovo's ethnic-Albanian 
majority. But such talk remains anathema to his partner in 
brinkmanship, President Milosevic of Yugoslavia. 

Nor is the deal certain to stop either the fighting or the 
looming humanitarian disaster that in the end prompted 
America and its allies to load up their fighter-bombers. Even 
with 2,000 (unarmed) observers on the ground, it remains un- 
certain how many ethnic-Albanian refugees will feel confi- 
dent enough to return to their shattered homes. And the air- 
craft that will monitor the proposed ceasefire from on high 
could prove to be a blunt instrument. Even if their cameras 
can track the movements of every Serbian police truck, these 
unarmed planes will scarcely be able to adjudicate accurately 
when one side or the other stages a cunning provocation, let 
alone mete out the appropriate discipline. 

Other, horribly familiar, possibilities loom. The monitors 
on the ground, provided by (non-American) members of the 
Organisation for Security and Co-operation in Europe, will 
be possible hostages should air strikes once again be threat- 
ened. And the scope for disagreement between the OscE and 
NATO, or between America and Europe, is huge. 

But, despite all these flaws, it is better to have this agree- 
ment than not to have it, and better to have it before rather 
than after air strikes. Attacking a sovereign state is not some- 
thing that should be done lightly. Above all, the deal provides 
a breathing-space in which an international effort to stop 
people dying of cold and hunger can be launched. Given that 
humanitarian concerns were the main reason given for 
threatening to attack, that effort had better be swift and effec- 
tive. And because of Mr Milosevic's appalling record of op- 
portunism and bad faith, NATO will have to keep its finger 
firmly on the trigger. He has a keen eye for backsliding or 
faint-heartedness among his enemies, and his onslaught 
against the Kosovars will doubtless resume if he comes to 
think that NATO has abandoned its readiness to use force. 

Yet Mr Milosevic may perversely see some advantage in 
allowing a relief operation that reduces the pain of his war. It 
boosts his standing. Indeed, any peace and reconstruction 
process that is predicated on Mr Milosevic's co-operation has 
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the side-effect of shoring up his authority, and this he is al 
ways keen to do. Like many a thug who bargains with th« 
West, he can boast, plausibly enough, of his ability to "de 
liver" any deal he makes by suppressing internal opposition 
He is already closing critical newspapers and using the state 
controlled media to reinforce his image as a peace-makei 
who has saved Serbia from vicious attack. If NATO's bomb: 
had rained down, he would have taken advantage of th« 
emergency to squelch the liberal opposition for good. 

To a western world whose darkest fear is that south-east 
ern Europe will slide into anarchy, a strongman who can de 
liver may seem preferable to chaos. At some point, however 
the practice of basing western policy on pragmatic deals with 
Mr Milosevic will reach its limits. However cowed they are by 
the secret police, and a long Serbian tradition of deference tc 
authority, his people may not put up indefinitely with a lead: 
er who whips up their insecurities and then sells out—a: 
many see it—the territory, or the people, he has pledged tc 
defend at any cost. Viewed through some Serb eyes, Mr Milo- 
sevic has colluded with the West to dismember his homeland 
while remaining in office. If this sentiment were to lead to his 
overthrow, his successors might be even more intractably 
anti-western; they might actually believe in Slavophile chau- 
vinism, as opposed to manipulating it for political ends. 


Anew principle 

There is no simple way to ward off this danger. But western 
governments should, for a start, redouble their moral and ma- 
terial support for Serbia's hard-pressed liberal opposition. 
They should look for ways to expose Serbians to a broader 
range of information, and influence from the rest of Europe, 
while keeping sanctions against the regime in place. And they 
should tell Mr Milosevic that he has no more right to repress 
dissent among his fellow Serbs than he has to wreak mayhem 
among the Albanians of Kosovo. 

Herein lies the greatest lesson of this episode. By showing 
its readiness to use force in Yugoslavia because of the govern- 
ment's treatment of its own people, NATO has for the first 
time thumbed its nose at an established principle of national 
sovereignty—that what a country does within its own borders 
is its own affair, unless it threatens international peace or se- 
curity. This, the right to beat up your own people (especially 
separatist minorities) is a principle deeply cherished by most 
members of the UN, including Russia and China, two veto- 
wielding members ofthe Security Council. The world's stron- 
gest military alliance has now made it plain that this princi- 
ple is sacred no more. Some despots should sleep less easily. 
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Lights, camera... oops 


Europe's single currency, the euro, will arrive in 80 days. It could 


hardly have come at a more testing time 


Ho” fast the mood changes. Six months ago, when they 
chose 11 countries to join the euro on January 1st, the 
European Union's leaders congratulated themselves on their 
timing. Their economies were recovering fast; inflation was 
subdued; unemployment was falling, at last; barring some 
troubles in far-away Asia that would barely affect Europe, the 
economic climate was benign. In short, their huge venture 
looked like being launched at the best possible moment, 
promising it a smooth course in its early years. 

Almost the only truth left amid these hopeful assump- 
tions is that the arrival of the euro will be a huge event. This 
week we start a series of briefs to explain the background (see 
pages 89-90); our economic indicators pages also mark the 
arrival of a new euro-11 block. The concern now is that the 
single currency is coming amid the worst financial turmoil 
since the 1930s. Could this throw the euro off course? 

Most European policymakers think not. Indeed, many 
hope that the turmoil will somehow pass them by: that they 
can occupy a safe haven which, in part thanks to the euro 
itself, will be insulated from the world's economic storms. 
They are deluding themselves. True, the euro-11 group is likely 
to grow relatively strongly next year. But European financial 
markets have already been badly buffeted. Europe’s econo- 
mies may be less exposed to emerging markets than Ameri- 
ca’s, but European banks account for the lion’s share of lend- 
ing to them. And the first recent signs of a softening dollar 
may mean that the euro turns out to be stronger in early 1999 
than expected, further dampening growth. 

What all this adds up to is that, should the world economy 
tumble into recession, an outcome that looks ever more possi- 


ble, Europe cannot hope to escape. At best its recovery will 
lose pace or peter out; at worst, the euro economies may tip 
into recession themselves. Such a prospect greatly sharpens 
the policy dilemmas, both monetary and fiscal, that face both 
the European Central Bank (ECB) and EU governments. 


Reform or relapse 


This week the EcB declared that it would set monetary policy 
according to three targets: for the money supply, for inflation, 
and for a mix of other indicators. Such flexibility may be nec- 
essary, not least because euro-11 statistics are likely to prove 
unreliable in the early days. But multiple targets could prove 
confusing. And there remains a risk that the ECB, anxious 
both to inherit thecredibility ofthe German Bundesbank and 
to demonstrate its independence from Europe's political 
leaders, will pursue too tight a policy. 

As for Europe's governments, most are now, at least nomi- 
nally, led from the left. In recent weeks, several heads of gov- 
ernment have begun to muse, after the years of belt-tightening 
needed to qualify for the euro, about reducing their high un- 
employment by increased public spending. Yet, though it 
would be as wrong to pursue too restrictive a fiscal policy as 
too tight a monetary policy should economies slow sharply, 
more public spending is the last thing Europe needs. 

The real cure to Europe's combined ills of sluggish growth 
and high unemployment lies in structural reforms, not cycli- 
cal boosts: in freeing up labour markets and in deregulating 
product markets. Unless Europe's governments pursue these, 
they could find that the birth of the euro makes life worse not 
better. The success of this huge venture is in their hands. 





A state called Palestine 


If the Wye summit produces an interim deal, Binyamin Netanyahu and 
Yasser Arafat should stop exchanging threats and start real bargaining 


OUNTAINS heave in childbirth and a mouse is born, 

wrote Horace. A phenomenal amount of heaving has 

gone into the small Israeli-Palestinian deal on territory that 

may or may not Be delivered from the three-way summit that 

was due to start on October 15th at the Wye plantation in 

Maryland. Before the meeting, the Israelis were sounding 

pessimistic. But Binyamin Netanyahu wants a second term as 

Israel's prime minister, Yasser Arafat wants to add to the dis- 

jointed pieces of land under his control and Bill Clinton 
wants the puff of a diplomatic triumph. 

The interim deal, which should have been a routine part 
of a timetable already agreed on, will be important not so 
much for its contents as for its existence: without it, no further 
progress is possible. If Mr Netanyahu and Ariel Sharon, his 
new foreign minister and the most predatory of hawks, de- 
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cide to sign, it could, as our Israel correspondent suggests on 
page 49, lead toa realignment of Israeli politics. After that, the 
way will be eased to the next, hugely difficult, search for a 
permanent solution to the whole Israeli-Palestinian mess. 

The peace-process timetable lays down that this solution 
should be in place by May 4th 1999. That is now unrealistic. 
But a frustrated Mr Arafat has said that, if things are still stuck 
by then, he will unilaterally declare a Palestinian state. If he 
does, replies Mr Netanyahu, the agreements underlying the 
peace process will be null and void, and Israel free to do as it 
pleases. The threat, and counter-threat, spell disaster. 

But it isa disaster that could be avoided if bargaining took 
over from sabre-rattling. The confrontational approach—yes I 
will, no you won't—is unrewarding. The principle of inde- 
pendence is generally accepted. A majority of countries al- 
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ready recognise the Palestinian state that Mr Arafat pro- 
claimed from exile in 1988, when he formally renounced the 
Palestinians’ claim to Israel itself. Most of the rest of the world 
is ready to do so. Making independence official would strip 
away a lot of humbug and double-talk, give the Palestinian 
Authority proper standing under international law, and 
force Palestinians to accept responsibility for their own self- 
government. The real question is not whether Palestine 
should be a state but what sort of state it should be. 


Sovereignty with strings 

This is what Mr Arafat and Mr Netanyahu should be arguing 
about in the all-important “permanent” negotiations. Israel's 
Labour opposition is already open to the idea of Palestinian 
independence—and even Mr Sharon himself has said that it 
is inevitable. If Mr Netanyahu wants to prove himself the 
middle-of-the-road statesman that most Israeli voters could 
support, he needs to dump his far-right partners, seek Labour 
help, which has been offered to see the current not-yet-agreed 
deal implemented, and set about bargaining for the limita- 


Si 


tions on statehood that Israeli security demands. 

Other countries, from Austria to Andorra, enjoy sover- 
eignty with strings. Israel would insist, and would be right to 
insist, on the tightness of the strings restricting a militaristic 
Palestine. In return for statehood, Israel will want annexed 
chunks of land, buffer zones, redrawn borders. All that can be 
bargained for but, in the end, Israeli security will depend less 
on territorial safeguards than on removing the cause for vio- 
lence. And that means allowing the Palestinians not only a 
state but one that is reasonably decent. It does not mean fob- 
bing them off with vulnerable bits and bobs of territory that 
can be sliced, one from the other, at an Israeli whim. Creating 
bantustans is a rotten prescription for a lasting peace. 

Theargument over withdrawal that accompanies the Wye 
summit shows how hard it is for Israelis to step back from any 
of the land that many believe to be theirs by religious right. 
Since it remains the precondition for true peace, the argu- 
ment has to be continued. But better still if, from now on, it is 
held in the framework of how much land and independence 
a state called Palestine should reasonably and safely have. 





Nuclear complacency 


A false sense of security has been added to the dangers faced by 


Asia's new nuclear powers—and their neighbours 


NDIA and Pakistan are about to hold their first formal talks 

since India's bomb tests in May provoked a chain reaction 
from Pakistan and took both countries across the threshold as 
self-declared nuclear-armed powers. Talking is better than 
trading threats, something the two have done all too fre- 
quently in recent months. Yet the talks—this month about se- 
curity issues, including disputed Kashmir, next month about 
trade and other sorts of co-operation—are unlikely to bridge 
the gulf of hostility between them. Indeed, neither side seems 
impelled to try very hard. That is troubling, as their nuclear- 
tipped rivalry makes volatile South Asia an even more dan- 
gerous place. 

Neither India nor Pakistan sees it quite that way. India 
thinks it has blasted its way to recognition as a world power, 
shrugging off pressure over Kashmir on the way. Pakistan be- 
lieves ithas won the world's backing to move the dispute over 
divided Kashmir up the international agenda. Indian offi- 
cials in particular accuse western nuclear powers of hypoc- 
risy: happy to cling on to their own weapons, but not ready to 
trust them in Indian hands. The West and the Soviet Union 
managed their nuclear-armed cold war safely enough, so the 
argument goes, and India and Pakistan can do the same. 

But if the West can be charged with hypocrisy (actually, 
nuclear numbers have been tumbling in recent years and, un- 
til India broke the testing taboo, there was pressure for more 
radical cuts), India and Pakistan are guilty of a dangerous 
complacency. There are lessons to be learnt from the cold war, 
but the inevitability of a peaceful outcome is not one of them. 

The real lessons—and differences—are chilling. America 
and the Soviet Union competed for global influence, but did 
not have a territorial dispute and did not regularly exchange 
potshots, as Indian and Pakistani troops do in Kashmir. 
When their nuclear competition got under way, they could 
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expect some warning of attack. Their bombs, on aircraft, 
could be recalled after a false alarm. India and Pakistan are 
racing to put warheads on fast-flying missiles, set on a hair 
trigger, to be launched at first warning or lost to an incoming 
strike. With missile flights of only a few minutes, there will be 
little time to check the radar screens before reacting. 


History as guide, or farce 

Aglance through the cold-war archives throws up two further 
lessons. One is that even with good intelligence and sophisti- 
cated command and control (India and Pakistan have nei- 
ther), the superpowers sometimes came to the brink of con- 
flict by reading each other wrongly. Sometimes such 
misunderstandings arose from the movement of nuclear 
weapons, sometimes from conventional manoeuvres that 
might have been a prelude to attack. So the two sides worked 
out ways to reassure one another: regular communications, 
arms-control talks and basic confidence-building measures, 
including the exchange of observers during exercises. India 
and Pakistan have set in train none of these things, nor are 
they likely to soon. Meanwhile, India is preparing large mili- 
tary exercises provocatively close to Pakistan. 

The second lesson from history is the staggering economic 
cost—not just of the weapons themselves, but of their develop- 
ment, management, protection and clean-up. A recent study 
by the Brookings Institution in Washington estimates that by 
1996 the United States had spent almost $5.5 trillion (in 1996 
dollars) on its nuclear capability. India and Pakistan will 
build fewer weapons, but they are also far poorer countries. 
All in all, India’s government thought little of the conse- 
quences before it provoked an arms race in South Asia. And 
that is perhaps the most dangerous folly of all. 
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POSITIVE OUTLOOK FOR INTEREST RATES 


Ten-year bonds now yield only half as 
much as they did at the time of the last 
peak. The public authorities are bene- 
fiting from the low iriterest-rate level, 
which helps them to save billions in 
interest expense. 


The following comparison shows the 
deep plunge interest rates have taken 
from their last peak. In the autumn of 
1990, ten-year bank bonds yielded 9.1 
per cent, five-year bonds 9.15 per cent, 
and fixed-term deposits as much as 
93/ per cent. The long-term bond yield 
has since halved, the yield on medium- 
term securities has shrunk by 55 per 
cent, and the short-term yield is down a 
hefty 60 per cent. 

The sustained decline in interest rates, 
which has been helped along by the 
Asian crisis and the events in 
Russia, is a boon mainly to the 
public authorities. The govern- 
ment's financial deficit as shown 
in the national accounts is 
expected to amountto DM 90—92 
billion in the current year, about 
one-tenth less than in 1997 (DM 
101.9 billion). The public debt 
would thus make up roughly 61 
per cent of the gross domestic 
product at the end of the year. 
This would mark the first decline 
inthe debt ratio since Germany's 
reunification, which imposed a 
heavy financial burden on the gov- 
ernment. The public debt currently 
amounts to a good DM 22 trillion, 
compared with about DM 900 billion 
before reunification. 

Netnew borrowing by all public author- 
ities is expected to shrink by approxi- 
mately one-third over the next five 
years, if 1998's borrowing require- 
ments and the budget estimates under 
the government's medium-term finan- 
cial plan are used as a basis. It willthere- 
fore amount to DM 60-65 billion p.a. 
at the end of this medium-term fore- 
cast period. The assumption here is, 
however, that the governments at the 


various levels will continue their efforts 
to rein in spending. The Federal Govern- 
ment, which has the greatest expend- 
iture-cutting potential, will have to 
lead the way. A further assumption is 
that a favourable economic climate 
will bring a further rise in tax revenue. 
Under this scenario, the total debt of all 
public authorities (including their in- 
dependent agencies) would be only a 
good one-sixth, or some DM 400 billion, 
higher than in was at year-end 1997. 

Including the redemptions of public 
bonds falling due by then (some DM 
650 billion), a gross amount of close to 
DM 1 trillion, or almost DM 200 billion 
per year, will have to be raised by the 
year 2002. By comparison, gross bor- 
rowing by all public authorities in 1997 
amounted to DM 223 billion, and the 


o F F P _ F_ FE EE 
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998(e) 





1993 figure was a staggering DM 298 
billion. Hence a lower public-sector 
borrowing requirement will allow the 
government to reduce its average 
annual borrowing slightly in the next 
few years. 

Low interest rates have facilitated the 
funding of the public debt by way of 10- 
and 30-year issues in the past few 
years. The proportion of the debt fund- 
ed through the issuance of 10-year and 
30-year bonds has risen from 44 
per cent in 1990 to almost 53 per cent 
this year. Assuming a gross borrowing 
volume (redemptions plus new borrow- 
ing) of DM 200 billion p.a., every 1 pp fall 


in interest rates below the multi-year 
average rate for ten-year government 
paper (roughly seven percent in Ger- 
many) saves the government DM 
2 billion in interest expense. 


Savings of DM 60 billion 

The total amount saved during a ten- 
year period is thus DM 20 billion. In 
purely mathematical terms, the low 
level of interest rates prevailing in the 
past 2'/2 years (with a yield of less than 
seven per cent on ten-year public 
bonds) will reduce the government's 
interest burden by roughly DM 60 bil- 
lion by the end of 1998. 

There are currently no signs of an ear- 
ly interest-rate turnaround. On the con- 
trary, the euro's launch in less than 
four months promises a continuation of 
the current trend. Shifts by inter- 
national investors into what will 
then be the world's No.2 curren- 
cy will benefit mainly D-mark 
bonds. Besides, there are no neg- 
ative fundamentalfactors threat- 
ening to bring the period of low 
interest rates to an early end. 
The situation prevailing in the 
autumn of 1998 therefore does 
not suggest that there will be 
any major changes in the course 
of interest rates. Instead, the 
fundamentals promise to keep 
interest rates at a low level. 

1. Consumer prices in Germany are 
nearly static. The current year will 
bring a further drop from 1997's low 
inflation level (1.8 per cent). 

2. The demand for loans and capital in 
1999 can be assumed to rise only 
modestly from the current year's level. 
3. The bond market promises to con- 
tinue attracting sufficient funds in 1999 
to allow borrowing demand to be met 
without friction. 
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€ al markets. They are not 





MHE planned opening session at a big 
I hedge-fund gathering in Bermuda this 
week had been entitled: How to Handle the 
‘Flood of Assets Coming In. A late substitu- 
‘tion. was announced: Crisis and Correc- 
tions: Implications for Hedge Funds. How 
; quickly the mood has swung in financial 
‘markets, from carefree bullishness to deep 
_ pessimism, Hedge funds, those bold adven- 
-turers- of the financial markets, have lost 
pots of money as markets have fallen 
sharply, which is bad enough: Now, to add 
insult to injury, they are getting much of the 
blame for the very turmoil that brought 
them low. 
iU They make good whipping boys. It is 
‘convenient that they tend to be run by col- 
-ourful and conspicuous types—men such 
as George Soros, who (sometimes) runs the 
‘Quantum group of funds, or Julian Robert- 
son, who runs Tiger, the biggest hedge fund 
Of all. They shroud their operations in se- 
crecy and are blamed for manipulating 
markets from Hong Kong to London. Crit- 
icsaccuse them of being nothing more than 
rapacious spéculators, borrowing heavily 
to beef up their bets. This enormous 
amount of footloose money, it is argued, 
can bend the financial markets out of 
shape—and it has. 
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The risk business 


TURMOIL IN FINANCIAL MARKETS 


Many think that hedge funds are to blame for the turmoil in the world’s finan- 


Mr Robertson was in fact the star turn at 
the Bermuda conference (run by 
MAR/Hedge, a newsletter), Only days be- 
fore he spoke, via satellite link, Tiger had 
lost nearly $2 billion, more than a tenth of 
its assets, in 24 hours. The cause was the 
dollars plunge against the yen; some cur- 
rency traders blamed Tiger for worsening 
that fall as it fled from the currency. Hedge 
funds had also been blamed, a day earlier, 
when Treasury bond prices jumped unex- 
pectedly sharply. Any big swing in any mar- 
ket is now routinely attributed to this or 
that hedge fund getting in or out. 

Market-makers’ fears that they will find 
themselves on the wrong end of such trades 
has made them fearful of all trading. This 
has been partly responsible for the widen- 
ing of bid-ask spreads (the difference be- 
tween the price a trader is willing to pay for 
a security and the price at which he offers to 
sell it). This in turn signals the drying up of 
liquidity in many financial markets. 

There ts even a particular villain, an ex- 
emplary specimen, on which critics can fo- 
cus: Long-Term Capital Management 
(LTCM). Founded by, among others, two No- 
bel laureates in economics, a former vice- 
chairman of the Federal Reserve, and one 
of Wall Street's most successful bond-trad- 






ers, Long-Term Capital nearly went bust in 
September. It was saved only when the Fed- 
eral Reserve organised its rescue by many of 
the banks that had previously lent it bik: 
lions of dollars. According to. Alan 
Greenspan, the Fed's chairman, if the fund. 
had failed it could have inflicted serious 
damage on many market participants, and 
“could potentially have impaired the econ-. 
omies of many nations, including our . 
own." Although its rescue has staved off the 
worst consequences, rumours that LTCM 18 
busy unwinding its huge positions con 
tinue to spook the markets. 
Other hedge funds are already paying a 
price for the fund's demise. Banks, blamed - 
for lending too generously to urcm and its 
fellow hedge funds before, are now being 
more miserly. Some hedge funds have had 
credit-lines cut; most are having to stump 
up far more collateral as security against: 
loans. Investors are starting to withdraw. 
money—and redemptions are expected to 
soar as the financial year ends. Hardest hit, 
ironically, are the largish group of hedge 
funds that have performed well of late; fo: 
the simple reason that they have the cash. 
To cap it all, there are now calls in Congress: 
and elsewhere for the funds to be regulated. 


Through a hedge backwards 


Hang on a moment. Tarring all hedge 
funds with the brush that has been used for 
LTCM is wrong. The most striking thing 
about LTCM is not how similar it is to. other 
hedge funds, but how different. Indeed 
hedge funds in general are surprisingly dif 
ferent, one from another. 

The first was formed in 1949 by Alfred 
Winslow Jones. At the last count, there were 
getting on for 3,000 hedge funds, manag- 
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ing around $200. billion “of investors’ 
money, according to TASS, a research firm. 
Although there is no simple definition of a 
hedge fund, they do have cértain things in 
common. They. are. structured as limited 
partnerships, often offshore, which means 
that they are. largely unregulated. They 
charge fat fees, normally 20% of profits. 
They are open only to the rich, to whom 
they offer the prospect of making absolute 
returns rather than relative ones--that is, 
they concentrate on making money, not on 
outperforming an index. 

Do hedge funds speculate wildly? Many 
see themselves not as speculators at all but 
as arbitrageurs. That means they are look- 
ing for assets whose prices are temporarily 
out of line with their fundamental values, 
selling those they deem expensive or buy- 
ing any they think cheap. By doing this, in 
principle, the hedge funds can help to 
make markets more efficient. 

Given the huge losses run up by some 
hedge funds, "arbitrage" might now look 
like a fancy word for reckless speculation. 
Stephen Ross, an economist at MIT, argues 
that opportunities for pure arbitrage—de- 
fined as "no risk of losing money"—are very 
limited. For instance, if an investor could 
borrow at 4% and lend at 596 for the same 
length oftime, in each case dealing with in- 
“stitutions with the same credit risk, he 

would become very rich. That is why such 
opportunities are rare. Most of what hedge 
funds do is "expectations arbitrage”, in 
which the chances of making a profit sim- 
ply exceed the chances of making a loss. Mr 
Ross guesses that, worldwide, the total 
available profits to be made from both 
sorts of arbitrage—the returns in excess of 
what one might expect, given the risk— 
amount to less than $50 billion, a tiny sum 
compared with. the. amounts sloshing 
around world financial markets. Most so- 
called arbitrage has an element of betting. 
As Mr Ross puts it, “there is no hard line 
between arbitrage and speculation; it is a 
continuum." 

In other: words, many hedge funds do 
indeed speculate. But there is nothing 
wrong in that. Markets need speculators. By 
taking one side ofa trade that others do not 
want, speculators improve liquidity. In- 
deed, the current drying-up of liquidity in 
many markets is in part a consequence of 
the credit squeeze being inflicted on hedge 
funds by banks. 

Yet whether speculating or arbitraging, 
hedge funds do not, orat least do not gener- 
ally, pursue the same strategies: they follow 
many different ones. Some, such as Tiger or 
Moore Capital, bet. on macroeconomic 
trends, such as the direction of an exchange 

rate, Others focus on particular sorts of 
events, stich as bankruptcies or mergers, or 
merely play the stockmarket. Still-others, 
such as LTEM, go in for “market-neutral” ar- 
bitrage. This aims to make money whatever 
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happens to the direction of, say, interest 
rates or the stockmarket, by buying assets 
that seem relatively cheap and simulta- 
neously short-selling assets that seem over- 
priced. Such funds account for around 1096 
of total hedge-fund assets. 

Few hedge funds are as hugely lever- 
aged as LTCM. By the time it was rescued, 
LTCM's had piled roughly $50 of borrowing 
on to every dollar of equity. Earlier, its le- 
verage had been more like 20 to 1: but sub- 
sequent losses consumed much of its eq- 
uity. According to George Van, of Van 
Hedge Fund Advisers, a consultancy, al- 
most a third of hedge funds do not borrow 
at all. A further 54% borrow no more than 
the amount of equity their investors put 
into them. Among the rest, it is extremely 
rare to see leverage greater than ten to one. 
LTCM was probably unique. 

Why is leverage on rrCM's scale so rare? 
If a bet is a risky one, it will make a lot of 
money anyway. When the bet is relatively 
safe, the profit to be made from it will be 
meagre—unless you bet big. That is why the 
large macro hedge funds, such as Quantum 


or Tiger, will leverage more in bonds, say, 









than in currencies, which are far more vola- 
tile. Few if any hedge funds would be so 
foolish as to leverage their bets on the likes 
ofthe Russian bond market. 

Market-neutral strategies, Long-Term 
Capital's chosen field, were supposed to be 
the safest of the lot. One of the fund's main 
strategies was to exploit tiny differences be- 
tween the price of a newly issued (*on the 
run”) 30-year American Treasury bond, and 
a similar one issued previously (“off the 
run". There is little economic reason for 
these bonds to have different yields. Yet off- 
the-run Treasuries often trade slightly 
cheaper than on-the-run ones. LTCM bet 
that their yields would converge by buying 
off-the-run Treasuries and selling their on- 
the-run counterparts short. 

The potential profits were tiny—no 
more than a few basis points (hundredths 
of a percentage point). So the fund multi- 
plied its bets by borrowing. LTCM sources 
say that such positions were leveraged 
some 30 to 40 times. In contrast, LTCM had 
much lower leverage on its bet that yields 
on Danish mortgage-backed securities 
would converge with those on American 
Treasuries—a far riskier speculation. 

The fund aimed to be about as risky as 
the American stockmarket as a whole. This 
ambition meant that it was far more lever- 
aged than other market-neutral hedge 
funds, which typically aim for lower vola- 
tility than shares. According to Mr Van, 
other market-neutral hedge funds earned 
an average of 1496 a year over the past five 
years, compared with Lrcw's more strato- 
spheric average of 4096 a year in 1994-97. 
Thatisone reason to believe that other mar- 
ket-neutral funds will not find themselves 
in the same straits as LTCM. 


A hedge by any other name 


The combination of apparently low-risk 
strategies with enormous leverage may be 
rare among hedge funds, but it is by no 
means uncommon in other parts of the fi- 
nance industry. In fact, says Bob Schulman 
of Tremont Advisors, a consultancy, that is 
just what the trading arms of banks do. In- 
vestment banks routinely have leverage in 
excess of 20 to 1. Like LTCM, they make 
much greater use of derivatives to leverage 
their bets than do most hedge funds. (They 
also make more extensive use of the sort of 
financial tocket-science for which two of 
LTCM's founders won the Nobel prize.) Mr 
Ross reckons that banks punt the same 
amount of capital in this way as all hedge 
funds put together. 

Banks' role in the present financial tur- 
moil is crucial. After trom was rescued, 
many investment banks were quick to re- 
veal details of their exposure to LTCM in 
particular, and in some cases to hedge 
funds in general. This exposure was tnostly 
quite trifling compared with banks' total 
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-assets or capital. But these admissions were 
"beside the point. Many banks have fol- 
< lowed similar strategies to Long-Term Cap- 

ital—but, in aggregate, on a bigger scale. Ac- 

„cording to some reports, whereas LrCM had 
_ an exposure of $80 billion to arbitrage be- 
v:tween American Treasuries, banks had $3 
"trillion tied up in similar bets. 

It was for this reason that the Fed felt it 
had no choice but to organise the rescue of 
© KTCM, as Mr Greenspan made clear in testi- 

mony to Congress. Had the fund gone bust, 

and its positions been liquidated in a 

-firesale, it would have made banks’ bets 
even more loss-making than they already 

were. Since these are revalued daily, the 
< banks could quickly have become techni- 
*cally insolvent. 

c Might that happen anyway? Unlike 

‘LTCM, banks have several sources of in- 
: come, from. normal banking business in 
the case of commercial banks, to corporate- 
_ finance business or stockbroking for invest- 
. ment banks. Moreover, they have built up 

substantial capital in the bull markets of 

‘the past few years, which gives them a cush- 
ion. to fall back on. Still, nobody on Wall 

Street would be surprised if, when normal- 
< ity returns, it emerges that at least one in- 
vestment bank was, at some point, on the 
nk of going under. 

















usetraps and models 


ve banks done so badly? After all, 
nt years have seen many financial cri- 
€ 1987 stockmarket crash; the break- 
Of Europes exchange-rate 
echanism in 1992-93; the bond- 
_ market crash in February 1994; the 
" Mexican crisis of 1995. As a result, 
banks have spent much.time and 
money developing sophisticated risk-man- 
agement models. The most favoured, used 
by LrCM and most banks is the “value-at- 
tisk” (VAR) model. This purports to give a 
_bank an idea of the amount of money it is 
likely to lose over a certain period; if this 
goes up, the bank can reduce its positions 
or put up extra capital. 

, Unfortunately, there are some big flaws 
VAR approach. The first is in that 
word “likely”. The models assume that 
markets are neat places where bad things, 
such as stockmarket crashes, rarely happen. 
Ifyou imagine a “normal probability" bell- 
Curve, extreme movements are represented 
by the thin tails on either side. Unfortu- 
nately, it seems that such outcomes happen 
‘mote frequently than the models allow. 
The tails, in other words, may be fatter, 
something which statisticians have a suit- 
ably off-putting word for: leptokurtosis. 

A second problem arose because of the 
particular nature of the bets the banks were 
making. Recall that these were often bets on 
the spreads between different assets, such 
as different European government bonds, 
or between bonds issued in emerging mar- 
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kets and American Treasuries—and the bet 
was that these spreads would narrow. The 
past few months have seen a dramatic and 
unexpected widening of such spreads. The 
banks risk models assumed that the 
spreads were relatively stable and predict- 
able because they had been in the past. 
Third, the value-at-risk models implic- 
itly assumed that banks could always get 
out of their positions: they made no allow- 
ance for liquidity risk. Unfortunately, the 
exit has been well and truly jammed as ev- 
erybody scrambled to get out of the same 
positions at the same time. Intermediaries, 
mostly investment banks, became less will- 
ing to bid for assets. With liquidity reduced, 
volatility tended to rise and prices to fall, in 
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turn forcing the banks to sell even more. 

This vicious circle began in Asia a year 
or so ago, when currency crises there led to 
a sharp increase in emerging-market bond 
yields. Several studies have cleared hedge 
funds of blame for this. One, by Will 
Goetzmann, Stephen Brown and James 
Park, three American economists, found 
that the weight of hedge-fund bets in a 
given week had no bearing on the direction 
that markets took during that period. 

The trouble spread to developed econo- 
mies in April, when investment banks’ 
bond-trading desks started to lose money 
for the first time since 1994, in this case in 
mortgage-backed securities. — Bid-offer 
spreads in that market started to widen. As 
the banks started to cut their other risky as- 
sets, liquidity was reduced in the market for 
high-yield ("junk") corporate bonds. 

Things became much worse in August, 
after the Russian government devalued. 
The Russian crisis added to the markets 
problems in three ways. First, the de facto 
default increased the riskiness of emerging 
sovereign debt in the eyes of investors, who 


TURMOIL IN FINANCIAL MARKETS 


re 
9 


¢ 


‘oO 
























had until then assumed that they would at. 
worst be rescheduled and that the IMF 
would almost always bail out a govern- 
ment. Since such assets had suddenly be- 
come riskier, risk-management models ad- 
vised selling some of them--leading: to 
more falls in prices and a reduced appetite 
among buyers. Second, many investors lost 
their shirts in Russia, and so needed to rec. 
duce risks in other markets to reflect their 
diminished equity. Third, some invest 
ment banks refused to honour hedge con- 
tracts sold to investors, arguing that the . 
Russian government default was a case of 
force majeure, freeing them from the ob- 
ligation. This too increased perceived risks. 
By this point, the banks’ risk-manage- 
ment models were shuddering ominously, 
ordering risks to be reduced ‘across’ the 
board, and restraining traders from mak- 
ing bids—which served only to reduce li- 
quidity even further. The news of LTCM'S 
troubles and its rescue was the last straw. - 
Banks asssumed that other hedge funds 
held huge, loss-making positions that. 
might have to be unwound. And not just 
hedge funds: there were rumours apl 
that several investment banks were. 
verge of going b 
recent collapse 


AS dollar against th 
\ was probably: d 

forced liquidation of 
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( 
ions by both banks and hedge 
funds in which they had. bor: | 

rowed in yen and invested the pro- 
ceeds in dollars. nu 

Where now? Keen to restore their 
balance sheets, investment banks a 
unlikely to return to risk-taking 
with any enthusiasm soon. Un- 
til the huge portfolios of rrcM 
and investment banks are seen as desir- 
able, rather than as a potential cause of fur- 
ther price declines, many markets are likely - 
to remain paralysed. This would, ironi- 
cally, be a perfect opportunity for hedge. 
funds to come to the rescue with a dose of. 
contrarian speculation—sorry, arbitrage- 
ifonly they were not being beaten up by the. 
very investment banks they would help out 
of their difficulties. ATE 

That is one reason why the brouhaha _ 
about hedge funds is so misplaced, Many 
are already shadows of their former selves... 
Once bitten, and with regulators breathing | 
down their necks, banks will continue to: 
tighten lending to them. For banks and © 
their regulators alike, it is more important 
to take along, hard look at how banks man- 
age their own financial risks, and at the 
rules for allocating capital against their 
loans. But bear in mind that banks’ losses to 
“dangerously” unregulated hedge funds 
are in the tens of millions of dollars. Their 
losses in emerging-market lending, which 
is regulated, run in the tens of billions. 
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Close call 


" RT 





Richard Holbrooke, America's 
envoy, pulled off a political 
deal with Slobodan Milos- 
evic, the Yugoslav president, 
that averted immediate NATO 
air strikes. Mr Milosevic 
agreed to let unarmed foreign 
monitors observe the with- 
drawal of Serb forces from 
Kosovo, and to begin politi- 
cal talks to give the province 
greater autonomy. 


Romani Prodi, Italy's care- 
taker prime minister, gave up 
trying to form a new govern- 
ment. President Oscar Luigi 
Scalfaro was expected to ask 
Massimo D'Alema, of the cen- 
tre-left, to try instead. 


Gerhard Schroder, the in- 
coming German chancellor, 
named two top members of 
his new cabinet: Oskar Lafon- 
taine will take over finance; 
Rudolf Scharping will go to 
defence. They also agreed on 
tax reforms. 


Tens of thousands of French 
students took to the streets in 
protests across the country, 
demanding more space, more 
teachers and less coursework. 
Riot police were sent in. One 
teenager was killed. 


Worries grew about the health 
of Russia’s president, Boris 
Yeltsin, after he cut short a 
trip to Central Asia because 
he had “a cold”. He was seen 
stumbling during his visit to 
Kazakhstan and Uzbekistan. 
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Haidar Aliev, president of 
Azerbaijan, declared that he 
had won 75% of votes in the 
country’s presidential elec- 
tion. The opposition, and 
some foreign observers, said 
the poll was marred by fraud. 


Wrangling over 


Congress was expected to 
agree at last on a budget for 
fiscal 1999, including $18 bil- 
lion in new funding for the 
IMF, freeing members to rush 
home to campaign for the 
mid-term elections. A Wash- 
ington Post poll showed that 
62% of respondents disap- 
proved of the way Republi- 
cans in Congress were han- 
dling the issue of President 
Clinton’s impeachment. 


A federal judge ruled that the 
Justice Department had mis- 
interpreted the law on cam- 
paign donations from for- 
eigners, and that “soft 
money” contributions were 
not illegal. 


After the fatal beating of a ho- 
mosexual student in Wyo- 
ming, President Clinton 
urged the passage of a bill im- 
posing extra penalties for 
“hate crimes”. 


end to the guerrilla war rose 
after the temporary release of 
two jailed ELN leaders to 
meet their followers and the 
start of troop withdrawals 
from a large area, to facilitate 
talks with the larger FARC. But 
a public-sector strike against 
government austerity plans 
went into its second week, 


with a huge demonstration in 


Bogota. 


In Peru, local elections en- 
couraged Lima's re-elected 
mayor, Alberto Andrade, as 
potential opposition chal- 
lenger for the presidency in 
2000. President Alberto 
Fujimori appointed a new 
foreign minister, Fernando 
de Trazegnies, as the four 
guarantor powers sought to 
finalise a peace package for 
the border dispute with 
Ecuador. 


Asians talk 


The new nuclear states of In- 
dia and Pakistan were due 
to resume peace talks on Oc- 
tober 16th. The talks were sus- 
pended a year ago after an ar- 
gument about Kashmir. 


China and Taiwan held 
their first official talks in five 


years. 


Lakhdar Brahimi, a UN envoy, 
reported that the Taliban 
were prepared to release their 
Iranian prisoners. Iran is now 
under pressure to release 
Taliban prisoners. 


Megawati Sukarnoputri said 
she would be a candidate in 
what is expected to be Indo- 
nesia's first contested presi- 
dential election, promised for 
next year. 


Half the children under three 
in Indonesia are malnour- 
ished as a result of the coun- 
try's economic difficulties, ac- 
cording to a UN report. 


Peace tension 


A three-way meeting of Presi- 
dent Clinton, Binyamin 
Netanyahu and Yasser Arafat 
started on Thursday at the 
Wye plantation in Mary- 
land. The hope was that, over 
a weekend of deliberations, 
Israel and the Palestinians 
would at last sign the long-de- 
layed interim deal, including 
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Israel's withdrawal from a 
further 13% of the West Bank. 


Rebels opposed to President 
Laurent Kabila in Congo cap- 
tured Kindu, the govern- 
ment's main air base and 
headquarters in the east. Ear- 
lier, an airliner with some 40 
people on board had been 
shot down nearby. There 
were no survivors. 





Signalling Nigeria's new free- 
doms, Wole Soyinka, a lead- 
ing dissident and Nobel 
prize-winning author, re- 
turned home, ending four 
years of self-imposed exile. 


The Rwandan army says it 
killed 378 rebels in an opera- 
tion to clear rebels from 
north-west Rwanda. 


A military court in Sierra Le- 
one sentenced 34 members 
of the former military govern- 
ment to death for treason. 


Moussa Traore, president of 
Mali for 23 years until his 
overthrow in 1992, appeared 
in court in Bamako with his 
wife, charged with theft and 
corruption. He has been in 
prison since his overthrow. 


Government and rebels in 
Sudan said they would ex- 
tend their ceasefire by three 
months to allow humanitar- 
ian aid to be distributed. 


Hopes that border quarrels in 
the region might be settled by 
arbitration were raised when 
Eritrea and Yemen accepted 
the ruling of an international 
court in The Hague over the 
disputed Hanish islands in 
the Red Sea. 
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Dust to dust 














to restructure Japan's 


de, were at last passed. The 
ikkei briefly perked up, but 
| soon set in as to 
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porate fringes rose to a 

ecord level in September, 
tal debts running to 
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ankAmerica, the biggest 
American bank, provided 
_ $1.4 billion against losses in 
the third quarter. Most of the 
osses stemmed from the old 
 BankAmerica, which merged 
with Nationsbank to form the | 








| di ig $4nom against: a loan 
to DE. Shaw, a derivatives 










m target, the European 
ntral Bank claimed that it 
| had come up with a "flexible" 
| monetary policy that takes 

| into account both, plus a 

1 mysterious mix of other indi- 
€ators. Critics suggested that 
the policy of the euro's future 
overlord was not so much 
flexible as confusing and 
lacking in transparency. 


Merrill Lynch is cutting 

] around 3,000 jobs from its 
1:65,000-strong global work- 

| force. The cuts were expected, 








| leaving it with a loss, its first 


| scribed. In raising some $18 
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but its poor third-quarter | 
earnings were not, The Wall 
Street investment bank, one 
of the world’s biggest, took a 
$430m charge for the cuts, 


quarterly loss in nearly nine 
years, of $164m. 





For the second time in recent | 
weeks, a European bank lost 
its head. After Switzerland's 
UBS comes Dutch-based ING | 
Barings, whose chairman, l 
Marinus Minderhoud, re- | 
| 
| 





signed over mediocre results 
in corporate and investment 
banking. The bank now has 
two new people at the top: 
Michel Tilmant becomes 
chairman, only two weeks af- 
ter David Robins took over 
the job of chief executive. 


Blame the markets 


Investors are primed for any 
hint of a downturn in Amer- 
ica. Eastman Kodak re- 
ported third-quarter net prof- 
its of $398m, up 72% from a 
year earlier and in line with 
market expectations, but its 
share price plunged 1496 
when it was revealed that 
sales had fallen 1096 to $3.4 
billion.’ 





NIT DoCoMo, the cellular- 
phone unit of Japan’s 
telecoms giant, looks set for a 
busy debut on the Tokyo 
Stock Exchange next week af- 
ter setting a price of ¥3.9m 
($32,800) per share—not only 
cheap, but twice oversub- 





billion for NTT, whose stake | 
will be reduced from 95% to | 
67%, this initial public offer- | 

i 


| ing will be the largest ever in 


dollar terms. 


. BUSINESS THIS WEEK 


Two drug deals on either 
side of the Atlantic fell apart. 
A planned $35 billion drugs- 
to-biotechnology merger be- 
tween American Home Prod- 
ucts and Monsanto was 
"terminated". A clash of cor- 
porate cultures was blamed; 
Monsanto's shares plum- 
meted. Market turmoil killed 
off the other, a £1 billion 
($1.7 billion) deal between 
Ferring Pharmaceuticals 

of the Netherlands and 
Northern Ireland's Galen 
Holdings. 


Frenetic trading knocked 29% 
off Baan shares in one day, 
after the Dutch software 
group issued a profit warning 
even as its big German rival, 
SAP, reported that both sales 
and pre-tax profits in the 
third quarter had jumped 
more than 40%. 


Anglo American, the South 
African mining giant, is to 
transfer its prime stockmarket 
listing to London. It is also 
buying out minority stakes in 
Minorco and Anglo Ameri- 
can Coal, two associated 
companies. 


Stronger PC shipments 
brought some relief to the 
world's biggest chip maker. 
Intel reported results in the 
third quarter that were better 
than expected. Net profits, at 
$1.6 billion, were much the 
same as a year earlier, but 
sales rose 9% to a record $6.7 
billion. AMD, a market-grab- 
bing rival of Intel, had earlier 
reported a surprise profit of 
$1m, after a $31.7m loss a year 
earlier, on record sales that 
were up 15% to $686m. 


News blues 


A British media and leisure 
group, Granada, which 
holds stakes in two pay-Tv 
operators, got rid of a chunk 
of one to reduce its conflict of 


| interest. It sold 6.5% of BSkyB 


(another 4.3% is held indi- 
rectly) to net £429m ($731m). 
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| Granada has a half share in 
On Digital, which is launch& 
next month in direct compe- 
tition with Bskys's Sky 

| Digital. 


News Corp put on hold a sak 
of 15% of its Fox film and tv 
operations because of ner- 
vous markets. 


Platinum was fixed at its ~ 
lowest level in nearly seven * 
years, at $339 an ounce. The 
end of a big strike in South | 
Africa, sliding demand and - 
increased supplies from Rus- 
sia have all conspired to de- 
press the price. 











Shares rallied in Kvaerner af- 
ter Erik Toenseth was ousted. 
as head of the troubled An- 
glo-Norwegian engineering 
and ship-building group. 


Cost-cutting by America's 
Big Three car makers in the 
third quarter has brought bet- 
ter results than expected. ` 
Chrysler, in its last result be- 
fore its merger with Daimler- 
Benz goes through, made a 
55% gain from a year earlier 
in net profits, to $682m, Ford 
rose 10% to $1 billion and 
General Motors, after a huge 
strike, made a loss of $809m 
that was smaller than 
expected. 


The European Commission 
announced fines totalling 
50m ecus ($60m) on a group 
of British sugar firms that 
formed a cartel in the late 
1980s. The biggest fine, 40m 
ecus, was imposed on British 
| Sugar, which was the "driving 
|. force" behind the cartel. 
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The crumbling of Pakistan 


LAHORE 


Recipe for ruin: a deadbeat economy, nuclear bombs and fundamentalism 


aot anywhere but Pakistan the plug 
would surely be yanked out. With days 
to go before an 1MF mission was due to put 
the finishing touches to a rescue package, 
the prime minister, Nawaz Sharif, an- 
nounced a 30% cut in electricity charges. 
This is lunacy of a high order: Pakistan’s 
utilities are already losing enough 
money to sink the foundering econ- 
omy. The IMF wants charges put up. 
If neither side budges, the mF will 
withhold cash Pakistan desperately 
needs to service its $42 billion exter- 
nal debt. Trade and the currency will 
slide, pulling down Pakistan's al- 
ready low living standards. 

But Pakistan is no ordinary dead- 
beat debtor. It is a nuclear power en- 
gaged in a low-level war with an- 
other nuclear power, India, over the 
disputed province of Kashmir. In Af- 
ghanistan, its north-western neigh- 
bour, it is backing the militantly Is- 
lamic Taliban regime, which until 
recently seemed on the brink of war 
with Iran. Pakistan’s internal politics 
are hardly more tranquil. Criss- 
crossing rivalries among sects, re- 
gions, tongues and political parties 
make Balkan disputes look simple. 
They have been made more lethal by 
weapons that have poured into the 
country since the Soviet Union's in- 
vasion of Afghanistan in 1979. Every 
newspaper carries a litany of murder 
prompted by greed or group hatred. 
An economic implosion would 
make things worse. 

So Mr Sharif may reckon that the 
IMF will, at America’s behest, prop 
up his economy no matter what he 
does. This is not so, says Mushahid 
Hussain, Pakistan's information minister. 
But then he points out that the West has a 
big stake in the region's stability. The denial 
suddenly sounds less convincing. 

How worried should the West be? The 
economy has rarely been in such bad 
shape. Industry and investment are at a 
standstill; the banks, whose bad assets ac- 
count for a third or more of their balance- 
sheets, are trembling. And now courts have 
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The future? 


begun to cancel agreements with private 
power companies accused of corruption by 
the government. Pakistan can forget about 
having private investment for a while. 
Still, Pakistan looks more likely to 
crumble than to explode. A good harvest 
this year has so far kept the country’s eco- 





nomic tribulations from being a catastro- 
phe for most Pakistanis. If Pakistan fails to 
pay its debts, trade is likely to slide rather 
than to collapse all at once. The receding 
threat of war between Sunni Afghanistan 
and Shia Iran makes it less likely that Paki- 
stan’s militant Islamists will turn on its 
Shia minority. The militants are few in 
number; they wield more terror than 
power. The country's multiplicity of con- 





flicts may spare it a conventional civil war. 

Mr Sharifs government looks en- 
trenched. When General Jehangir Karamat, 
the army's respected chief of staff, last week 
accused the prime minister of "destabilis- 
ing" Pakistan and proposed that he should 
share power with the army, it was the gen- 
eral who had to clear his desk. Nor, after a 
change to the constitution last year, can the 
president dismiss the prime minister. Mr 
Sharif's Muslim League controls two-thirds 
of the seats in the all-important lower 
house of parliament. 

Yet Mr Sharif's grip is not sure, and it 
may be about to become less democratic. 
Few people think that the army has 
changed its mind about his rule. It regards 
: Pakistans economic chaos as a 
threat to its own power and perks 
(though an iIMrimposed austerity 
programme might also cut into its 
budget). In any event, influence may 
be shifting from the army, which 
keeps largely to its cantonments, to 
the Inter Services Intelligence, which 
orchestrates the proxy wars in Af- 
ghanistan and India's part of Kash- 
mir. It may be to placate the rsr's fun- 
damentalist friends that Mr Sharif is 
seeking a change to the constitution 
that would enshrine sharia—Islamic 
law—as the "supreme law of 
Pakistan". 

Mr Sharif's friends manage to 
make the amendment sound innoc- 
uously progressive. Its “core point", 
says Shahbaz Sharif, the prime min- 
ister's brother and chief minister of 
Punjab, the biggest of Pakistan's four 
provinces, is "speedy and cheap jus- 
tice". It will *provide people an 
opportunity to live an honoured 
and dignified life". 

Some people, perhaps. On one 
reading, the amendment gives the 
government absolute power by con- 
ferring on it the obligation to “pre- 
scribe what is right and to forbid 
what is wrong". Nonsense, retort its 
supporters, the government will en- 
force sharia but the courts will inter- 
pret it. Yet this is small comfort in a 
country where judges are murdered for ver- 
dicts that offend fundamentalist Muslims. 

Women and minority groups are terri- 
fied of the measure. Already, in the anti- 
western mood that has followed America's 
attack on terrorist bases in Afghanistan, 
some women feel threatened. Those 
deemed immodestly dressed have become 
targets of weird assaults: some have been 
jabbed with pins labelled "Welcome to the 
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uiv club”. Hindus and Christians object 
that members of their communities will be 
allowed to serve neither as judges nor as ad- 
vocates at Islamic courts likely to be set up 
under sharia. Liberals fear that the balance 
in the constitution between provisions that 
protect “fundamental rights” and those se- 
curing Pakistan’s Islamic character will be 
tipped decisively in favour of Islam. 

The amendment may never become 
law. The lower house has given it the neces- 
sary two-thirds backing, but the Muslim 
League is in the minority in the Senate, 
where nearly all opposition members say 
they will vote against it. Even so, now that 
the hopes of fundamentalists have been 
raised, the amendment’s failure might pro- 
voke as much trouble as its enactment. 

The Sharif brothers have not wholly 
turned their backs on modernity. Shahbaz 


Sharif talks energetically about good gover- 
nance. He boasts of restoring merit to the 
admissions procedures at Punjab’s medical 
schools and of shutting down “phantom 
schools" that were draining the province's 
education budget. He wants to lift literacy 
in his province from 35% to 70% within the 
next five years by luring children back to 
school with stipends. Since the Sharifs 
came to power last year, Shahbaz points 
out, Pakistan’s ranking in the leading sur- 
vey of international corruption has 
dropped from second place to 15th. 

This is all encouraging stuff. Yet the Sha- 
rif brothers seem to think that Pakistan can 
have sharia and constitutional democracy, 
holy wars and a peaceful society, economic 
populism and an IMF bail-out. Their bet on 
the bail-out is a long shot. The other gam- 
bles are doomed. 





Central Asia 


A matter of health in Uzbekistan 


TASHKENT 


The leaders of two former Soviet states, Uzbekistan and Kazakhstan, seem to 
be seeking to strengthen their hold on power 


EING a government minister in Uz- 

bekistan was once a secure job guaran- 
teeing personal prosperity. The current 
spate of sackings by President Islam Kari- 
mov has made such posts seem less secure. 
The oil and gas minister, Kayim Khakulov, 
was the first to go, officially for health rea- 
sons. He was soon followed by another se- 
nior minister, Alisher Azizkhojaev. The two 
men were thought to be among the five 
most powerful figures in the country. Their 
departure may have been a manoeuvre by 
the president to protect his power and the 
country's stability. 

Both Mr Khakulov and Mr Azizkhojaev 
belong to influential clans, informal re- 
gional groups centred on powerful fam- 
ilies. Even during the Soviet era, these shad- 
owy cliques manoeuvred for political 
power in Tashkent. Top prize for the victors 
was the chance to exploit Uzbekistan's nat- 
ural riches: the cotton it grows and the gold 
and gas down below. One Uzbek Commu- 
nist Party leader, Sharaf Rashidov, whose 
clan comes from the city of Jizzak, made a 
fortune from cotton that was never grown. 
Cheating the system seems to have done his 
reputation no harm. His memorial is his 
name on Tashkent's main street. 

With the Soviet Union off their backs, 
the clans have increased their influence at 
the heart of the Uzbek state. In place of 
Rashidov's clan, Samarkandis now rule in 
Tashkent. This clan is led by Ismail Jurabe- 
kov, the country's first deputy prime minis- 
ter. He oversees the main sectors of Uzbeki- 
stan's economy. 


we 


Mr Karimov, who was born into a poor 
family, lacks a clan of his own. This may 
have been a reason why in 1990, when Uz- 
bekistan was still a Soviet state, he was cho- 
sen as its Communist leader. Since inde- 
pendence, he has used his presidential 
patronage shrewdly to instal his allies in 
ministries beyond the reach of Mr Jurabe- 
kov’s economic empire: the interior, de- 
fence and, crucially, the SNB, which watches 
over state security. 

As one of Mr Jurabekov's top lieuten- 
ants, Mr Khakulov must have thought his 
lucrative position running the oil-and-gas 
business was secure. Foreign investors, 
however, were content to see him go. They 
disapproved of his way of doing business. 
As for the president, he is aware that Uzbeks 
will suffer mild corruption in silence, but 
too much promotes dissent and can breed 
rebellion. So Mr Khakulov's removal was a 
major coup for President Karimov against 
the omnipotence of Mr Jurabekov. But it 
may not have been pain-free. Mr Azizkho- 
jaev, a clan supremo in his own right, is re- 
puted to have been a supporter of the presi- 
dent. He may have been the sacrifice Mr 
Jurabekov demanded in exchange for Mr 
Khakulov's head. 

This week there was a third casualty in 
the power skirmish, the finance minister, 
Jamshid Sayfiddinov, a Samarkandi. His 
replacement is one of Mr Karimov's most 
trusted lieutenants, Rustam Azimov. In the 
black arts of Uzbek politics, President Kari- 
mov seems to have won, for now. 





Kazakhstan 


What a surprise 


ALMATY 


T HE normally docile parliament of Kaz- 
akhstan has gone against the apparent 
wishes of President Nursultan Nazarbaev 
and decided that a presidential election 
will be held on January 10th next, instead 
ofat the end of 2000, when his term would 
normally be up. What has been happening? 

Anvar Batalov, a member of the lower 
house, says that Kazakhs do not want to be 
influenced by Russia, which is due to hold 
elections in the summer of 2000. “But 
above all, we want to decide all political 
questions in this century." Other members 
of parliament say it is important, for the 
sake of democracy and stability, to go to the 
polls earlier. Whatever the merits of these 
arguments, there are suspicions that parlia- 
ment's decision was not a result of its own 
initiative, but was really a staged event by 
those close to the president. 

The outlook is grim for Kazakhstan's 
economy in 1999. Although the central 
bank has managed admirably to protect 
the country against fallout from the finan- 
cial turmoil in Russia and to maintain a 
stable currency, there is nothing it can do 
about the large budget deficit likely next 
year. It is expected that there will not be 
enough money even to provide $900m for 
pensioners. Low world oil prices are one 
problem. The state company Kazakhoil is 
expecting a loss of $100m this year. Better, 
perhaps, to get the presidential election 
over, rather than to wait for the economic 
crunch and consequent unrest. 

Mr Nazarbaev gave an address to par- 
liament on September 30th, proposing a 
number of constitutional reforms. After- 
wards, four members of parliament urged 
the president to hold an early election. Mr 





Nazarbaev's winning ways 
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Nazarbaev emphatically declined. One 
week later, however, Mps said they would 
refuse to consider the constitutional 
amendments unless their own proposals 
were reviewed, one of which was to extend 
the presidential term from five to seven 
years. The president said he was surprised, 
and consulted with his advisers. The new 
proposals were approved. 

The next day, October 8th, parliament 
voted 62 to one to hold the presidential 
election in January. Mr Nazarbaev had lit- 
tle choice but to agree. 

Mr Nazarbaev, who has not yet an- 
nounced his candidacy, will not encounter 
much competition. His most serious rival 
may be Akezhan Kazhegeldin, a former 
prime minister. But three months will not 
be long enough for most possible candi- 
dates to launch a full-throated campaign. 





Japan 


The best laid 
schemes... 


TOKYO 


E IS still the most popular politician 

in Japan by far. But Naoto Kan, the 
dashing young leader of the Democratic 
Party of Japan (prj), has just seen his 
chances of toppling the ruling Liberal 
Democratic Party (LDP) fade, along with his 
hopes of heading a coalition government 
formed from a grand alliance of opposi- 
tion parties. After months of haggling with 
Mr Kan and his colleagues over how to 
tackle Japan's banking mess, the LDP split 
the opposition and bulldozed a rescue 
plan through the Diet (parliament) on Oc- 





THE ECONOMIST NCTORER 17TH 100R 


tober 12th (see page 94). Outmanoeuvred 
the LDP, Mr Kan and his opposition 
partners now look rather shaky. 

Few expected the newly formed alli- 
ance to splinter quite so quickly or so easily. 
In July, hot from a stunning victory in the 
upper-house election, Mr Kan and his allies 
had the Lpr over a barrel. People were talk- 
ing ofa snap election being called in Octo- 
ber as Keizo Obuchi's government col- 
lapsed amid the financial chaos triggered 
by a handful of big banks and large build- 
ing companies going spectacularly bust. 

With their majority in the upper house, 
Mr Kan and his partners had managed to 
thwart the LDP's attempts to use taxpayers’ 
money to bail out friends in the farming 
and building industries who were being 
hurt by the country's banking troubles. In 
particular, Mr Kan's ppj, along with the 
Buddhist-affiliated Heiwa-Kaikaku group 
and the conservative Liberal Party, were ad- 
amant that no public money should be 
used to bail out any banks or companies 
without first having full disclosure of their 
records and the heads of the managers re- 
sponsible for their plight. 

The opposition’s hand was further 
strengthened by the tightness of a deadline 
imposed on the government: it had to have 
a realistic rescue plan in place so Mr Obu- 
chi would not have to face Bill Clinton 
empty-handed at their meeting in New 
York on September 22nd. Pressed for time, 
the LpP agreed to accept virtually all of Mr 
Kan’s demands for dealing more responsi- 
bly with bankrupt institutions. 

But even before the ink was dry on the 
pact with the opposition, the ruling party 
was preparing a plan to skewer the pry and 
push through a less onerous bank bail-out 
scheme for its friends. An unwitting White 
House was even roped in to lend a hand. 
Mr Kan was hobbled when Robert Rubin, 
the treasury secretary, and other American 
officials—who had been preaching to Asian 
governments about the need to tighten 
their belts—told the Japanese visitors to 
throw public money at their banking prob- 
lem. That was music to Mr Obuchi's ears. 

Back home, the LDP quickly cut a series 
of deals with the Social Democratic Party of 
Japan (spPj) the Liberal Party and the 
Heiwa-Kaikaku group. The spP}, which has 
trade-union connections, wanted to save 
jobs in companies that were being 
squeezed mercilessly by their banks, so the 
party was keen to see public money used to 
bail out the banking industry. To make it 
happy, Mr Obuchi announced that he was 
planning to spend lots of public money— 
some Y60 trillion ($500 billion). 

At first Ichiro Ozawa's Liberal Party re- 
sisted the Lpr's desire to squander taxpay- 
ers' savings, but it reversed its position in 
order to appease its right-wing friends in 
the LDP. They had come to fear that their 
dirty laundry would be revealed if the tee- 
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tering Long-Term Credit Bank went broke, 
and that was beginning to look imminent. 

Meanwhile, the Heiwa-Kaikaku par- 
liamentary block was bought off with a 
promise from Mr Obuchi that the LDP 
would definitely not call a general election 
before the two Buddhist-affiliated parties 
in the lower house and their Komei reli- 
gious colleagues in the upper house had 
completed their reunification plans. The 
Buddhist parties fear they would lose half 
their seats if they had to fight an election in 
their present fractured state. Come next 
April, the deep-pocketed Soka Gakkai 
group which owns them intends to merge 
all three Buddhist-affiliated parties that 
splintered from the former Komeito (Clean 
Government Party) in 1994. 

Political pundits have begun to wonder 
whether the Lpr is in the process of putting 
together another non-cabinet coalition like 
the one it had until this summer with the 
SpPJ and the Sakigake, but this time with 
the soon-to-be-reconstituted Komeito. Mr 
Obuchi is known to have close personal 
contacts with the Einosuke Akiya, the Soka 
Gakkai's boss. From being at the centre of 
things, suddenly Mr Kan is beginning to 
look out in the cold. 





China and trade 
Declining passion 


BEUING 


I IS only natural that a suitor kept wait- 
ing for years might show signs of waning 
enthusiasm. So it is with China and its 
quest for acceptance into the World Trade 
Organisation. China started its courtship of 
what was to become the wro in 1986, hop- 
ing that sheer ardour (and a bit of shared 
history with other world traders) might 
produce a quick yes. But the wro de- 
murred, and what China got instead has 
been a drawn-out discussion about com- 
mitment, responsibilities and mutual 
obligation. 

To consummate a union with this Ge- 
neva-based body, China will need to win 
the blessing of its most important mem- 
bers, the United States, Japan and the Euro- 
pean Union. Over-arching the painstaking 
discussions of subsidies, openness, tariffs 
and the like is the question whether China 
is a poor country deserving of indulgent 
treatment, or a richer one fit to meet nor- 
mal wro obligations. Now China is pon- 
dering other questions: what would it gain 
wedded to the wro that it does not already 
enjoy, and what would it have to give up? 

In 1986, when China's courtship began, 
the wro did not exist. What China sought 
then was to rejoin the General Agreement 
on Tariffs and Trade, GATT, to which it was 
an original signatory in 1948 and from 
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which, under the Nationalist government, 
it withdrew in 1949. 

Ih 1986, China was in the early, tenta- 
tive stages of reform, and just beginning to 
seek integration with the rest of the world, 
both politically and economically. Its ex- 
ports for the year totalled $30 billion and it 
received just $2.2 billion in foreign direct 
investment. Rejoining GATT, China hoped, 
would not only help boost trade but also 
mark another step on its march back to in- 
ternational prominence. Just belonging to 
GATT seemed attractive. 

In 1998, things are different. China feels 
politically and economically assertive. Vis- 
its to Beijing by top political leaders and 
businessmen have become commonplace. 
In the first half of this year alone, China ex- 
ported $103 billion in goods and received 
more than $20 billion in foreign direct in- 
vestment. China enjoys normal trade rela- 
tions—and, indeed, fat surpluses—with al- 
most all of its main partners. Even through 
China's trading rights have to be approved 
by the American Congress each year, it has 
managed continually to increase its ex- 
ports to the United States. Last year China 
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enjoyed a surplus of $50 billion, according 
to officials in Washington. 

As a member of the wro, China would 
have access to mechanisms to sort out mul- 
tilateral disputes. But usually, in trade and 
politics, China prefers to resolve disputes 
bilaterally so as to take advantage of its size. 
Over the Spratly Islands, for example, 
where China and five other countries claim 
sovereignty, China has resisted multilateral 
discussions on the assumption that it can 
bully any of one of its adversaries but might 
face a match if they ganged up. 

The greatest benefit dangled before 
China is the assurance that, if it loved, hon- 
oured and obeyed wro rules—cutting im- 
port tariffs and quotas and ending subsi- 
dies, for example—its economy, by 
overcoming market distortions and enjoy- 
ing new efficiencies, would soar to greater 
competitiveness. According to the World 
Bank, there might be some short-term pain, 
but China would benefit by about $83 bil- 
lion a year. (The rest of the world would see 
benefits of $340 billion a year.) 

It seems reasonable that Zhu Rongji, 
China's financial supremo, and his fellow 


policymakers know that a more efficient 
China will be a more prosperous one. So 
MrZhuis presumably aiming for efficiency 
as he confronts his country's intertwined 
problems—such as unemployment, deflat- 
ion, flood damage, creaky banks and a 
wobbly state-enterprise system, to name 
just a few. But timing is everything. Tweak- 
ing levers in one place is bound to create 
pressures elsewhere. China's determina- 
tion to sustain the value of its currency, for 
example, is hurting its exports. 

Would it make sense at a time like this 
to set loose determined foreign competi- 
tors in its domestic markets? With regional 
instability bubbling along, can China 
safely gamble with short-term pain for 
long-term gain? China has probably done 
more to please the wro than it could have 
imagined back in 1986. External pressure is 
no doubt responsible for part of that, and 
will likely provide political cover for more 
difficult steps in the future. For now, how- 
ever, China is in no mood to give more 
ground. Wedding bells won't be heard in 
Geneva any time soon. 








. Megawati sends a message from Bali 


SINGAPORE 


OULD Indonesia's next presidential 
election really be a contest? During 
his 32 years in power, President Suharto 
faced little threat from the ballot box, 
thanks to his control of the army and his 
leadership of Golkar, the ruling party. Af- 
ter replacing Indonesia's first president, 
Sukarno, in the wake of a coup, he rattled 
off six re-elections before resigning in 
May, amid widespread riots and an econ- 
omy in ruins. To appease the mob, his 
successor, BJ. Habibie, announced that 
he would run for election in 1999. Now, 
Mr Habibie has his first serious rival. 

On October 10th, during a rally on the 
resort island of Bali, thousands of mem- 
bers of the Indonesian Democratic Party 
turned out to pick Sukarno's daughter, 
Megawati Sukarnoputri, as their presi- 
dential candidate for 1999. But whether 
the election will take place on schedule is 
far from certain. Mr Habibie has an- 
nounced that he will hold elections for a 
new parliament in May, followed by a 
presidential poll in December. But his ad- 
visers continue to hint that a postpone- 
ment may be necessary if riots and loot- 
ing continue into next year. And doubts 
remain about the agenda for a meeting 
next month of the People’s Consultative 
Assembly, a parliamentary group which 
until now has been responsible for choos- 
ing the president and vice-president, and 
which is now supposed to approve a new 








election law and confirm the election 
timetable. On October 13th, yet another 
wave of around 500 student demon- 
strators descended on the capital Jakarta, 
urging the assembly to take these prepara- 
tions seriously. 

If the election timetable were to slip, 
the disorder caused by the country’s eco- 
nomic collapse could worsen. Although 
the rupiah has recovered somewhat in the 
past two weeks, it is still worth less than 
30% of its previous value. By the end of 
this year, GDP will have shrunk by 15-20%, 
and may continue to fall next year. Tens 
of millions of people have dropped be- 
low the poverty line. Widespread looting, 
some of it well organised, continues to ex- 
acerbate the economic collapse. All of this 
intensifies the country’s ever-present eth- 
nic frictions, and stirs up anger towards 
the abuses of the Suharto regime. 

Mr Habibie has managed to keep a lid 
on things by distancing himself from his 
former boss, and by promising moves to- 
wards more openness and democracy. He 
has launched probes into Mr Suharto’s 
wealth, and that of his family, loosened 
some restrictions on the press and al- 
lowed new political parties to form. Any 
retreat from these changes would be re- 
sented. Although Mr Habibie tried feebly 
to squash Miss Megawati's weekend rally, 
noting she had been banned as party 
leader by the Suharto government, he 
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eventually allowed it to proceed. 

If the election does go ahead, do Miss 
Megawati and her party have a chance? 
Her heritage and her clean reputation 
work in her favour. She is winning friends 
among Chinese Indonesians, partly by 
not associating herself with the anti-Chi- 
nese rhetoric now common in the coun- 
try. And opposition parties should gain 
ground in the new assembly, which will 
have fewer seats reserved for members of 
the army. 

The opposition is divided, however. 
One group, headed by Abdurrahman 
Wahid, is sympathetic to Megawati. An- 
other led by Amien Rais, is a competitor. 
In the May elections, if they are held, Mr 
Habibie may be able to exploit a split. 
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worst of the trade effect is now over; others 
suggest there is more to come, pointing te 
the prospect of recession in Latin America 
which accounts for one-third of the United 
States’ export market. Either way, the trad 
drag next year will still be substantial, De- 
pending on how fast the economy grows, 
the current-account deficit could reach: be- 
tween. $270 billion and $300 billion in- 
1999, up from $155 billion in 1997. i 
That drag alone would not be. enough to 
cause a recession; but a collapse in capital 
spending might be. For the past five years, 
business investment has shot up at an aver- 
age of 10% a year in real terms, as fat profits 
and easy finance have encouraged firms fu- 
riously to retool and expand. Although cor- 
porate profits have weakened sharply this. 
year, corporate spending has not (see chart), 
As a result, borrowing by firms has shot up. 
And as business investment has continued 
to outstrip the growth of demand, capaci 
utilisation is falling. Clearly firms wi 
continue to invest heavily forever if both 


No | on g er boom f but profits and the rate of capacity use are 


heading downwards. 


EF de JP. Morgan expects business invest- 
: n ot yet d OO m ment to fall at an annual rate of between 5% 
oe and 9% in the first three quarters of 1999. 
WASHINGTON. bc Other forecasters are less. pessimistic, sug- 
gesting that capital spending will merely 
A slowdown i in America is looking more likely by the day. Full-blown reces- remain flat. So far, there is little statistical | 
sion is a different matter evidence of a collapse in capital spending, 
2 though plenty of rumours of it. In a recent 
1 [s IT coming? And if so, when will it risk of recession next year depends mostly — survey, 36% of the members of the Business 
| come? Newsweek thinks it knows: ithas on how far this chaos on Wall Street trans- Council, an association of some of Ame 
: already splashed “The Crash of 99?” across — lates into lower investment on Main Street — ca'stop executives, said they planned to cut 
its cover. Turn on the television, and the and less consumer spending at the mall. their investment. If a credit crunch p: 
talking heads are full of advice on manag- Until now, the main channel through vents them borrowing, investment will 
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ing personal finances during the coming which global turmoil has dragged down have to be cut whatever their plans. 
: downturn. Suddenly, the “R” word isonev- American growth has been international Businesses will certainly invest less 
'eryone's lips. trade. Exports have plummeted as cus- they sense that demand is falling. That. 





w economists are predicting a reces- tomer countries, especially in Asia, have why the most important determinant of. 
sion next year. J.P. Morgan is the only big plunged into deep recessions, and Ameri- America’s economic outlook is the Ameri- 
Wall Street investment bank to forecast that — ca's current-account deficit has risen dra- can consumer himself. Consumption ac- 
the economy will shrink for two consecu- matically. Some economists reckon the counts for almost 70% of Gop in America, 
tive quarters, the technical definition of a 
recession. Yet most boffins reckon the 
chances of one have risen. Are they right, or 
as America merely lurching from irrational 
‘exuberance to an equally exaggerated 
pessimism? , " Real business 
So far, it is hard to tell. America’s eco- |. equipment spending 
nomic fundamentals are still strong. Un- 
employment remains near historic lows, 
the budget is in surplus, inflation is low. To 
date, economic growth has remained rela- 
tively robust. But it is the outlook that, in 
Alan Greenspan's words, has “weakened adjusted pretax 
measurably” in recent weeks, driven by an e DDR: ce eb CES ER 
ever-gloomier global economy and by tur- 
moil in America’s financial markets. The 
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and, until recently, it was roaring along. 
Consumer spending grew at over 6% a year 
in the first six months of 1998, the strongest 
two-quarter growth of this expansion. 
Though September was perhaps weaker 
than many economists expected, there was 
no sharp slowdown during the summer. 
Excluding car sales (which were distorted 
by the GM strike), retail spending grew by 
an annualised 4% in the third quarter. 
How soon, and how sharply, might 
things change? If lower capital spending 
and pressure on the export sector reduce 
overall employment growth, that will 
quickly dampen income and hence spend- 


ing. There are signs of weakness about—em- 
ployment with temporary help agencies is 
flat, and evidence is mounting of higher 
layoffs—but overall, the labour market re- 
mains extremely tight. 

It is less clear how consumers will react 
to the growing financial turmoil. Buoyed 
by gains on the stockmarket, they had been 
emptying their wallets far faster than their 
incomes were rising, with the result that 
America's personal savings rate fell in the 
second quarter of 1998 to its lowest level 
since 1945 (see chart). As shares tumble and 
gloom grows, that may all change. 

The stockmarket is now down more 





Down town 
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S WALL STREET's troubles deepen, 
life is getting testy in Manhattan. 
“English bullshit" was how the concierge 
at the Carlyle Hotel responded when 
asked by the New York Post about The 
Economist's recent observation that “ta- 
| blesarenow plentiful in restaurants that 
| were once fully booked weeks ahead." 
Over at the New York Sports Clubs an ad- 
| 
i 
| 


vertisement asks, “hey bankers, how are 
you gonna get a date when the market 
crashes?” 

A date may be the last thing on the 
minds of several thousand bankers—or, 
rather, ex-bankers. Big job cuts are being 
made by financial firms for the first time 
since 1994. Bonuses, worth $12 billion 
last year, will be down sharply for those 
who keep their jobs. Almost everybody 
on Wall Street has taken a knock in their 
personal investments. This could soon 
push the city into recession. 

New York’s economy is “more de- 
pendent than ever on Wall Street”, ac- 
cording to a recent report by the state 
comptroller. It accounted for 56% of the 
growth in real earnings in the city in 
1992-97 (compared with 23% in the 
boom years of the 1980s). Although it di- 
rectly represents only 5% of total employ- 
ment, it accounted for over half of the 
new jobs created in 1995-97, once the im- 
pact of related industries and those that 
| benefit from its record profits and high 
salaries are taken into account. *High" 
| is—or was—an understatement: in 1997, 
i WallStreet's 160,000 workers took home 
| an average of $182,000 each, four-and-a- 
| half times the $39,200 average salary of 
| other New York workers. 

It is notonly restaurants that will suf- 
fer. Law firms, accountants, shops and 
other personal services will all feel the 
pinch. Although the residential property 
market is usually slower to react to a 

‘downturn. on the Street, there are iso- 
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An ex-banker dreams 


lated reports of last-minute cancella- 
tions of purchases of luxury homes, and | 
estate agents are talking of bargains in | 
the spring. New York's brief commercial- | 
property boom is already over. And City | 
Hall had better hurry up and finish its | 
road-mending because, if the Wall Street 
slump continues, its record budget sur- 
pluses of 1997 and 1998 could be fol- 
lowed by a large deficit. 

But maybe the tourist trade will take 
up the slack. The new transatlantic air- 
fares war could not have started at a bet- 
ter time. And, hey, tourists can even look 
forward to getting a table in Manhattan's 
trendiest eateries. Though not, perhaps, 
at the Carlyle. 







than 15% from its peak in early July. Ifshare 
prices tumble further, or if consumers be- 
come concerned about the prospect of re- 
cession ahead, a sharp reduction in spend- 
ing (and higher saving) is easily possible. 
The psychology of richer Americans, who 
own most of the shares, is particularly im- 
portant: families earning above $50,000 a 
year account for nearly halfofall consumer 
spending. This means that the more con- 
sumers fear a recession, the more a reces- 
sion is likely. 


Aslowdown unlike others 


Yet although consumer confidence has 
fallen recently, there is no sign yet that ordi- 
nary Americans are gripped with the panic 
that has beset Wall Street. This means that a 
slowdown, but not a recession, remains the 
most likely prospect for 1999. Even Wall 
Street’s gloomier forecasters predict only a 
minor downturn. During the recession of 
the early 1980s America’s unemployment 
rate shot up, to near 10%. In contrast, J.P. 
Morgan’s recession forecast for 1999 ex- 
pects unemployment to reach only 5.7%. 

Yet the economists are worried that a 
slowdown, if it comes, will be different 
from other post-war recessions, and possi- 
bly harder to correct. Traditionally, Ameri- 
ca’s economy has turned down after the 
Federal Reserve has jacked up interest rates 
to fight inflation. This time, the slowdown 
will be led by a credit crunch and weaker 
confidence in the private sector. Yet there is 
an obvious tool to fight such a slowdown: 
monetary policy. By cutting interest rates, 
as the Federal Reserve began to do on Sep- 
tember 29th, central bankers can increase 
liquidity, boost those areas of the economy 
that are senstive to interest-rate shifts, 
weaken the dollar, so helping exporters, 
and bolster equity markets. 

Less clear is how big the impact of such 
cuts will be. As Bill Dudley of Goldman 
Sachs points out, those areas of the econ- 
omy sensitive to interest rates (such as hous- 
ing) are hardly depressed. Much therefore 
depends on what happens to the stock- 
market. If a boost to liquidity stems the 
flight from risk, it will temper a slowdown. 
If it does not, the politicians might have to 
turn to fiscal policy. And here too America 
is sitting pretty. With a budget surplus, it is 
in a strong position to use tax cuts or public 
spending to boost the economy if that be- 
comes necessary. 

Given this arsenal of monetary and fis- 
cal policy, a serious downturn looks un- 
likely. Alan Blinder, former vice-chairman 
of the Federal Reserve, pulls no punches. 
“For the us economy to go into a signifi- 
cant recession, never mind a depression”, 
he suggests, “important decision-makers 
would have to take leave of their senses.” 
With luck, even in Washington, that would 
not happen. 





The Massachusetts governorship 


A hundred 
blades flash 


BOSTON 


HE most surprising thing about meet- 

ing Scott Harshbarger in person is not 
that he is unusually short for a politician 
(say, five foot seven), or that he has a slightly 
awkward, non-professional way of shifting 
his weight from foot to foot. It is that you 
cannot actually see the umpteen daggers 
and shivs with which this man—Massa- 
chusetts’s attorney-general and Democratic 
nominee for governor—has been stabbed 
in the back by fellow Democrats. 

Right now, the opinion polls put Mr 
Harshbarger close behind Paul Cellucci, 
the Republican acting-governor. But Mr 
Cellucci should not be a fearsome oppo- 
nent. He did not even get his office the nor- 
mal way; William Weld brought him along 
as lieutenant-governor, and then rashly re- 
signed as governor in a doomed bid to be- 
come ambassador to Mexico. More to the 
point, this is Massachusetts and Mr 
Harshbarger is a Democrat. Surely that 
ought to be enough to thrash Mr Cellucci. 

Notso. Being a Democrat has been pure 
misery. With the threateningly popular Mr 
Weld gone, the state’s Democrats have im- 
mediately turned to scalping other Demo- 
crats. It has been obvious for many moons 
that the only Democrat with a real shot at 
turfing out Mr Cellucci is Mr Harshbarger. 
Yet Mr Harshbarger had to fight off two 
small-beer challengers, both of whom 
would probably have been thumped by Mr 
Cellucci. There was never any doubt that 
Mr Harshbarger would win the primary 
race in which the Democrats chose their 
candidate, but the bloodletting took its toll 
on him. 

Next, at an exquisitely misnamed Dem- 
ocratic “unity breakfast” on September 
16th, the day after Mr Harshbarger had won 
the primary, the Democrats’ nominee was 
knifed by two of the most important mem- 
bers of his own party: Thomas Menino, the 
mayor of Boston, and Thomas Finneran, 
the speaker of the state’s House of Represen- 
tatives. Mr Menino cheered the ticket but 
could barely say anything about Mr Harsh- 
barger, the man at the head of it. Mr Finn- 
eran, a centrist Democrat from Mattapan 
who became speaker partly thanks to Re- 
publican votes, said he preferred to hold off 
backing the candidate until he was sure Mr 
Harshbarger would not represent the 
“loony left” of the party. (Mr Harshbarger, 
in fact, bills himselfas a moderate tough on 
crime, though he is admittedly pretty hos- 
tile to tobacco and guns.) 

It was not until October 8th that Mr 
Finneran, after three weeks of brickbats 
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from Harshbarger loyalists, at last brought 
himself to endorse Mr Harshbarger as “a 
Harry Truman Democrat”: presumably, 
non-loony. (“Tepid,” says a Cellucci aide of 
Mr Finneran’s endorsement.) Another 
choice quote from Mr Finneran—that Mr 
Harshbargers budget ideas were “mind- 
boggling"—still shows up in Mr Cellucci's 
televised attack advertisements. And Mr 
Cellucci, who has picked up endorsements 
from three Democratic mayors and two 
Democratic state senators, revels in hold- 
ing campaign events with local Democratic 
defectors as his backdrop. 

Why trip up Mr Harshbarger? There are 
several answers, none of them especially 
flattering to the Massachusetts Democrats. 
Start with the obvious. Messrs Finneran 
and Menino are pols with the usual appe- 
tites for selfadvancement. If Mr Harsh- 
barger is ensconced in the governor's office, 
they cannot run for governor themselves. 
And Mr Finneran’s dominance of Beacon 
Hill will come to an end the minute Mr 
Harshbarger takes over the powerful gover- 
norship. If Mr Cellucci wins, Mr Finneran 
and the Democrat-controlled legislature 
will still rule the roost on Beacon Hill. 

Less obviously, Mr Harshbarger’s tor- 
ment is the latest rumbling from a tradi- 
tional Democratic fault-line. On the one 
hand, the legislature and (by definition) the 
state’s mayors draw on a gritty urban con- 
stituency, which is more conservative on 
social and fiscal issues. On the other, the 





Almost-safe Cellucci 


more liberal Democrats, strong contenders 
for state-wide office, often have their base 
in the suburbs—think of Michael Dukakis, 
the favourite son of leafy Brookline. Messrs 
Finneran and Menino represent the for- 
mer trend; Mr Harshbarger the latter. 

“There isn’t a unified party here,” says 
Lou DiNatale of the University of Massa- 
chusetts, "It's just a group of Balkanised 
warlords.” In the good old days ofone-party 
rule, the wings of the Democratic Party 
were free to bludgeon each other to their 
hearts’ content, without fear that a Republi- 
can would prove the beneficiary. 
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No more. When Mr Weld was governor, 
he relentlessly wooed urban Democrats. 
Like Ronald Reagan, he has not left behind 
anything resembling a  successor—the 
stolid Mr Cellucci has precious little of Mr 
Weld's brains or wit—but he has at least 
£iven legitimacy to the idea of voting Re- 
publican in Massachusetts. People have ex- 
perimented with it, liked it, and may do it 
again. Mr Weld is like a gateway drug. 

Even if the backstabbing does not 
doom Mr Harshbarger, it may make him a 
weaker, more malleable figure if he wins. 
Assume that the fractious Democrats rally 
to Mr Harshbarger in the last few weeks of 
the campaign. If he then squeaks into of- 
fice, having run a campaign that seemed to 
be foundering until other Democrats 
bailed him out, he will be mightily in- 
debted to his self-styled saviours. Unless Mr 
Harshbarger is the kind of guy who holds a 


grudge. 





The budget 


Skills of Bill 


WASHINGTON, DC 


ITH his usual political adroitness, 

Bill Clinton, despite facing impeach- 
ment and a Republican-controlled Con- 
gress, emerged this week as grandmaster in 
the annual chess game with House and 
Senate over the budget. This adds up to 
some $1.7 trillion for this year, of which 
more than $500 billion in “discretionary” 
spending is open for political haggling and 
special-interest pork. (Late on, one con- 
gressman slipped in $250,000 to finance 
research into chewing gum.) 

True, Congress made its own blunders 
by not working out its position beforehand. 
As the president scathingly noted last week- 
end: “This is the first Congress in 24 years 
that did not pass a budget.” Add that to the 
failure to pass bills on tobacco or cam- 
paign-finance reform or patients’ rights, 
and the Democrats’ castigation of a “do- 
nothing Congress” seems true enough. 

But the president's real skill in handling 
the budget has been to transform his weak- 
ness over the Lewinsky saga into a paradox- 
ical strength: the Republicans, who were 
seen as obdurate extremists when the 1995 
budget battle ended in a government shut- 
down, have been desperate not to force a 
second shutdown by inviting a presiden- 
tial veto. Factor in the approach of the mid- 
term elections, and Mr Clinton’s bargain- 
ing power increases: congressmen will 
agree to virtually anything in order to be re- 
leased to campaign back home. 

Hence this week’s scramble to compro- 
mise: of the 13 spending bills, eight, ranging 
from labour and health to the affairs of 
Washington, DC, were wrapped into a sin- 
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UNITED STATES 


gle omnibus bill—with another $20 billion 
or so tagged on in emergency spending 
(conveniently allowing everyone to break 
the budget caps that are part of last year's 
balanced-budget law) for peacekeeping in 
Bosnia, making embassies safer, and so on. 

The scramble to compromise equals a 
rush to concede, more by Republicans than 
by the president. The mmr, for example, will 
get the full $18 billion in American financ- 
ing (see page 99). And Mr Clinton, who has 
cleverly made education an election issue, 
will get an extra $1.1 billion to hire 100,000 
new teachers, with only part of the spend- 
ing controlled, at Republican insistence, by 
local communities. 

As for really contentious issues, such as 
how to manage the census (whose results 
decide constituency boundaries), why not, 
as the administration suggests, put them off 
for another day by financing the Com- 
merce, State and Justice Departments for 
just another six months? 





Education 


The capital takes 
the plunge 


WASHINGTON, DC 


HECesar Chavez Public Charter School 

is not much to look at: a few rooms in 
the basement of an ageing shopping mall 
in Washington, pc, minutes away from 
some of the city’s worst slums. Yet the 
school's founder, Irasema Salcido, hopes to 
produce a future mayor from the 60 black 
and Latino students who started work in 
September. The chief aim of the Chavez 
school, one of 17 charter schools now work- 
ing through their first term in Washington, 
is to educate inner-city students for careers 
in public service. 

Although debate about the future of 
America's schools has consumed this year's 
budget negotiations, legislators seem to 
have lost sight of the charter-school revolu- 
tion. First introduced in Minnesota in 
1991, such schools have spread across the 
country. There are now over 1,000 in 27 
states, and the national total could well rise 
to 2,000 by the turn ofthe century. The rate 
of growth is highest in Washington, which 
allows up to 20 new ones a year. Although 
these are still public schools, not private 
ones for which pupils pay, once a school is 
approved it can set its own curriculum and 
hire teachers without having to answer to a 
public-school bureaucracy. In theory, this 
allows teachers to inject life into a system in 
desperate need of reform. 

Washington is a case in point: indeed, 
perhaps the worst case. The city spends the 
second-highest amount per pupil in the 


^£ 


Ty 


Ss AE ek i ds oe et es ae Er 





Left on a fence 


BIG HORN, WYOMING 


€€ T T AIN'T the Wyoming way,” the lo- 
| cals say. They are talking of homo- 
sexuality. Yet almost all of them are horri- 
fied by last week's fatal beating of 
Matthew Shepard, a homosexual stu- 
dent at the University of Wyoming. 

The police have charged two men, 
Russell Henderson and Aaron McKin- 
ney, with luring Mr Shepard away from a 
bar in Laramie on the night of October 
| 6th. The accused are said to have taken 
him to the outskirts of town, tied him to a 
split-rail fence of lodgepole pine, and re- 
peatedly fractured his skull with the butt 
end of a.357 Magnum. He hung there for 
18 hours before being discovered by a 
passing cyclist. At first, he was thought to 
be a scarecrow. He died four days later. 

Senator Craig Thomas called the at- 
tack “the most violent, barbaric thing 
I've ever heard happening in Wyoming". 
The state, a place of ranchers and miners, 
has a tough reputation, but Mr Thomas 
may be right. By and large, Wyoming is 
tolerant. Although Indians have occa- 
sionally had a difficult time, Wyoming, 
unlike Montana and Idaho, has not at- 
tracted right-wing militiamen or end-of- 
the-worlders. The Ku Klux Klan, too, has 
never gained a foothold. 

But rural Wyoming is also conserva- 








Gay and proud of Wyoming 





country, yet ranks bottom in maths and sci- 
ence proficiency for eighth-grade students 
(roughly, 14-year-olds). Washington's high 
schools have the highest drop-out rate in 
the country. In the wretched Anacostia sec- 
tion of the city, only half the children of 
high-school age attend school at all, and 
only half of those manage to graduate. 

For charter-school advocates, there is 





tive, and reluctant to address what it 
thinks of as “big-city problems". After the 
Shepard murder, President Bill Clinton 
called for the passage of a hate-crimes 
bill that would give federal officials 
greater powers to intervene when people 
are attacked because of their race or their 
sexual orientation. Similar legislation 
has never got far in the state legislature in 
Cheyenne, though Mr Shepard’s death 
may change that. 

More than anything, it has violated 
the western credo: mind your own busi- 
ness, and tolerate the behaviour of others 
no matter how strange it seems. The 
neighbours of Theodore Kaczynski be- | 
haved like that as he passed his days 
hunting and bomb-buildinginhiscabin | 
in the woods. So, too—up to a point—did 
the ranchers who lived next door to the 
militant Freemen in Jordan, Montana. 

John Edgar Wideman was once 
asked what it was like to be a black pro- 
fessor at the University of Wyoming. He 
replied: “I'm an object of curiosity, not 
animosity. The frontier ethic still applies 
in this state. If somebody messes with 
me, they know that some day they're go- 
ing to have car trouble way out on Route 
287 and the only driver in sight is going 
to be me.” 














only one solution: introducing compe- 
tition into the system. As charter schools be- 
£in to present parents with more options 
for their children, traditional public 
schools will have to raise their standards in 
order to keep students (and hence dollars) 
from fleeing. Chester Finn, an education 
expert, argues that many public-school 
bureaucracies which oppose the growth of 
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VISUAL EXPLANATIONS 


IMAGES AND QUANTITIES, EVIDENCE AND NARRATIVE 


“Visual Explanations is a rich confection of space and design strategies. As in his earlier books, Tufte 


brings a brilliant mind to bear on the presentation of data and information. Not since Rudolf 
Arnheim has such a fine contribution been made toward visual understanding. This is a beautifully 
crafted book that holds the reader’s attention page by page. Covering subjects from magic to 
architecture, Tufte weaves a spellbinding richly illustrative narrative.” AMERICAN INSTITUTE 

OF ARCHITECTS, CITATION, INTERNATIONAL ARCHITECTURE BOOK AWARD, 1998 


“There’s a new book out that you simply must see. Delightful, visually arresting, riveting ideas on 
how to tell compelling stories of cause and effect using numbers and images.” WASHINGTON POST 


“Few teachers are as accomplished as Edward Tufte when it comes to demonstrating why good 
design matters in the world. Tufte, a Yale professor and the reigning guru of information design, 
has just published Visual Explanations, the third book of an acclaimed trilogy. Like its predecessors, 
this latest book is a knockout. Straightforward, witty, packed with vivid examples." WIRED 





Te wonderful books on — design by Pavan Tufte: 


| 
l: 
i 
E 
| 





RUE 
px 
i 


PICTURES OF NUMBERS PICTURES OF NOUNS PICTURES OF VERBS 


The classic book on statistical charts, Maps of data and evidence. Design Depicting data and evidence relevant 
graphs, and tables. "A visual Strunk strategies for high-dimensional data. to cause and effect. Computer inter- 
and White." The Boston Globe How.to increase information depth face design. Graphics for decision 
A on paper and computer. Typography, making, Scientific visualization, 
$40 (£22) postpaid graphic design. Winner of |4 awards. narrative, diagrams, and animation. 
$48 (£30) postpaid $45 (£28) postpaid 


Order directly from publisher. Moneyback guarantee. Send check or VISA or MASTERCARD payment to: 


In the UK: Graphics Press UK-E Unit 8 Conqueror Industrial Estate St. Leonards-on-Sea 
East Sussex TN38 9NA phone 01424 854124 Fax 01424 853612 


Elsewhere: Graphics Press Box 430-E Cheshire, Connecticut 06410 USA phone 203 272-9187 
FAX 203 272-8600 


charter schools care more about their own 
financial interests than the interests of 
those they are supposed to serve: the pupils. 

Not surprisingly, many Washington 
public-school officials disagree. They think 
the city’s charter-school experiment repre- 
sents a dangerous, even subversive, trend 
in public education. At a recent meeting, 
one Board of Education member argued 
that charter schools skim the best students 
from the other schools, creating a “schism” 
in the system. Another official proposed a 
moratorium on charter-school growth. Per- 
haps feeling the political heat, several of 
Washington’s Democratic mayoral candi- 
dates claimed that the rapid growth of char- 
ter schools was encouraging a flight from 
the city’s other public schools. 

Money can be a problem. Although 
charter schools receive the same amount of 
money per pupil as ordinary public 
schools, most receive nothing for capital 
and operating costs. Since it is generally dif- 
ficult to educate students without desks, 
chairs or a school building, charter-school 
heads must seek outside help. They some- 
times suspect that local governments are 
deliberately hindering the movement by 


Over and out 


FROM AN UNDISCLOSED LOCATION 


OR 14 years, from his house in 

Pahrump, Nevada, Art Bell has been 
the voice of truth for up to 10m Ameri- 
cans who have listened to his late-night 
radio programme. The truth, as his audi- 
| ence saw it, was the news they didn't 
want you to know: the fleet of flying sau- 
cers at Area 51, the real messages of crop 
circles, the hidden third secret of Fatima, 
government experiments gone horribly 
wrong and irrefutable signs ofthe end of 











failing to allocate enough money. The local 
authorities in Washington have promised 
a capital allocation for each charter school 
this year, but school principals have al- 
ready had to raise capital from corpora- 
tions and private foundations. This some- 
times works to their advantage: some 
charter schools have better computing fa- 
cilities than most small colleges. 

Because they are still relatively un- 
tested, charter schools may or may not be a 
cure for America's education troubles. 
There is a danger that some states, seeing 
them asa panacea, will begin blindly grant- 
ing charters to all who apply. Yet, as the 
Washington example illustrates, a lenient 
charter-school law can give parents what 
they most crave, an alternative. If only for 
the challenge they pose to the deadly com- 
placency of the public-school establish- 
ment, they deserve to gain momentum. 





Our piece on the California primary (October 3rd) re- 

ferred to Ralph Monro as Oregon's secretary of state. 
| In fact, he holds that office in Washington state; his 
counterpart in Oregon is Phil Keisling. Apologies to 
both. 





the world. Mr Bell made Cydonia, the al- 
leged pyramids on Mars, as well known 
as the Grand Canyon to his devotees, 
who started Art Bell clubs across the 
country and made 21m visits to his 
website this year alone. His programme 
reached more than 400 radio stations 
across America. 

But on October 13th, citing a "threat- 
ening, terrible event" that had happened 
to his family, Mr Bell abruptly an- 
nounced that he was leav- 
ing the air. "What you are 
listening to is my final 
broadcast," he said at the 
end of the programme. 
He promised that, if he 
could, he would eventu- 
ally tell his audience the 
story of why he had left. In 
the meantime, the con- 
spiracy community is in 
an ecstasy of paranoia. 
Speculation runs the 
gamut from cia hit- 
squads to UFO abduction. 
The Economist, however, 
has learned the real rea- 
son why Art Bell left. A 
government programme 
targeting [Remainder of 
this story mysteriously 
lost in transmission. Ed.] 
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Election issues 


The last cock-fight 


ST LOUIS, MISSOURI 


ES from the prying eyes of journalists 
and animal-rights activists, the under- 
ground world of cock-fighting lives on in 
dusty barns in rural counties of Missouri. 
Hundreds of people gather in private clubs 
to watch roosters with razor-sharp blades 
on their feet attack and kill each other in 
the blood-caked ring while the onlookers 
place their bets. 

Cock-fighting is illegal everywhere in 
the United States except Missouri, Arizona, 
Louisiana, New Mexico and Oklahoma— 
and in Missouri and Arizona there are 
measures on the November ballot to out- 
law it, along with other baiting or wrestling 
sports involving animals. The voters are 
likely to say: Yes, ban. 

Missouri had banned cock-fighting for 
more than 100 years until, in 1985, the 
state's top court threw out the law as too 
vague. Efforts to revive it have been repeat- 
edly blocked by rural legislators under 
pressure from the United Gamefowl Breed- 
ers Association. A filibuster in the state sen- 
ate last year led animal-protectors to gather 
signatures for putting a new ban on the bal- 
lot, and they quickly got more than enough 
in the cities and subu 

The referendum would make it a felony 
to organise or attend a cock-fight. It would 
also make bear-baiting subject to criminal 
penalties, and would outlaw bear-wres- 
tling, in which a defanged and declawed 
bear is pitted against a redneck who is usu- 
ally also toothless and almost certainly 
drunk. Such contests always end, in a few 
seconds, with the bear pinning the human 
to the floor. 

Rural legislators sometimes try to de- 
fend these "sports"—especially cock-fight- 
ing—as part of country culture that city 
folks will never understand. Their argu- 
ments, it seems, are growing fainter. 
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Listening Jeb Bush 


HE campaign trail in Florida ought to be fun. One evening 
you are in Little Haiti, a black district of Miami, where ear- 


i splitting, hand-clapping gospel music precedes the candidates’ 
i debate. Next day you are enveloped in the expensive courtesy of 
| DisneyWorld, and then in the country-music sticky-barbecue 
| jollity ofa grand horse ranch. But Jeb Bush, the Republican can- 
| didate for governor, does not seem to be enjoying it. His smile 


seems to hurt him, and for much of the time his chunky, hand- 


| some visage is clouded with a frown. After performing in 


DisneyWorld, he answers a few questions cordially, and then 
you can almost hear him groaning. "Can we go?" he asks. 

With a name like Bush, you cannot escape family compari- 
sons, and these can be unkind. 
Jebs older brother, Governor 
George Bush of Texas, is a master 
of the sweaty handshake, the 
shoulder-squeeze, the wisecrack: 
there is no hint of got-to-keep-on- 
schedule in his eyes. But even Jeb's 
supporters would not claim the 
same for him. ^He does not suffer 
fools gladly,” says Tom Feeney, 
Jeb’s running-mate in his unsuc- 
cessful campaign for governor 
four years ago. “He’s uptight,” con- 
cedes Willy Logan, a state con- 
gressman: who has endorsed the 
Jeb campaign. If Texas George has 
the twinkly charm of Bill Clinton, 
Jeb has something of Al Gore's 
goody-goody inhibition-indeed, 
something of his father, preppy 
President George. He is serious, 
caring, disciplined and stiff. 

But Jebis also interesting; and, 
now just as much as four years 
ago, his gubernatorial campaign 
is a good measure of Republican 
trends far beyond Florida. In 1994 he ran as a conservative ideo- 
logue, pumped up with toot-and-branch proposals like an ath- 
lete on steroids: he called his campaign a “mission”; his young 
aides were "gladiators" for his cause. This time he is a consensus- 
building pragmatist, and his assistants are horrified by combat 
metaphors. The think-tank radicalism has been dropped in fa- 
vour of incessant promises to listen. “Humility is a key to leader- 
ship,” he declares at the ranch barbecue; "I don’t learn anything 
when I talk, but when [listen I can learn a lot.” 

The listening seems to be working. Four years ago, Mr Bush 
lost narrowly to Lawton Chiles, who smothered the clever think- 
tank stuff with maddening folksiness ("The old he-coon walks 
just before the light of day,” Mr Chiles once said, in a mystifying 
but oddly captivating way). This time Mr Bush has a lead of 12 
points or mofe over Buddy MacKay, which partly reflects 
money: by milking the family network of contributors, he has 
raised nearly twice as much as his opponent. But it also reflects 
tactics: a straining to seem sensitive to ordinary people's views. 

Mr Bush’s appearance in Little Haiti this week was a triumph 
of his listening offensive. The host of the debate, a black pastor 
resplendent in gold-and-green-striped suit-sleeves, declared that 
this was the first time he had even considered voting fora Re- 


i publican. He would not have dreamt of doing so last time Mr 


Bush ran: asked during that campaign what he would do for 





blacks in Florida, Ideologue Bush had replied, *Probably noth- 
ing" But since then Listening Bush has courted blacks assidu- 
ously, winning the endorsement of several black politicians. 
One poll suggests that 17% of blacks may vote for him—three or 
four times as many as usually back Republicans. At the back of 
the assembly hall in Little Haiti, a Democratic aide sulked furi- 
ously: it was as though Republicans had marched into his din- 
ing room and helped themselves to the first course. 

Mr Bush's barbecue appearance worked just as well. There, 
he addressed an audience of "retiree-activists", some of them 
hard of hearing, most of them hard on Republican candidates. 
Seeming for once to enjoy himself, Mr Bush gave a speech about 


munity, where the old people 
were shocked that a politician of 
his stripe had even been allowed 
in. In 1994, after all, Mr Bush had 
talked of “blowing up" unneeded 
agencies; and his rhetoric made it 
possible for Democrats to terrify 
retired people into believing he 
would cut their Medicare benefits. 
This time, Listening Bush has 
been to enough gatherings of retir- 
ees to ensure they will not suspect 
the worst of him again. 

Mr Bush has also reached out 
to parents of schoolchildren. Four 
years ago, his support for school 
vouchers frightened voters, who 
suspected a right-wing plot to 
drain money from the public 
schools. This time Jeb has quashed 
Attila comparisons by appointing 
Frank Brogan, Florida's reassur- 
ing commissioner for education, 
as his running mate, and by visit- 
ing 200 schools up and down the 
state, To prove he is not just a heartless theorist, he has helped to 
found a charter school in Miami, catering to inner-city children. 

All of which is to say that Mr Bush is doing what the national 
Republican Party ought to be doing. He has blurred a few of his 
hard-edged policies, notably his support for school prayer; but 
he has stuck to his central ones without apology. He still sup- 
ports school vouchers, for example, which takes more political 
courage than most Republican candidates seem to have. His in- 
furiated opponent keeps on accusing him of stealing Demo- 
cratic positions: "If Jeb Bush wants to be a Democrat tonight, 
then lay it on, nobody's beyond redemption,” Mr MacKay 
sneered in Little Haiti. But the truth is that Mr MacKay has stolen 
more Republican positions than vice versa: he has embraced 
welfare reform, a Bush policy of four years ago, he is against big- 
ger government, and he even promises not to raise taxes. 

Besides, being accused of Democratic leanings is music to 
theears ofa Republican intent on grabbing Democratic votes. 1f 
Listening Bush's poll numbers hold up until election day, a pair 
of brothers will be governing a pair of states for the first time 
since the Rockefellers a quarter of a century ago. And, if Mr Bush 


does win in Florida, the Republican Party will have an example 


of how to position its presidential candidate in 2000: a candi- 
date who, with the warped justice that taunts siblings, may well 
turn out to be the other Governor Bush. 


a recent visit to a retirement com- | 





GET YOUR MIND 
WORKING WITH 


PARIBAS 


There was once a very wise man in 

a far off land who discovered an ingenious 
means of passing through solid walls. 

Can you guess his secret? 
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UNDERSTANDING LOCAL CULTURE 


The ways of the world are often perplexing. Seen from afar, the local customs of faraway places 
seem unfathomable. Yet often, cultural differences are more perceived than real: walls erected against 
outsiders to engender mysteries where none really exist. 

At Paribas, our guiding discipline is to combine the financial strength of a global giant with the 
cunning of local insight to break through the barriers of cultural differences in order to distinguish between 
real differences and those that are merely perceived. 

Internationalism is a defining element of Paribas culture. Founded over 125 years ago, Paribas 
has built a formidable international structure. With an organisation based on investment banking and 
industrial sectors, no other bank can equal its experience in crossing financial frontiers. 

Paribas Advisory Services concentrates on developing areas of specific expertise. By anticipating 
our clients’ needs before they occur we are able to leverage the bank's resources to provide more 
pertinent, more comprehensive and more innovative solutions. 

Which brings us to the problem of the wall and the conclusion that the wise old man believed 
just as much as we do in the wisdom of simplicity. His secret method of passing through solid walls? 
It's a door. http://www.paribas.com 
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We asked ourselves, 
whats the difference 
between an 
unmet need and 


a problem? 


A solution. 
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Ottawa against the provinces 


OTTAWA 


A fresh front has opened in Canada’s long-running war between its central 
government and its restive provincial ones: over social security 


T= confusion of concurrent powers 
that Canada's constitution allots to its 
federal government and the ten provinces 
has long been a source of friction. Now it is 
generating more. 

~The latest skirmish is over social poli- 
cies and their finance. When the federal fi- 
nance minister, Paul Martin, meets his pro- 
vincial counterparts in Winnipeg on 
October 22nd, a big point at issue will be— 
not, as in many countries, how to cut soar- 
ing welfare spending and deficits—but 
how best to spend the latest huge addition 
te he. surplus of C$23.7 billion ($15.3 bil- 
n) accumulated from 1992 to 1997 in un- 
employment insurance. But the argument 
may go much further than that: into com- 
plaints about the federal dumping of 
responsibilities without adequate federal 
grants to pay for them, and the overlap of 
powers itself. 

~The Constitution Act of 1867 listed 
some 30.subjects of exclusive federal juris- 
diction, while allotting about 20 to the 
provinces. The list has not been formally 
amended since, nor yet have modern con- 
cerns, such as the environment or urban af- 
fairs, been added to it, despite other con- 
stitutional amendments and many admin- 
istrative changes. In a. few. areas (agri- 
culture, immigration and denominational 
schools), the constitution provides for 
| responsibility. But in the 1960s the 
tal government headed by Lester Pear- 
son persuaded provincial ones to intro- 
duce health-care and social-assistance pro- 
grammes, by offering to match spending 
for these provincial services. Thus the Ca- 
nadian version of Medicare, invented in 
Saskatchewan, spread across Canada, and 
the Canada Health Act sets down such 
principles as equal access. 
-^ The pendulum soon swung against this 
“fiscal federalism”, as provinces argued 
that .shared-cost programmes distorted 
their priorities. So, under Pierre Trudeau, 
the federal government introduced block 
grants, consolidating the federal contribu- 
tion. The high tide of devolution came with 
Mr Martin’s 1995 budget, when the federal 
deficit, which at one time had hit a peak of 























C$42. billion, was slashed (and has now 
vanished). Among his many economies to 
achieve this seeming miracle, one was to 
hand the provinces responsibility for fi- 
nancing Medicare and welfare. The centre 
guaranteed only to maintain a cash con- 
tribution of C$12.5 billion a year, and in 
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fact saved itself about C$7 billion. But now 
public health services, for which provincial 
governments take the credit or blame, are 
under great strain. So is post-secondary 
education, another shared-cost venture. 
Meanwhile, federal finances are in clo- 
ver. The national pension plan is being re- 
plenished by increasing premiums from 
workers and employers by 74% over six 
years, catching the baby-boomers to pay for 
theirown retirement. The lists ofthe unem- 
ployed have been winnowed, to restrict ac- 
cess to what is now termed Employment 
Insurance (£1). For example, new entrants 
to the workforce—and that includes mar- 
ried women actually re-entering it--have to 
work at least 700 hours before they qualify 





for EI payments, while others qualify with © 
400. In Ontario, Canada's biggest provirice, 
it is estimated that only one-third of the 
jobless can qualify. 

No surprise, the total of Er payments 
has fallen fast. Of course other factors:are 
involved. Above all, Canada’s unemploy- 
ment rate has dropped from over 11% in. 
1992 to 8.3% (though still in double figures 
among young people). Officials point also 
to a shift toward self-employment. What- 
ever the reasons, the Liberal government of | 
Jean Chrétien has piled up an i surplus o! 
$20 billion, which has gone into its genera 
revenue, and is publicly wondering what to 
do with this year's C$7.5 billion bounty. 

Every interest-group has its idea. Lead- - 
ers of the four federal opposition parties © 
held an unprecedented joint press confer- 
ence on October 6th, to declare it would be 
larceny to channel the funds away from the 
workers; but, while the Conservatives and . 
the Reform Party would reduce £i 4 
ums, particularly those paid by employer: 
the left-of-centre New Democrats and th 
Bloc Québécois—also leftish when it is not 
plugging secession for Quebec—want bene- _ 
fits restored to more of the unemployed. 
The main voice of business has switched to. 
calling for tax cuts. 

While paying down the federal debt is _ 
their first priority, Mr Chrétien and. Mr. 
Martin are heading toward modest tax cuts, 
though also toward new: social pro- 
grammes with a federal flag stuck in them, | 
such as drug coverage and home care, Mr: 
Chrétien was disappointed to win no pub- 
lic plaudits when (to conciliate Quebec, af 
ter its all-but vote for secession in 1995) Ot- 
tawa devolved powers in immigration and 
vocational training to the provinces. He is 
now also trying a return to fiscal federalism 
with a huge fund--C$2.5 billion; no less— 
for “millennium” scholarships, as well.as a: 
new foundation to finance hospital. and | 
university research. 

The provincial premiers say El premi | 
ums must be cut and their control taken 
out of federal hands (as with the pension 
plan, which is run by an independent com- 
mission). Some of the premiers, such as On- 
tario’s Mike Harris, have already gathered 
credit for their own tax cuts, and run gov- 
ernments that are large employers. What 
the Winnipeg meeting will produce is un 
clear. But certainly it will not be a celebra- 
tion of the overlap of powers. As outsiders 
do not often understand, and perhaps 
should, the clash between Canada's centre 
and its provinces extends far beyond the 
status of French-speaking Quebec. 
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Peru 


Possible 
presidents 


UMA 


ce EVER say never,” replied Lima's 

newly re-elected mayor, Alberto 
Andrade, when he was asked if he might 
run for the presidency in 2000. Yet, though 
he won the capital handsomely, with 59% 
of the vote, the wider results of Peru's 
municipal elections on October 11th were 
far from a clear green light for the man seen 
as the opposition's best hope of ending 
President Alberto Fujimori's ambition of 
winning a third term that year. 

Conceding defeat, Mr Andrade's oppo- 
nent, Juan Hurtado Miller, urged him to 
stick to a campaign pledge not to run for 
the presidency but to stay in the mayoral 
office for the full four years. Mr Hurtado 
Miller, who represented the quasi-official 
Vamos Vecino ("Lets go, Neighbour”) 
group, may have had his private reasons. 
He is best known, among Peruvians at 
large, for announcing a fierce economic 
shock programme in 1990, when he was Mr 
Fujimori's finance minister. But before the 
mayoral election, observers were suggest- 
ing that, if he got more than 30% of the vote, 
he might gain the stature needed to cata- 
pult him into a run for the presidency him- 
self, should Mr Fujimori decide not to con- 
test it after all. In the event, he scored 32%. 

Nationally, the municipal elections of- 
fered hope to both sides. Mr Andrade's 
Somos Peru (“We are Peru”) group won con- 
vincingly in and around Lima, crushing 
Vamos Vecino by three to one. Yet in pro- 
vincial capitals, it appears to have taken 
only one or two mayoralties. Vamos Vecino 


* 


did better, gaining about the 30% of the na- 
tional vote overall that President Fujimori 
was said to be hoping for, though he took 
no part in the campaign. 

But the big winners in the provinces 
were independents. True, say pollsters, na- 
tional events influenced the vote: a dispute 
with Ecuador and the resignation of the for- 
eign minister, Eduardo Ferrero, over the 
way it was being handled; discontent with 
the economy (which led, in Lima, to a mi- 
nor riot and incursion into the presidential 
palace); and the frustration ofan attempt to 
enforce a referendum on whether, constitu- 
tionally, Mr Fujimori is entitled to run in 
2000 at all. But what rang out loud and 
clear was the voice of the interior. 

Most of the country’s new mayors repre- 
sent local or, at most, regional interests. The 
voters’ message was "we're endorsing no- 
body, and we want want our own leaders,” 
says Giovanna Penflor, head of a polling 
firm. Any would-be president in 2000, she 
says, will have to make room for plenty of 
provincial candidates on his congressional 
list, and may have to include one as his 
vice-presidential nominee. 

The new local leaders are a mixed 
bunch: good administrators, regional fig- 
ures, ideologues, local strongmen. They 
look unlikely to unite round any one candi- 
date in 2000. “The political map may have 
changed,” says Mirko Lauer, a political ana- 
lyst, “but the task of the opposition, coming 
up with a political and economic alterna- 
tive to Fujimoriism, has not.” 

The other clear message of the vote is 
that Peru's traditional parties—the APRA of 


. ex-President Alan Garcia and Accion Popu- 


lar, of ex-President Fernando Belaunde, for 
example—are finished. The trend that be- 
gan with Mr Fujimori's defeat in 1990 of a 
coalition of such parties led by Peru's most 
famous novelist, Mario Vargas Llosa, ap- 


pears to have been consummated. 

And what about Mr Fujimori? His own 
Cambio 90-Nueva Mayoria ("Change for a 
New Majority") originally a movement 
ratherthan a party, may need renovation as 
well. As for the man himself, in its exit polls, 
Apoyo, a big polling firm, asked thousands 
of voters, in what it called a “highly reli- 
able” national sample, their opinion of the 
president. Only 31% said they approved, 
against 61% disapproving. 

Apoyo also asked respondents whom 
they would vote for in 2000, given three op- 
tions: Mr Fujimori, an opposition candi- 
date, or someone different entirely. An- 
swer: 21% for the opposition, 22% for Mr 
Fujimori, and 43% for a “third man”. 

Mr Fujimori has climbed back from 
low ratings before now. And he probably 
will be able to stand if he chooses: the con- 
stitution bars a third term, but a later, 
controversial law interpreting it allows 
him, since his first term was under an ear- 
lier constitution, to say that, under the new 
one, he is only in his first term anyway. But, 
if such ratings persist, would he take the 
risk—not utterly trivial, for all his grip on 
the machinery of the state—of undeniable 
defeat or, at best, a victory that would cer- 
tainly be disputed? 





Colombia 


Peace one day, 
a strike now 


BOGOTA 


HEN a Red Cross helicopter lifted 

the two leaders of Colombia’s sec- 
ond-largest guerrilla group, the National 
Liberation Army (ELN), out of Itagui high se- 
curity prison near Medellin last weekend, a 
new wave of peace hopes swept the coun- 
try. It was heightened at midweek, when 
President Andres Pastrana ordered the 
army tostart withdrawing from a large area 
in the south, to facilitate talks with the 
larger Revolutionary Armed Forces of Co- 
lombia (FARC). But it was surely a wave too 
soon—and meanwhile the government 
faces a strike that shows how costly peace 
will be, and may make it costlier still. 

The government had granted four days’ 
special parole to Francisco Galan and Fel- 
ipe Torres for talks in the mountains with 
their ELN comrades and representatives of 
“civil society"—the nation at large. The re- 
sult was agreement on a series of national 
conventions next year, involving both guer- 
rillas and civil society. These, it is hoped, 
will lead to full-blown peace talks. 

The ELN has been at war for 34 years. It 
was almost smashed in the 1970s, but from 
a rump of only 30 survivors its leader, Ma- 
nuel Perez, a defrocked Spanish priest—he 
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died this year—rebuilt a formidable army 
of maybe 5,000 men. Foreign companies 
are its pet hate: it has blown up the main 
pipeline of Occidental, a big oil operator in 
Colombia, hundreds of times in recent 
years, spilling 2m barrels of crude. 

* The etn fancies the idea of broad con- 
ventions in which it can discuss political 
and economic reforms with non-govern- 
mental figures. The first, involving 250 or 
so business, religious and community rep- 
resentatives, is planned for February. Its 
topic will be human rights. A further four 
will debate oil and energy policy, the re- 
form or abandonment of “neo-liberal” eco- 
nomics, corruption and social policy. 

So far, so hopeful. But the ELN's interest 
in peace outruns that of the FARC, a fact 
which analysts variously ascribe to a lack of 
direction in the ELN after the death of Perez, 
theevident determination of far-right para- 
military groups to wipe it out, and its own 
desire to keep one step ahead of the FARC. 

Mr Pastrana made a foray in July, before 
his inauguration, to meet FARC leaders. 
That led to agreement on the demilitarisa- 
tion in the south, by November 7th, as a 
precursor to talks. But the FARC has raised a 
series of new obstacles. Its leader, Manuel 
*Sureshot" Marulanda, this week grudg- 
ingly accepted an invitation from Congress 
to join in an informal debate, alongside 
other rebel leaders, but only on the some- 
what provocative condition that he should 
be allowed to attend in military fatigues. 
His attitude, say analysts, reflects the FARC’s 
lack of real enthusiasm for peace. 

Indeed, despite this week’s progress, the 
long-term prospects are still unclear. Mr 
Pastrana recently fumed at three Liberal 
(opposition) politicians who followed his 
footsteps to meet FARC leaders in their jun- 
gle hideout. And while the public and me- 
dia talk keenly of the prospect of negotia- 
tion, all those actually involved in the war 
emphasise that this is only the start of a 
long and tortuous process: They are surely 
tight: politicians, soldiers, guerrillas and 
their paramilitary rivals all have deeply en- 
trenched positions and equally deep mis- 
trust ofeach other. 
|... And there are more obstacles than that. 
Even given the best political will and abil- 
ity, many fear that today's economic cli- 
mate leaves the president negotiating with 
one hand tied behind his back: the social 
teforms that the guerrillas demand would 
cost money which—witness his deficit-re- 
duction proposals and the continuing 
strike against them—he simply has not got. 

Neither the will to reform nor the fi- 
nance for it will come easily. One Liberal 
senator, Ingrid Betancourt, who broke with 
her party to back Mr Pastrana's election 
campaign, spoke this month for many 
when she withdrew her backing and de- 
scribed his recent decision to let the current 
Congress oversee political reform as "like 
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asking the drug traffickers to reform the pe- 
nal code”. 

As for the money, Mr Pastrana, fresh 
from a devaluation, is trying to cut a budget 
deficit now running at around 4.5% of GDP 
to 2% by the end of next year. His plans for 
tax increases and for a 14% limit—well be- 
low inflation—on public-sector pay rises 
brought most public workers out on strike 
last week. The strike was declared illegal on 
October 9th, in vain. This week Mr Pas- 
trana, in a televised speech, firmly refused 
any deal "that would put the nation at 
risk". The strikers promptly walked out of 
talks with the labour minister and, next 
day, the 14th, into a mass demonstration in 
Bogota. They complain bitterly that the gov- 
ernment is ready to bargain with guerrillas 
but not with its own employees. 

The strike involves doctors, nurses, 
teachers, the courts, civil aviation, oil and 
telecoms workers, among others. No early 
settlement looks likely—nor could one be 
reached, probably, except at the price of Co- 
lombia's currency and credit rating in 
world markets. Some observers believe Mr 
Pastrana will in the end have to challenge 
the unions head-on, as Margaret Thatcher 
did in Britain. In a country already riddled 
with violence, that would pose far greater 
risks than anything she faced. 





Bolivia 
Riches for poverty 


LA PAZ 


HE official war on poverty is embar- 
rassed with riches. While all other offi- 
cial spending is to be restrained, some $3 
billion must be spent by the end of 2002, if 
Bolivia is to meet its commitments, on pro- 
grammes to aid the 70%-plus of its 8m peo- 
ple now deemed unacceptably poor. 
. Bolivia engaged in its first 
structural-adjustment pro- 
gramme in 1987, and has 
done most of what the outside 
world has required of it since 
then. Yet it remains very poor, 
and unduly vulnerable to ex- 
ternal shocks. The IMF agreed 
last year to allow it extra help. 
Now the World Bank and the 
Inter-American Development 
Bank have accepted it as one 
of the poor countries eligible 
for forgiveness of some of its 
debts. Second only to Uganda, 
it will start to see that happen- 
ing in 1999. 

Yes, but then? Allocating 
theextra cash thus made avail- 
able to some pet anti-poverty 
projects, and leaving them to 
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do, says a recent report from a largely inde- 
pendent group set up by President Hugo 
Banzer's government last year to advise on 
social investment. The group calls for a 
complete rethink. The challenge, it says, is 
to create consensus on a policy that can be. 
seen as that of the state, rather than of any 
one government or party. This has been: 
done in economic policy since hyper- 
inflation and the tin crash of the mid-1980s 
left Bolivia bankrupt; now do it with social 
investment, says the group, to ensure con- 
tinuity—and greater scrutiny of the results. 

“Everyone has the economic statisti 
GDPgrowth, inflation and the like—in 
heads,” says one of the report's authors, ( 
los Toranzo Roca. “We want to do the same: 
with poverty data.” He argues that societyat 
large must be recruited to fight poverty, and 
that both the state and the markets should. 
redefine their roles in that light. 

Well, great. But idealism has a poor 
record in Bolivia. Tackling corruption in 
the customs service was cited as a govern- > 
ment priority earlier this year, but it took: 
internal whistle-blowing and investigative 
journalism to uncover the rot. A network of 
political appointees within the service was 
recently exposed, and its director, Dario ` 
Castedo, has just been sacked. Bravo, but’. 
corruption in other fields is not exactly un- 
known. How much of the new millions 
meant for the poor will end in some well- 
filled bank account? The idealists argue 
that raising the status of poverty data to that 
of economic or fiscal data, and public scru- 
tiny of performance, will prevent waste 
and misuse, or, at worst, open it to discov- 
ery later. May they be right. 

Still, at least the effort, if it is really 
made, is to be applauded. At current rates 
of GDP, many economists reckon it woul 
take 30 years of “trickle-down” to achiev 
even today's modest popular hopes ofa ba- 
sic minimum standard of living for all. 
And those, says a cynic, are the optimists. 





get on with the job, will not 


RINLE REPUBLIC OF SENEGAL 
















Notice 






|. Un Peuple - Un But - Une Foi 
Ministry of Energy, Mines and Industry 


to tender 


The Government of the Republic of Senegal has recently embarked on a program of major reforms 
of its power industry, with a view to increasing the country's power supply, improving reliability of 
the entire network, and lowering the price of electricity. 

To this end, the Government has decided to privatize the national company, SENELEC (Société 
Nationale d'Electricité) according to the terms laid down in Act 98-06. Once SENELEC is privatized, 
it will operate under an entirely revised legal, regulatory and institutional framework for the power 
sector (Act 98-29). 

SENELEC will be privatized through the sale of a controlling stake of at least 33106 of existing shares, 
to a Strategic Partner with proven financial capabilities and know-how in power production, 
transmission, distribution and sales. The Strategic Partner is to be selected through an international 
Invitation to Tender. In addition, approximately 10% and 8% of the equity will be sold to SENELEC 
employees and the public respectively. The Government's equity portion will not exceed 41%. 


Key power sector figures for Senegal (1997 year-end estimates): 
(source: Ministry of Energy, Mines and Industry) 


* Population : 8.5m - GDP per capita: USD 500 

* Electrification rate of the country : 25,896 - production capacity of 300 MW 

e Number of connections to the electrical grid : 330,000 - total consumption of 1,000 GWh 

* SENELEC's revenues : FCFA 71 billion (approximately USD 130 million) 
* Employees 12,150 of which 260 managers 


Potential investors are invited to register interest with CPRSE with a copy to the Government's. 
Financial Advisor, Paribas (see address below). Starting October 26, 1998, registered investors will 
be entitled to retrieve transaction information documents, including tender rules, strategy note and 
draft transaction documents from Paribas or CPRSE headquarters. 

It is highly recommended that the letter of confidentiality be signed on the same day as all the 
documents are obtained at Paribas or CPRSE headquarters. The payment of a flat non-refundable 
registration fee of FCFA 10 million is a prerequisite. 

It is expected that prequalification documents be submitted by the end of November 1998. The financial 
tenders should be filed beginning of 1999, and the sale of the SENELEC shares to the Strategic 
Partner should take place in the first quarter of 1999. 


CPRSE contact: Mr Alioune FALL ooo Paribas contact: 

Cellule de Préparation et de Suivi ; tiu Jean-Michel Doublet:/ Franck Bleines 
des Réformes du Secteur de l'Energie (CPRSE) = Paribas : 

Ministere de l'Energie, des Mines et de VIndustrie. ^ 4, rue d'Antin - 75002 Paris - France 
104, rue Carnot - BP 4037 Dakar - Sénégal ~~~ Telephone: (331) 42 98 19 00 l 
Telephone and fax: (221) 822 04 30 Fax: (331) 42 98 11 94 
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Israeli twists and turns 


JERUSALEM 


If Binyamin Netanyahu and Ariel Sharon decide to sign a land deal with 
the Palestinians, Israeli party politics could be reshaped 


RIELSHARON, who was appointed for- 
eign minister in advance of this week- 
end’s American-Israeli-Palestinian peace 
conference at the Wye plantation near 
Washington, expresses the quintessential 
contradiction at the heart of Israeli policy. 
On October 13th, he assured the cabinet 
that he would vote against the agreement 
which the conference, with him taking part, 
is expected to reach: an Israeli withdrawal 
from 13% of the occupied West Bank. 

“Shackle us hand and foot,” Mr Sharon 
urged his fellow-ministers as he left for 
Wye. Several needed no urging. They 
warned the prime minister, Binyamin Net- 
anyahu, that the agreement, unless hedged 
around with myriad conditions and quali- 
fications, would force them to resign. 
“You'll have an agreement,” a minister 
representing the National Religious Party 
reportedly said, “but you'll have no govern- 
ment." A dozen MPs in the ruling coalition 
gathered at the home of a leading rabbi to 
vow that they would secede if there were 
any withdrawal, whatever the conditions, 
and to launch the search for an alternative 
candidate for prime minister. 

Mr Sharon made no such threat. His 
nomination to the coveted and long vacant 
foreign-affairs portfolio was plainly predi- 
cated on his willingness to stay on, even if 
other hardliners leave the cabinet over the 
deal. His mission, he says, will be “to fight 
for the Land of Israel” in the negotiations. 

For Mr Netanyahu, Mr Sharon's co-op- 
tion to the team completes some deft do- 
mestic manoeuvring. This was designed 
primarily to keep his government afloat, 
but also to position him comfortably if an 
early election becomes unavoidable. It 
seems that the prime minister, now well 
into his third year in office, no longer shuns 
that prospect, and indeed may actually be 
courting it. Ifa deal is signed, he will project 
himself to the middle-of-the-road voter as a 
tough bargainer who is also a pragmatist 
and statesman. The support he would win 
from the broad political centre, he presum- 
ably calculates, would more than make up 
for defections on the religious right. 

In the days immediately before the 


summit, Mr Netanyahu was at pains 
to sound tough. There was “abso- 
lutely no chance” of signing an agree- 
ment, he said on October 13th, un- 
less the Palestinians radically 
changed their position on security. 
At the top of Israel's list of demands 
is sterner action by the Palestinian 
Authority against radical Islamic 
movements. At the same time, Israel 
totally rejects the Palestinian de- 
mand for "reciprocal" measures 
against Jewish extremists. In Heb- 
ron, violent clashes between mili- 
tants on both sides have become an 
almost daily occurrence. 

Despite all the tough talk, most 
pundits expect the Wye conference 
to produce some tangible achieve- 
ment, even if it is less than a full ac- 
cord. It is hard, they say, to imagine 
Mr Netanyahu or Yasser Arafat, hav- 
ing agreed to attend, depriving Bill 
Clinton of the foreign-policy success 
he desperately needs. For good mea- 
sure, the administration has been 
dropping hints of economic goodies 
for both sides, if a deal is struck. 

The 13% withdrawal, proposed 
by the Americans, would leave Israel 
still in full military and civilian con- 
trol of 60% of the West Bank (Area cC). 
The Palestinians, at present in full 
control of only 3%, would take over 
full control of 18.2% (Area A), and would 
share with Israel control of the remaining 
21.8% (Area B). The Palestinians insist that 
the next interim withdrawal, or "third fur- 
ther redeployment”, prescribed in the origi- 
nal Oslo pacts, should be substantial: Israel 
is offering only a token 1%. The Palestinians 
also maintain that on May 4th 1999, the 
date marking the end of the five-year in- 
terim period, all land designated Area B 
will automatically become Area A. 

The fraught significance of May 4th— 
Mr Arafat cites it as the day on which he 
will declare, or will have the right to de- 
clare, Palestinian statehood—has been 
prominent in everyone's mind during the 
preparations for the Wye conference. The 





Shackle me tight, pleads Sharon 


Americans clearly hope that an agreement 
will reduce the tension so the deadline can 
be postponed while permanent-status ne- 
gotiations get under way. 

For a Likud-led government, with Mr 
Netanyahu at its helm, now with Mr Sha- 
ron beside him, to make a significant con- 
cession on territory could be of overarching 
importance in terms of Israel's future po- 
litical alignments. It is argued that it would 
transcend any specific detail of the peace 
process, including the timetable. Domesti- 
cally, the line dividing those for and 
against the peace process would blur, or 
rather become broken. The Jewish settlers 
on the West Bank and their political hinter- 
land—mostly religious Jews—would take 


= 


NET ae a ae eR ae a ES ee een ee Lae Se sa eae 


INTERNATIONAL 


over from the Likud the task of defending 
“Greater Israel”. 

Labour is beset by a profound contra- 
diction of its own. It has already resolved, 
in effect, to abdicate its role as opposition 
during the three-month implementation 
period of the redeployment agreement, 
and will supply Mr Netanyahu with the 
necessary votes in the Knesset to make up 
for any defections from his ranks. But those 
three months, if they proceed smoothly (a 
big if), and if the ultra-rightists do go their 
own way, could bring about the retooling 
of Mr Netanyahu in a consensual, states- 
manlike image. The trouble is that this is 
the very role that Labour's leader, Ehud Ba- 
rak, has striven to create for himself. 





Turkey and Syria 
Cooling off 


ANKARA 


ICHARD HOLBROOKE is not the only 

peace-broker to have enhanced his 
reputation this week. Turkey’s President 
Suleyman Demirel is no Slobodan Milose- 
vic but, egged on by a belligerent chief of 
staffand a chorus of raucous politicians, he 
looked ominously capable last week of 
picking a fight with Syria. If that possibility 
has now receded, Egypt’s President Hosni 
Mubarak deserves much of the credit. 

To begin with, mediation went badly. 
Through Mr Mubarak, Mr Demirel deliv- 
ered to Syria’s President Hafez Assad a 
menu of demands so unpalatable that the 
Arabs assumed Turkey wanted war. But 
then Mr Mubarak’s foreign minister, Amr 
Moussa, spent October 12th jetting be- 
tween Damascus and Ankara. In his slip- 
stream, the Turks have begun hinting that 
the most important of these demands—the 
expulsion, from Syria and Syria-controlled 
Lebanon, of guerrillas from the Kurdish 
Workers’ Party (PKK)—has been met. Have 
the war clouds cleared? 





deputy prime minister, said on Tuesday 
that he thought that Syria had “put an end 
to the activities of terrorist camps both in- 
side Syria and in territory controlled by 
Syria” and expelled Abdullah Ocalan, the 
PKK's leader, he carefully attributed these 
“impressions” to Mr Moussa. Ismail Cem, 
Turkey's foreign minister, says that he is 
awaiting confirmation from the Syrians 
themselves—and they have yet to admit 
even helping Mr Ocalan. “It is not yet 
time”, said Mr Cem, “to talk about meet- 
ings at ministerial level.” 

Maybe not, but the mere mention of a 
get-together shows that progress has been 
made since last week, when Turkey rejected 
out of hand Egypt's proposal that Mr Cem 
should meet his Syrian counterpart. Turkey 
also politely advised Iran's President Mu- 
hammad Khatami to abandon any ambi- 
tion to mediate in the dispute himself (in 
the end, Iran sent its foreign minister). 

Syria is prepared for talks that cover the 
various issues that divide the two countries. 
Turkey, however, insists that they should 
deal only with Kurdish separatism and the 
PKK. Mr Cem does not want to repeat his 
experience in Damascus this summer 
when he was grilled on Turkey's damming 
ofthe Euphrates river and its military part- 
nership with Israel. 

Even though Turkey's military and ci- 
vilian leaders are sounding less bellicose 
than they were last week, the only event so 
far scheduled is still the military manoeu- 
vre along the Syrian border that Turkey 
plans for next month. And even if Syrian 
assurances about the PKK coax the Turks 
into negotiation, Turkey would still insist 
on some monitoring of PKK activity in Leb- 
anon's Beqaa valley, where many of the 
militants were trained. But at least Mr 
Demirel describes Syria's recent messages 
as "worthy of consideration". 





Saudi Arabia 


A fly in the Web 


DUBAI 


IRST satellite television, now the Inter- 

net. Computer-literate Saudi citizens, 
already spoilt for satellite choice, are about 
to be swamped by a wave of imported ma- 
terial on the Internet. After considerable 
delay, the government is expected to an- 
nounce on October 19th which local com- 
panies have been chosen to deliver this Tro- 
jan horse of miscellaneous information 
into Saudi Arabia's pristine households. 

The Saudi government long ago de- 
cided that unfettered access to foreign 
websites would introduce a torrent of po- 
litical and religious debate, not all of which 
would be welcomed by the regime. In order 
to filter out material considered unde- 





sirable, above all pornography, the govern- 
ment has created a funnel through which 
all international websites have to be chan- 
nelled. The King Abdulaziz City for Science 
and Technology, an institute in the capital, 
Riyadh, has installed a system that will pre- 
vent users from viewing prohibited 
websites. The ultimate arbiter on what is 
permissible will be the interior ministry. 

The system is supposed to be updated 
daily: as new pornographic sites spring up 
in cyberspace, their addresses will be 
logged in Riyadh and duly blocked. Or so 
the theory goes. In practice, any Saudi with 
acomputer anda flexible bank balance can 
already look at any website. 

By making an international telephone 
call to a server outside the country, he can 
print material via Bahrain or Dubai or, ifhe 
is feeling a little extravagant, Europe or the 
United States. Of the estimated 500,000 
computer users in the country, it is thought 
that around 8,000 already have access to 
the Internet—including a royal flock of 
Saudi princes. 

By the end ofthe year, ordinary citizens 
in Riyadh, Jeddah and the cities in Eastern 
Province are scheduled to go online for the 
first time, with the service being extended 
to smaller towns around the kingdom in 
March. The authorities plan to seize the ini- 
tiative by vigorously promoting an ap- 
proved version of Saudi culture. This, they 
hope, will distract impressionable young 
Saudis from searching in vain for banned 
sites, and steer them towards cleaner 
thoughts and purer websites. 

But a Saudi Islamic opposition group 
in London, which uses the Internet to 
broadcast religious sermons in Arabic, ar- 
gues that the government is too late. The 
country is already awash, it says, with im- 
moral material broadcast through satellite 
television—everybody's diversion in a 
country where public entertainment is al- 
most non-existent. 








Iran and Europe 


The radicals 
regret 


TEHRAN 


NEstep forward, two back: the Iranian 

government's efforts to woo Europe 
are regularly frustrated by its more diehard 
opponents, determined, whatever the cost 
to their country, to defend the legacy and 
purity of the Islamic revolution. Three 
weeks ago the government managed to 
soothe Britain about its intentions towards 
Salman Rushdie, the British novelist who 
in 1989 was sentenced to death in a fatwa 
issued by the late Ayatollah Khomeini. Brit- 
ain, and the European Union, declared 
themselves satisfied. They may decide it 
politic to stick to this line. But this week, the 
Khordad-15 foundation (named in honour 
of an uprising in 1963) provocatively 
raised—from $2.5m to $2.8m—the bounty it 
was offering for Mr Rushdie’s murder. 

“I have decided to increase the reward, 
to make the fatwa everlasting and encour- 
age its execution,” said Ayatollah Hassan 
Sanei, the foundation’s little known head. 
“This is a rebuff to all those who believed 
the reward was being revoked.” In the days 
leading up to this announcement, the semi- 
official religious foundation, one of several 
set up after the revolution to help—and in- 


doctrinate—the poor, had been running a 
full-page advertisement in the press credit- 
ing itself with the bounty as well as with its 
do-gooding projects. 

The Iranian government has hit a prob- 
lem with Germany, too. Only last week, 
President Muhammad Khatami had pro- 
claimed, confidently and with relief, that 
the two countries had put their crisis-rid- 
den past behind them. Days later, an ap- 
peal court upheld the death sentence 
against Helmut Hofer, a Ger- 
man businessman arrested a 
year ago for having an affair 
with an Iranian Muslim 
woman. The Iranian foreign 
office hastened to play down 
the new ruling, stressing thata 
decision by the Supreme 
Court was still awaited. 

The government's over- 
tures to Europe are driven by 
economic urgency. It hopes 
that conciliatory words (and 
to some extent policies) will 
draw investment out of a 
fairly reluctant Eu. It has had 
some success with Italy. Last 
week, 120 Italian business- 
men from 80 companies de- 
scended on Iran, and an Ital- 
ian bank has opened a line of 
credit worth $1.2 billion. 

The collapse in oil prices is 
hitting Iran hard: 85% of its 
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hard-currency earnings come from energy 
sales. Halfway into the Iranian year, which 
starts on March 21st, the government has 
run out of money to pay its employees. It 
has asked parliament to approve an emer- 
gency plan that includes pre-selling crude 
oil and pre-charging those hundreds of 
thousands of Iranians who hope one day to 
make a pilgrimage to holy sites in other 
countries. It could do without the revolu- 
tion's radical guardians. 





So now go and murder Rushdie? 








Iran's little welcome mats 


BANDAR ABBAS 


HITE elephants, say conservatives; 
economic lifelines to the outside 


world, say reformers. Iran's 16 free-trade 
and special economic zones are thought 
to offer the best means of luring foreign 
capital and technology. But, so far, these 
pockets of free enterprise have not lived 
up to their promise. 

In contrast to the bureaucratic 
minefield that awaits foreign investors in 
mainland Iran, the free-trade islands of 
Kish and Qeshm, near the Gulf port of 
Bandar Abbas, offer a raft of seemingly 
tempting incentives. There is a 15-year tax 
break, no customs duties on raw materi- 
als, and no restrictions on the repatria- 
tion of capital and profit. Full foreign 
ownership is allowed, and foreigners re- 
quire no visas—so long as they don’t set 
foot off the islands. 

Yet the islands and the special eco- 
nomic zones—which operate under simi- 
lar rules but belong to the mainland’s 
banking system—have progressed pain- 
fully slowly. It is five years since the legal 
framework was approved by parliament, 


but the handful of foreign joint-ventures 
that have been set up in the zones are out- 
numbered more than 20 to one by Ira- 
nian firms. Those that have taken the 
plunge complain of power cuts, delays 
and bottlenecks. Although a new law al- 
lows foreign banks to open branches, 
none has yet done so. There are rumours 
of inquiries from South Asian banks—but 
perhaps for money-laundering. 

In Iran’s conservative-dominated par- 
liament, the free zones are damned for 
failing to boost Iran’s badly needed ex- 
port earnings. But critics overlook the fact 





that Iran’s zones, unlike their counter- | 
parts elsewhere, have received almost no 
money from the central government. 
Apart from moral support and a legal 
framework, they have been left to fend for 
themselves, like economic orphans, in a 





isch a wie ARD 


highly competitive market. 
Despite this handicap, Qeshm Island 


Free Zone, which operates like an inde- 


pendent company, has managed to 
achieve an annual turnover of $50m. Its 
income comes from selling plots of land 
to investors and levying a small charge on 
the 4,000 Iranian shoppers who come 
each day to buy the discount fridges and 
televisions shipped in from Dubai and 
the Far East. Resisting calls to send the 
money back to Tehran, Qeshm's authori- 
ties reinvest it in infrastructure. 

The islands' potential strength lies in 
their closeness to Iran's oil and gas depos- 
its. Together with a newly created eco- 
nomic zone at Bandar Abbas, they are al- 
most on top of the busy shipping lanes 
through which much of the world's oil 
passes—and offer a logical staging-point 
for the trade from landlocked Central 
Asia to the sea. Can they prove to foreign 
investors that they also offer 21st-century 
facilities with no political risk? 
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Nigeria 
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Waking from a nightmare 


ABUJA 


The new men running Nigeria are on the right track, but moving slowly 


HOCK a Nigerian by reminding him 
that, but for “divine intervention", Gen- 
eral Sani Abacha, who died ofa heart attack 
on June 8th, would now be ensconced as 
the country's elected civilian president. He 
will react with a shudder of disbelief: 
"There would have been a coup—the army 
would have stopped him." But in his heart 
heknows that Abacha would not have been 
stopped. Nigeria is now waking from a 
nightmare. After the fear that pervaded 
Abacha's four-year military dictatorship, 
freedom has returned like daylight. 
Abdulsalam Abubakar, the genial gen- 
eral who took over as head of state after 
Abacha died, has done well. He scrapped 
the election plans that would have re- 
turned Abacha unopposed and released 
prominent political detainees. He has 
launched a long-promised privatisation 
programme which, he says, will include 
chunks of the oil industry. Money owed to 
the oil companies has been paid and con- 
tracts for oil imports (Nigeria’s own refin- 
eries have broken down) were given to es- 
tablished firms, not to presidential chums. 
Abroad, General Abubakar has restored 
relations with Nigeria’s friends, consigned 
to the freezer during Abacha’s time. Last 
month, he succeeded in charming fellow 
heads of state at the gathering of non- 


ABUJA 


INCE the army has ruled Nigeria for 
all but ten of its 39 years as an inde- 
pendent country, many Nigerians have 
joined up with the dream of getting rich. 
Pay and conditions are tough but for any 
soldier lucky enough to make it to briga- 
dier or general, the possibilities have 
been wondrous: a state governorship or 
| the directorship of a state company, 
bringing millions of dollars within 
reach. 

One of the easiest ways corrupt offi- 
cials have got at this money is by exploit- 
ing the dual exchange rate. The official 
rate nowadays is 22 naira to the dollar, 
the market rate about 89 naira. The offi- 
cial rate is reserved for government con- 
tracts—and Sani Abacha, the soldier- 
president who died in June, was 
generous in giving import contracts to 
his cronies, many of them generals. 

The system works like this. The lucky 





. Join the army, make a killing 


aligned countries in South Africa and at the 
opening of the uN's General Assembly in 
New York. He also dispatched his foreign 
minister, Ignatius Olisemeka, a respected 
ex-diplomat, to London to beg for Nigeria’s 
full readmission to the Commonwealth. 

Everywhere Nigeria 
was greeted as a prodigal 
son. Most of the mild sanc- 
tionson the country are be- 
ing lifted, though the ban 
on arms sales will remain 
until acivilian head of state 
is installed in May. A presi- 
dential election is due on 
February 27th, by which 
time General Abubakar 
hopes his policies will be ir- 
reversible. 

The few voices raised in 
criticism say that, although 
the general is facing in the 
right direction, he has not 
yet travelled very far. For ex- 
ample, he claims to be re- 
trieving money stolen by members of the 
former government but will not say what 
has been recovered or from whom. 

Nor has General Abubakar yet started 
reforming the army, to ensure that in future 
it keeps out of politics. The whisper from 


recipient borrows money from the bank 
(generals figure prominently on bank 
boards) and buys many more dollars at 
the official rate than are needed to buy 
the imported goods. The goods are then 
bought (unless the importer forgets this 
stage) and the rest of the dollars sold on 
the street at the market rate. 

General Abdulsalam Abubakar has 
said that he will abolish the dual ex- 
change-rate system, but not until the end 
of the year. Will this allow a last quick 
slurp at the trough? Some of the lucky 
ones are feeling the pinch. They have, af- 
ter all, spent lavishly on such necessities 
as mansions, cars, extra wives, trips to 
Europe and school fees. Many lost 
money they put into shady banks which 
collapsed or were shut down by the gov- 
ernment, It is not safe to assume that Ni- 
geria’s top military officials feel rich 
enough to retire for ever to their villages. 








Abubakar brings the dawn 


the barracks is that, although the generals 
recognise that they cannot take over now, 
some are confident that in a couple of 
years’ time, the civilian government will be 
unpopular enough to justify their return. 

The rules of February’s presidential 
election are aimed at finding a leader who 
is genuinely national. Candidates must 
lead a party that has won at least 10% of the 
vote in two-thirds of Nigeria’s 36 states in 
local elections to be held in December. So 
far, as Nigeria hurtles towards democracy, 
no such national figure has emerged. There 
is a danger that only one party—or even 
none—will meet the crite- 
ria. 

The three regions that 
the British threw together 
and called Nigeria early 
this century are still sepa- 
rate cultural entities. The 
mistrust between them is 
as deep as ever and, in a 
centrally run, almost mo- 
narchical state, fed directly 
at the top by billions of 
petro-dollars, coalitions 
count for little. 

The  south-westerners 
argue that their man, Chief 
Moshood Abiola, who died 
in detention in July, won 
the 1993 election, at last 
wrenching power from the north. They de- 
mand a "power shift" to the south. To 
achieve this, they propose a rotating presi- 
dency, starting with them. The northerners 
respond that it was army rule, not northern 
rule, that ruined the country, though many 
concede that it would not be bad ifa south- 
erner could be found to be the next presi- 
dent. The south-easterners would like the 
"shift" to come their way but have the least 
charismatic leader. Would they accept an- 
other northerner? Many would—if the al- 
ternative were from the south-west. 

At present the regional front-runners 
are all ex-ministers: Malam Adamu Cir- 
oma from the north, Alex Ekwueme from 
the south-east, and Bola Ige and Olu Falae 
from the south-west. The only south-west- 
erner acceptable to the north, and perhaps 
to the east, is Olusegun Obasanjo, a former 
military head of state who handed power 
back to a civilian government in 1979. But 
his popularity in the north makes him less 
acceptable in his own south-west. 

The democratic opposition to Abacha 
had wanted a civilian government of na- 
tional unity to run the country while a na- 
tional conference drew up a new constitu- 
tion. General Abubakar said no. There is 
much talk of devolving power after the elec- 
tion. It is easy to talk of devolution now, but 
after the election, what motive would the 
next president have to dismantle a system 
that suits a president so well? 
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Holbrooke and Milosevic seal it without smiles 





Another chapter opens 


in Kosovo 


BELGRADE 


This week’s deal has saved Yugoslavia from NATO’s war machine. But it may 
not bring lasting peace to Kosovo, or, in the erid, save Slobodan Milosevic 


T THE 11th hour, Yugoslavia was saved 
from airborne attack by the deal made 
on October 13th by Richard Holbrooke, 
America’s negotiator, and President Slobo- 
dan Milosevic. Under its terms, Mr Milose- 
vic agreed to let unarmed foreign observers 
monitor the withdrawal of Serb troops 
from Kosovo, and take part in political 
talks that would restore greater self-rule to 
the province. For now at least, the deal has 
rescued the Serbs from NATO air strikes, 
which all NATO members had by this week 
authorised. The deal done, it now has to be 
put into practice. 

Though Mr Milosevic went on televi- 
sion to tell his people how he had saved 
them from NATO's bombs, the deal was a 
capitulation. Only in April, he had manip- 
ulated a referendum in which Yugoslavs 
overwhelmingly rejected foreign involve- 
ment in Kosovo. Now, Mr Milosevic has 
had to commit himself to an intense re- 
gime of verification and compliance that 
will bring 2,000 monitors, under the Orga- 
nisation for Security and Co-operation in 
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Europe (OSCE), into the country—and allow 
non-combat overflights by NATO aircraft. 

Although they will be unarmed, the 
conspicuous deployment of osce moni- 
tors may well help 50,000 or so refugees 
still camped out in the open in Kosovo to 
feel safe enough to return to their homes, or 
some kind of shelter. In that sense, the ob- 
jective of averting a humanitarian catastro- 
phe this winter may be achieved. 

Doubts remain, however, over whether 
OSCE monitors, roaming over Kosovo with- 
out guns, will be able to stop fresh fighting 
between remaining Serb troops, and rem- 
nants of the fractious Kosovo Liberation 
Army (KLA), which wants independence. 
For now, both sides say their ceasefire dec- 
larations hold—and indeed the fighting 
may stop for the winter, as it often does, 
only to resume next spring. Ethnic-Alba- 
nian leaders in Kosovo would still prefer 
armed monitors to keep the peace, and to 
keep Mr Milosevic to his word. 

The hard work—political talks over Ko- 
sovo's future—now begins. Kosovo is a (for- 








merly autonomous) province of Serbia, 
which, with Montenegro, makes up Yugo- 
slavia. Serbia's government, under Pres- 
ident Milan Milutinovic, who is, in effect, 
under Mr Milosevic's thumb, has accepted 
most ofa deal drawn up by Mr Holbrooke's 
man on the ground, Chris Hill, which 
would restore to Kosovo some autonomy 
and is supposed to be implemented by No- 
vember 2nd. But Mr Milosevic, in his first 
speech to the nation since the Bosnian war 
ended in 1995, was this week still referring 
to Kosovo as "Serbia's southern province". 

For their part, the Kosovars are divided. 
Ibrahim Rugova, their moderate political 
leader, is willing to accept Mr Hill's three- 
year interim plan for substantial auton- 
omy—but only if Kosovo is no longer part 
of Serbia and becomes an "entity" of Yugo- 
slavia, with powers on a par with those of 
Serbia and Montenegro. The draft evades 
the issue by defining Kosovo as a “terri- 
tory". Even if Mr Rugova agreed, he might 
not be able to control the militants of the 
KLA, for whom this week's deal is a sell-out. 

Much hinges on whether autonomy 
could, at a later date, lead to independence. 
The West has stubbornly refused to make 
independence for Kosovo the subject of 
any discussions, for fear of encouraging 
secessionists elsewhere. Mr Hill's plan calls 
simply fora reassessment of Kosovo's status 
after three years. Mr Milutinovic this week 
pointedly made no reference to the agree- 
ment being a temporary one. But the KLA, 
and many of Kosovo's politicians, insist on 
the eventual right to self-determination, by 
which they mean independence. 

The worry is that political in-fighting in 
Kosovo could turn into inter-Albanian 
bloodshed. Radical elements of the KLA are 
believed to have been behind the killing in 
Albania last month of the “defence minis- 
ter” in Mr Rugova’s unrecognised “govern- 
ment”. An aide close to Mr Rugova nar- 
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rowly escaped death by an assassin’s bullet 
in Pristina, Kosovo's regional capital. If 
American pressure gets Mr Rugova to ac- 
cept the plan as it stands, he could be risk- 
ing more than his political life. 

The rest of the Hill plan allows for Koso- 
vo's police force to be run by local authori- 
ties, and to reflect the ethnic composition 
of the local population, which is over 90% 
ethnic-Albanian. Mr Milosevic, it was re- 
ported, had been holding out for a 50-50 
split. Kosovo will also have elections to its 
regional and local assemblies within nine 
months, under OSCE supervision. 

Conventional wisdom has it that Mr 
Milosevic has emerged even stronger this 
week, by taking his people to the brink of 
war with NATO, and then back again. But it 
could be that his decade of undisputed 


power is beginning to draw to an end. For 
one thing, fresh elections could deal an- 
other blow to his ruling Serbian Socialist 
Party. Since 1989, when Mr Milosevic 
stripped Kosovo of its autonomy, ethnic Al- 
banians have boycotted all Serbian and 
federal elections, giving seats away, in ef 
fect, to the Socialists. 


Eyes right 

Since losing its majority a year ago, the rul- 
ing Socialist-led block has governed with 
the ultra-nationalist Radical Party, led by 
Vojislav Seselj, best-known as a paramili- 
tary leader in the wars in Croatia and Bos- 
nia. Now a deputy prime minister, he 
knows that, were Albanians to vote in fresh 
elections, his Radicals could well overtake 
the Socialists as the biggest single party. 


An astute politician, Mr Seselj had 
threatened to pull out of the coalition gov- 
ernment if foreign peacekeeping troops 
were allowed into Kosovo. It remains to be 
seen whether he is the puppet of Mr Milose- 
vic that most observers believe, or has his 
own designs on power. A lurch to the na- 
tionalist right could lead to a nasty civil 
conflict in Serbia itself. 

The reaction on the streets of Belgrade 
to Mr Milosevic's climbdown has been crit- 
ical. Many Serbs feel that Mr Milosevic, in 
the third war that he has stoked in recent 
years, has in effect yielded Kosovo for noth- 
ing in return. The United States’ “outer 
wall" of sanctions remains in place. 

Already, the government is muzzling 
independent voices. This week, the police 
shut down two independent newspapers 





Sprucing up Bulgaria 


| SOFIA 


HE moutri, the thick-necked gradu- 

ates of Bulgaria’s wrestling schools, 
| are hard to spot these days. They used to 
| lounge outside the flashy restaurants in 
Sofia, the capital, while their bosses—who 
ran the shady conglomerates that domi- 
nated the economy until last year—dined 
with visiting Russian “investors”. 

The thick-necks still run protection 
rackets for the conglomer- 
| ates, but they are less power- 
ful, and certainly more dis- 
creet. Why? Because the 
coalition government under 
the prime ministership of 
Ivan Kostov, elected in April 
1997 on a law-and-order 
platform, is keeping its 
promises—and is trying to 
make Bulgaria respectable. 

Part of this effort has 
been directed at the busi- 
ness empires. Multigroup, 
the biggest conglomerate, 
has become Mr Kostov's 
main target. In April, it was 
squeezed out of a joint-ven- 
ture in natural gas with Gaz- 
prom, the Russian energy giant, when its 
stake was taken over by Bulgargas, the 
state das company. Last month, after an 
official investigation, its sugar-trading 
subsidiary, Bartex, was accused of in- 
volvement in a smuggling racket. 

Another change is the government's 
readiness to co-operate with the IMF. Last 
year Bulgaria adopted the Fund's sugges- 
tion of a currency board, which pegs the 
| lev, the Bulgarian currency, to the p-mark 
| (theeuro from January). This has both sta- 
| bilised the lev and revived Bulgarians' 
| confidence in local banks. It has also 








helped shield Bulgaria from fall-out from 
Russia's financial turmoil. Now the IMF, 
in approval, has come up with an $860m 
loan to plug the balance-of-payments gap, 
and givea push toa fresh round of market 
reforms. 

Mr Kostov's policies are starting to 
pay off. Bulgaria's GDP is expected to grow 
by 5% this year, impressive by any stan- 





Stoyanov—and friends—looking for the third way 


dards, and certainly by those of the Bal- 
kans. Inflation, which soared to a dizzy- 
ing 1,080% last year, may well be as low as 
9% by December. More tourists are arriv- 
ing as Bulgaria's scruffy Black Sea resorts, 
built as playgrounds for Soviet workers, 
are done up. Customs revenues have risen 
sharply as a result of Mr Kostov's crack- 
down on smuggling. Farmers are club- 
bing together to buy tractors and produce 
more cash crops, such as soft fruit and 
tobacco. 

Bulgaria is also energetically promot- 
ing itself as a prospective member of 


NATO and the European Union. Mr Kos- | 
tov has chosen two presentable politi- 
cians to do the lobbying: Peter Stoyanov, 
the president, and Alexander Bozhkov, 
the deputy prime minister. Such is Mr 
Stoyanov's enthusiasm, he even went jog- 
ging with President Bill Clinton during a 
visit to Washington earlier this year. He 
was back again last month, one of just 
three European leaders who attended a | 
seminar in New York on the "third way". 

For his part, Mr Bozhkov is in charge 
of getting closer to Brussels, and persuad- 
ing foreign investors that 
some of Bulgaria's crum- 
bling Soviet-era industrial 
companies are worth buy- 
ing. It is not an enviable task. 
Bulgarians had inflated 
ideas about how much these 
firms were worth. So far, 
there have been fewer sales 
to foreigners than to local 
wheeler-dealers who  ar- 
range management buy- 
outs for their friends at big 
discounts. But, after Russia's 
economic collapse, Mr 
Bozhkov should be able to 
persuade his cabinet col- 
leagues to be thankful for 
any sales at all. 

Will Bulgaria manage to live up to its 
new ambitions? Possibly. Corruption 
may still be deep, but entrepreneurs no 
longer have to pay extortionate protec- 
tion money to the mafia. Asforcontinuity | 
of government, that depends on whether | 
Mr Kostov can keep the five factions in his 
coalition under control. So far this has 
proved fairly easy, thanks to a system he 
has devised to share out jobs, influence 
and the other spoils of office. After six 
years in opposition before last year, the 
coalition is now enjoying those perks, 
and is in no mood to lose them. 





in Belgrade on the ground that they had 
breached a government decree by publish- 
ing news deemed to be “defeatist” and lia- 
ble to induce panic. Two independent ra- 
dio stations have also been closed. The 
newspaper editors believe that Mr Seselj 


and the Radicals were behind the raids. 
Others reckon it was Mr Milosevic, using 
the Kosovo crisis as an excuse to crack 
down on residual opposition to his re- 
gime—while he still has a chance of rescu- 
ing it. 





European farm budget 


Has the CAP peaked? 


BRUSSELS 


Under pressure from all sides, the European Union’s common agricultural 


policy may implode. With luck 


T common agricultural policy *must 
stay true to all its founding principles," 
President Jacques Chirac told French farm- 
ers early this month. This week Dominique 
Strauss-Kahn, the French finance minister, 
was pooh-poohing proposals made last 
week to give governments a big new dis- 
cretionary role in channelling European 
Union subsidies to farmers. France is get- 
ting edgy about the CAP, and not without 
cause. Never before has a basic shift in Eu 
farm policy looked more possible, away 
from protectionism and towards a much 
greater reliance on world market prices. 

France is now almost as isolated as it is 
obstinate in its defence of the old-style cap, 
which has used high food prices and im- 
port barriers to featherbed European farm- 
ers. With the fall of Helmut Kohl's centre- 
right government in Germany, the French 
have lost an essential ally: the incoming So- 
cial Democrats have much less interest in 
the farm vote. Even French farmers must be 
wondering how much longer the Eu can be 
induced to go on devoting half its budget to 
subsidising an industry that employs only 
about 5% of the Eu’s working population. 
One relatively conservative farm minister 
says that he would like to 
see the EU's most efficient 
farms compete freely in 
world markets, while those 
on difficult terrain or in 
picturesque places were 
subsidised directly to pre- 
serve local country life. 

France is keenest to pre- 
serve the CAP intact, be- 
cause it makes more 
money from it than any 
other country. It receives al- 
most a quarter of all Cap 
spending—the budget is 
about 40 billion ecus ($48 
billion) a year—and so makes little net con- 
tribution to the overall Eu budget. The Eu- 
ropean Commission would now like to 
rejig the rules so that Germany, by getting 
more out of the CAP, would pay only its fair 
share of the Eu budget—and France, by im- 
plication, would pay more. 
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There are other sources 
of pressure for reform. The 
CAP will be hit next year 
when the EU joins a new 
round of talks to liberalise 
world farm trade. Other 
countries that subsidise 
farming less will ask the EU 
to throw away its entire 
price-fixing, market-bend- 
ing and export-subsidising 
rulebook. Even if the cAP 
survives this, it will need 
anyway to be reworked to 
cope with the EU's planned 
admission of new mem- 
bers from Central and East- 
ern Europe, which have 
lots offarmers who operate 
more cheaply, and so with 
less need of protection. 

Perhaps most damn- 
ingly, the CAP has been at- 
tracting hostility at home. 
Already, many consumers know that Euro- 
pean farm support inflates food prices. A 
near-panic over mad-cow disease, popular 
resistance to genetically modified foods 
and rising concern about 
factory farming and ani- 
mal welfare have helped 
strip farming of its roman- 
tic rural image. Consumers 
are increasingly worried 
that such intensive farm- 
ing, encouraged by the CAP, 
damages the environment 
and public health. 

The Eu's farm bureau- 
crats, who would be largely 
out of a job without the 
CAP to manage, seem to 
think the system can save 
itself by mutating. The 
commission's directorate-general for agri- 
culture talks about the “multifunctional- 
ity" of agriculture, which it says means the 
part farming plays “in the economy and 
the environment, in society and preserving 
the landscape". In other words, it wants to 
reinvent farmers as a general proxy for ru- 
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ral life, and reward them in that capacity. 

Good try. But it is not only farmers who 
make the countryside look nice and scenic 
as town-dwellers like it to. Why subsidise 
farmers and not, say, village post offices or 
country hotels? And why even think about 
tying something as intrinsically localised 
and diverse as "rural development" to the 
centralising, one-size-fits-all CAP? 

Against these arguments for a radical 
overhaul, the commission's current pro- 
posals for cAP reform appear timid. It 
wants to reduce the minimum prices that it 
guarantees for cereals, beef and milk, while 
giving farmers extra money directly as par- 
tial compensation. And among last week's 
budget proposals was one 
to give back a quarter of the 
CAP budget to govern- 
ments, to hand on to their 
farmers as they wish. 

Naturally, the French 
are opposed. Subsidy- 
hooked farmers want 
higher prices, not lower 
ones, to keep pace with ris- 
ing farm costs and falling 
incomes. Other govern- 
ments fear that the changes 
will raise, not reduce, the 
cost of the Cap in the first 
few years. Members of the 
European Parliament 
grumble that bringing na- 
tional governments back 
into the game is contrary to 
the European ideal And 
nobody thinks this 
amount of trimming will 
be enough to buy peace in 
the coming trade talks. 

There, perhaps, the decisive battle will 
come. America and the Australian-led 
Cairns group of medium-sized food-ex- 
porting countries want the EU to abandon 
subsidies to farm exporters entirely, and to 
cut back severely subsidies for production. 
The EU was persuaded to tiptoe this way 
during a previous, bitter round of talks that 
ended in 1993. America’s farm lobby will 
want a much bigger concession next time. 
With the cap delivering so little and cost- 
ing so much, Europeans too should see the 
merits of egging the Americans on. 





Italy 


Number 56 


ROME 

EN IF to prove that, in Italian politics, 
drama and farce are never far apart, 

Romano Prodi, the outgoing and caretaker 

prime minister, spent most of this week try- 

ing to succeed himself. He resigned on Oc- 

tober 9th, after losing a vote of confidence 
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ceded defeat. 
Why did he get bogged 
down in this muddle? Be- 





cause President Oscar Luigi 
Scalfaro asked him to, and 
the prime minister's job is 
hard to leave. The Re- 
founded (but orthodox) 
Communists of Fausto Ber- 
tinotti had withdrawn the 
support they previously 
gave him. So Mr Prodi then 
turned to a group of re- 








by a single vote. Asked two days later 
whether he might return to power in the 
lifetime of this parliament, he replied, 
“Neanche morto*: over his dead body. Two 
days after that, on October 15th, he was 
busy trying to form a new government, the 
country's 56th. By October 15th, he was back 
in the presidential palace, having con- 


formed Christian Demo- 
crats led by Francesco Cossiga. Messrs Pro- 
di, Scalfaro and Cossiga, all nurtured in the 
old Christian Democratic party, seemed to 
be rushing to each other's arms. 

Well, up to a point. A former president 
and prime minister, the 70-year-old Mr 
Cossiga set conditions for handing Mr Pro- 
di the parliamentary votes of his Demo- 





cratic Union for the Republic; for example, 
Mr Prodi would have to declare that the al- 
liance with the Communists was over, and 
he would have to ask openly for Mr Cos- 
siga's support. Mr Prodi could not oblige. 
The talks collapsed, amid nasty recrimina- 
tions. And Mr Prodi gave up. 

President Scalfaro was then left with 
three options. He could install a temporary 
regime of technocrats, probably led by 
Carlo Azeglio Ciampi, treasury minister 
and a respected former prime minister and 
central banker. He could bring in an “insti- 
tutional government", with the chairman 
of the lower chamber, Luciano Violante, or 
the chairman of the Senate, Nicola 
Mancino, at the helm. Or, most likely of all, 
he could ask Massimo D'Alema, the leader 
of the Democrats of the Left, the main 
branch of the ruling Olive Tree coalition to 
try to form a government himself. 

Mr D'Alema has long coveted Mr 





| Befuddled in Euroland 


AMSTERDAM, BONN, BRUSSELS, LISBON, MADRID, MILAN AND PARIS 


| LEVEN weeks before the launch of the 
| single currency, some Europeans are 
deeply confused about what is about to 
happen. Only just over half know that 
euro notes and coins will not be intro- 
i duced until 2002. Nearly a quarter think 
| they will still have to change the euro into 
| theirown currency in order to buy things 
| with it. Although 95% of the French know 
that the single currency is called the euro, 
only just over half the Irish do. Nearly 
two-thirds of Britons, who will not join 
theeuro themselves, cannot name it at all. 
| In general, the most ignorant Europe- 
ans, besides Greeks, Britons, Danes and 
Swedes, none of whom will take part in 
the euro's launch on January ist 1999, are 
the Portuguese, Irish and Italians. Only 
half the Portuguese answered correctly a 
euro-quiz of six basic questions. The 
Dutch, Finns, French and Germans were 
among the best-informed. A French poll 
in August showed that an astonishing 
60% of the French guessed correctly the 
rough exchange rate of the euro to the 
French franc. Belgians, in their own poll, 
did even better: two-thirds got their own 
exchange rate right. 

In part, this reflects the effort govern- 
ments have made to inform people. On 
November 10th, the French finance min- 
istry will launch a second big euro public- 
ity campaign; the first began a year ago. It 
will send out 33m copies of a 16-page bro- 
chure to every French home, and begin a 
three-week campaign on television. The 
Dutch government is spending som guil- 

ders. ($27m) this. year alone on its cam- 
paign. “The euro will belong to all of us", 
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declare posters at bus-stops and ads on 
television. The government has also set 
up a website on the euro. 

The Spanish government started a 
campaign to prepare people for the euro a 
year ago, holding seminars for banks and 
businesses. This year it launched a na- 





























tional campaign. A four-day, mock-euro 
experiment was held this month in Chur- 
riana, a village near Malaga. Locals were 
allowed to buy "euros" worth a maxi- 
mum of 4,600 pesetas (equivalent to 
27.38 euros), Such was their enthusiasm, 
banks soon ran out of "euros" altogether. 

Already, many French banks—and 
Dutch and Spanish ones—put the final 
balance on people's bank statements in 
euros, working on a rough conversion: 


the exact exchange rate for each currency 
will be fixed on January 1st 1999. Centres 
Lelerc, a French supermarket chain, has 
been showing prices in both francs and 
euros since May, as have shops in Bel- 
gium and Portugal. Increasingly, French 
and Belgian hotels and restaurants are 
putting their bills in euros too. 

German banks have been placing big 
ads in national newspapers and running 
television commercials to extol the vir- 
tues ofthe euro. Euro-keen Munich has al- 
ready set up a 25-strong “euro working- 
group” to make sure that parking meters, 
vending machines and soon are ready for 
euro coins in 2002. The Belgian post of- 
fice promises a new stamp by October 
next year, with a face value in both Bel- 
gian francs and euros. The tax authorities, 
keen for any money they can get, have 
been moving rather more quickly. A sin- 
gleform will offer the taxpayer the option 
ofsettling his liability in Belgian francs or 
in euros during 1999-2001. 

Italians, on the other hand, who were 
flush. with excitement when the lira 
scraped into the single currency earlier 
this year, seem less informed than they 
are enthusiastic. Then, there was a rush to 
name shops and products such as bank 
accounts and trains after the euro. Now, 
one poll suggests that many young Ital- 
ians believe the euro is the name ofa satel- 
lite television station. 

As for the Portuguese, the government. 
appears to have little faith in theirlevelof | 
knowledge: its | television’. campaign 
shows a patronising "uncle", unfolding 
the mysteries of the euro to a wide-eyed 
family. Perhaps it has a point. Only two- | 
fifths of Portuguese are even aware that. 
the countries that will launch the single | 
currency have already been chosen. l 








Prodi’s job. His appointment would signal 
some continuity on the left. Mr Bertinotti 
almost certainly would then be brought 
back into the fold. And the maverick Mr 
Cossiga, who enjoys playing the part of 
“naughty boy” of Italian politics, has said 
he would support him. 

The only alternative would be to call an 
election, which would have to be done be- 
fore November 25th, when Italy enters a 
“white semester”, the six-month period be- 
fore the president is due to step down dur- 
ing which parliament cannot be dissolved. 

But an election frightens many. The 
Communists, after bringing down the gov- 
ernment, know that they would be pun- 
ished by their own voters. The separatist 
Northern League, which has now split, 
would also be a big loser. And Mr Cossiga— 
who holds the balance of power—said on 
October 15th that an election “would be a 
crime”, as the country is in “very dire 
conditions”. 

Politically, that is true. Mr Prodi, for all 
the constraints upon him, has given Italy’s 
politics some much-needed stability. 

Changing the political complexion of 
government is something that is supposed 
to be done by the will of the voters, not the 
sort of manoeuvring of politicians that has 
taken place this week. Indeed, that is some- 
thing Mr Prodi did with some reluctance. 
Now that he has gone, it is with his head 
held high. 





ihe school of 
hard knocks 


PARIS 


HENEVER students take to the 

streets in France, the government 
trembles. Although May 1968 is a genera- 
tion ago, it still evokes panic-stricken mem- 
ories among politicians. So when tens of 
thousands of teenagers spilled on to the 
streets of Paris, Lyons, Marseilles, Nantes 
and some 30-odd provincial towns this 
week, burning cars, smashing windows 
and hurling stones, the riot police were sent 
in. One 15-year-old demonstrator was 
killed. Defiant, the students, whose revolt 
had started a week earlier in scattered inci- 
dents across the country, were back on the 
streets on October 15th, in even more vio- 
lent mood. 

Three years ago, demonstrations by uni- 
versity students helped to create the wave 
of public-sector strikes that brought France 
to a standstill in the winter of 1995. This 
time, the students are from the lycées, 
which provide the last three years of sec- 
ondary schooling. Unlike those of a genera- 
tion ago, these protesters are not rebelling 
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against the system but calling for a better 
education to enable them to profit from it. 

With unemployment among France's 
under-25-year-olds running at 27%, today's 
youngsters worry more about getting the 
right qualifications for a good job than 
about ideology. They say that conditions in 
the often overcrowded, under-equipped 
and decrepit lycées hold them back. Part of 
the problem is that three-quarters of French 
pupils now stay on to take the bacca- 
lauréat, the passport to higher education— 
double the proportion ofa decade ago. Half 
ofall lycée classes now have over 30 pupils; 
some have over 40. Six weeks into this new 
school year, many classes are still without a 
teacher. Shortages are particularly acute in 
the sciences and modern languages. 

So far, Claude Allégre, the usually pug- 
nacious education minister, has taken a 
soft line with the students, saying he 
sympathises with their demands but ask- 
ing them to show a "little patience". He has 
announced immediate measures to set up 
representative student councils, to lighten 
the lycée students' heavy workload, and to 
dispatch extra teachers to plug the most ur- 
gent gaps. As for buildings and equipment, 
they were the responsibility of the local au- 
thorities. But his planned big reform of the 
lycées, he said, would take time. 

France's huge union-dominated educa- 
tion system, with 1m teachers in over 
70,000 schools, is stubbornly resistant to 
change. Many an education minister has 
tried to shake it up, but failed, usually be- 
cause of the grip of the teachers’ unions. Mr 
Allégre thinks he will be different. 

When he took up his appointment 16 
months ago, he declared boldly: "We must 
slim down the mammoth." There would be 
an end, he promised, to the “co-manage- 
ment" of the education service: no longer 
would he let the teachers’ unions “come 
into the education ministry and give orders 
to civil servants”. To the consternation of 
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the unions, his pledges went on. The alloca- 
tion of teachers, currently operated from 
Paris by union-controlled committees, 
would be devolved to the provinces, for a 
quicker and better response to schools’ 
needs. The high rate of teacher absentee- 
ism, estimated at 12%, would be cut. Stu- 
dents and parents would be given more of 
a say in the running of schools. 

The unions howled. Indeed, it is whis- 
pered that they were at least partly behind 
this week's protests. Many of the minister's 
own parliamentary colleagues, nearly half 
of whom are themselves ex-teachers, were 
aghast. But Mr Allégre is determined to 
press on with “dusting down and modern- 
ising” the education system. Unlike most of 
his predecessors, many of whom were ca- 
reer politicians on the make, Mr Allégre, a 
research scientist of some standing, feels he 
has little to lose. At least for now, he can 
count on the support of Lionel Jospin, the 
prime minister, a former education minis- 
ter—and one of Mr Allégre’s oldest friends. 





Germany 
Unholy trinity 


BONN 


VEN for Bonn insiders, the latest power 

struggle between the rival members of 
the Social Democrats’ ruling troika came as 
a shock. Few had taken at face value the 
strenuous bonhomie put on show during 
the German election campaign by Gerhard 
Schróder, the chancellor-designate, Oskar 
Lafontaine, the party's chairman, and Ru- 
dolf Scharping, its parliamentary leader. 
But nobody thought strife would re-erupt 
quite so soon after their September victory. 

That was to underestimate the ambi- 
tion of Mr Lafontaine, well-nicknamed 
“the Napoleon of the Saarland", his home 
state. Mr Lafontaine booted Mr Scharping 
out of the party chairmanship in a coup 
three years ago. Now, with the election over, 
he aimed to prise him from the powerful 
parliamentary job too, and install some- 
one likely to prove more malleable. 

This time the coup halffailed—partly 
because Mr Scharping, a bit better pre- 
pared than before, had got his allies ready, 
and partly because Franz Müntefering, the 
Social Democratic party manager ear- 
marked to his discomfiture by Mr Lafont- 
aine to be the new parliamentary boss, 
would not stand. Mr Lafontaine promptly 
hinted in private that he would stand 
against Mr Scharping himself—a "High 
Noon" confrontation many Social Demo- 
crats feared would split the party. 

A headache for Mr Schroder, who 
wanted to get on with negotiating policy 
with the Greens, his prospective coalition 
partners, before his election as chancellor 
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in the Bundestag on October 27th. He was 
keen neither to let his old sparring partner 
Mr Scharping keep his parliamentary 
stronghold, nor to let Mr Lafontaine extend 
his pervasive influence there too. 

The solution? Mr Schröder is drawing 
all three men into his cabinet where, in the- 
ory at least, they will be more under his 
thumb. Mr Scharping becomes a reluctant 
if well-prepared defence minister, Mr La- 
fontaine will be finance minister, a job he 
has long sought, and Mr Müntefering will 
be minister for something or other, possi- 
bly building. With the foreign ministry go- 
ing to Joschka Fischer, the Greens' leader, 
and the economics ministry to Jost Stoll- 
mann, a non-party entrepreneur and pal of 
Mr Schróder's, the main cabinet make-up 
has thus become pretty clear. 

The outcome is hardly ideal for the 
party. The Social Democrats are now look- 
ing for a parliamentary leader; Mr Schar- 


ping will have a tricky, albeit influential, 
new job; and Mr Lafontaine, besides stay- 
ing party chairman, is trying to extract in- 
fluential planning departments from the 
economics ministry to add to the already 
wide-ranging finance empire. 

There is more to all this than personal 
jostling for position. Mr Lafontaine, well to 
the left of his party on many economic and 
social issues, favours co-ordinated state 
programmes to reduce unemployment 
throughout the European Union. For Ger- 
many to take a proper part, he reckons, the 
main levers in Bonn should all be at fi- 
nance, not shared with the traditionally 
more free-market economics ministry. 

Mr Stollmann, all for trimming the 
state and backing private enterprise, is 
fighting to keep his bastion at the econom- 
ics ministry unweakened, and even hopes 
to add to it from the research and technol- 
ogy ministry. He thinks he has the backing 






of Mr Schróder, who has pals in the car in- 
dustry and has just appointed a severe 
critic of the welfare state, Bodo Hombach, 
to head his chancellery. Who is going to win 
the struggle between these two camps? 
Answer: probably Mr Lafontaine, if the 
tax programme the coalition has just 
agreed on is anything to go by. True, the pe- 
nal rates of business tax will be gradually 
cut, but accompanying measures will make 
many firms worse off (see page 72). Mr La- 
fontaine claims that the proposed income- 
tax cuts will make an average family 
DM2,700 ($1,640) a year better off, thus 
boosting demand and employment. But 
the modest cuts will take full effect only in 
2002, the next general-election year: And in 
the meantime all sorts of tax increases are 
in prospect, on interest earnings, capital 
gains and above all on energy, including 
petrol. More jobs—or fewer than ever? 








GENEVA 


EN at night, and young Genevans are 

heading for a theatre-café set up in a 
disused warehouse. Strings of lime-green 
and tangerine-orange lampshades hang 
from the cavernous ceiling, alongside bits 
of industrial machinery. The colour is 
black, the attitude is icy: not, perhaps, the 
most fertile place to test dutiful concepts 
cherished by Swiss elders, such as civic 
participation. Yet many of those who en- 
ter stop inquisitively at the serious young 
men in anoraks standing beside a modi- 
fied supermarket trolley, who are collect- 
ing signatures for a petition to abolish the 
army. And almost everybody who stops 
signs up. 

Tobias Schnebli, of the Group for a 
Switzerland Without an Army, builds 
motor boats some of the time when he is 
not collecting signatures. He and about 
20 others go collecting regularly, at rail- 
way stations, in the street, or outside de- 
partment stores; another 3,000-4,000 
help out now and then. This evening, he 
says, clutching a mountain of clip- 
boards—each signatory must put his 
name on the correct form according to 
which ofthe 3,000 communes he is regis- 
| tered in—he hopes to gather 200-300 sig- 
| natures. To oblige the government to put 
his group's plan to the popular vote, and 
then, if the Swiss say ves, to make it law, he 
needs to hit 100,000. 

This is Switzerland's direct democ- 
racy at work. The Swiss vote in more ref- 
erendums than anybody else. Each year, 
| -they are asked three or four times to take 
i part in national votes—not to. mention 
referendums: in the. cantons and. com- 
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munes—on a series of questions, many of 
them proposed by ordinary people like 
MrSchnebli. 

Since it was enshrined in the modern 
Swiss constitution of 1848, direct democ- 
racy has been the bedrock of what makes 
the Swiss feel different. The Swiss know 
that, however lazy or corrupt or incompe- 
tent or arrogant politicians may be else- 





where, they can cut their own ones down 
to size. Automatically, they have the right 
to vote (indeed, are required to) on big 
constitutional decisions. Anybody who 
can gather 50,000 signatures can force a 
popular vote on any proposed law; dou- 
ble that number can bring an entirely 
new idea, an "initiative", to the vote. 
Itseems the model of democratic par- 
ticipation. But recently there has been a 
feeling that the arrangement has become 
unwieldy, distracting and. not quite as 
representative as it once was. Running it 
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is expensive. Each proposal must be trans- . | 
lated into French, German and Italian, | 
and publicised widely. Each signature | 
collected has to be validated by the local | 
commune. Each initiative must be de- | 
bated, by parliament, and then com- 
mented on by government. Yet few pro- 
posals these days get anywhere. Between ` 
1971 and 1997, of the 68 initiatives put to 
the vote, only five were adopted. Ideas 
voted on so far this year include one to | 
curb genetic engineering and another to | 
abolish the state security police; both 
were rejected. Worse, the turnout at these 
votes has dropped from a peak of 80% in 
1947 to only 42% today. 

The government now proposes to 
push the number of signatures needed to 
force such a vote up to 150,000; it had at 
first suggested 200,000, but came down. | 
Its main argument is that, as a share ofthe | 
voting population, the required number | 
of signatures has dropped from 10% back | 
in 1848 to 2.2% today, thanks to the en- | 
franchisement of women at federal level, 
which took place only in 1971, and a | 
swelling population. In short, it is now | 
easier to bring an initiative to the vote. 

This proposal, naturally, istobe putto | 
a referendum, possibly next year. But not | 
all Swiss are happy. Back at his supermar- | 
ket trolley, Mr Schnebli is.dismayed. This 
is already his group's second try; it first 
proposed abolishing the army in 1989, 
and an astonishing 36% of the Swiss | 
agreed. For now, 100,000 signatures 
seems quite stiff enough. His colleagues 
are well-organised. They run. a website. 
They. sell T-shirts, baseball caps, even 
Swiss army knives, stamped. with. their 
logo. They started collecting in March, 
and have 18 months to reach the jackpot 
figure. So far, they are only half-way there. 
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ARELY in modern diplomacy has so much breezy, grinning 
bonhomie been displayed before so many people in so 
many places. Just in the past four months, Javier Solana, NATO's 
political boss, has tested Russian prickliness by touring eight for- 
mer Soviet republics and offering them closer defence co-opera- 
tion. He has provided succour to the beleaguered governments 
of Albania and Macedonia. And in recent days he has personally 
reassured the leaders of Czech Republic, Slovenia and Bulgaria 
that NATO is looking forward to receiving them—so would they 
please form an orderly queue. The job that has given Mr Solana 
his current prominence has had to be tucked in between these 
feel-good encounters. It is, of course, the task of sending 
warnings to President Slobodan Milosevic of Yugoslavia, and 
other Balkan thugs, that they could 
feel the sharp edge of NATO’s sword. 

The former Spanish foreign min- 
ister’s sunny disposition does occa- 
sionally give way to wrath—Croatia’s 
President Franjo Tudjman was once 
the recipient of a famous tongue- 
lashing. But when the alliance's pur- 
pose is to frighten, that may be a task 
best left to the American generals 
who run NATO's military machine— 
and this week marshalled an array of 
weaponry to get Mr Milosevic to 
comply with the United Nations' 
resolutions on Kosovo. It is the role 
of galvaniser and mentor to nervous 
new democracies that suits the secre- 
tary-general best. 

Mr Solana's greatest skill lies in 
enticing and reassuring those who 
are not enemies and who might, if 
handled correctly, become friends. It 
was displayed to spectacular effect 
during a series of meetings in late 
1996 and early 1997 with Yevgeny 
Primakov, who was then Russian for- 
eign minister (and has since become 
prime minister) The old spymaster 
initially scorned Mr Solana as an ir- 
relevant pipsqueak, not worth taking seriously—but eventually 
agreed, in an atmosphere of genuine personal warmth, to sign a 
loose co-operation agreement with NATO. Mr Solana, a former 
science professor with a keen understanding of human chemis- 
try, had taken care not to say anything that would damage Mr 
Primakov's imageasa tough defender of Russia's corner, or com- 
promise him in the eyes of hardliners. 

Among his many roles, theSpanish politician has to play the 
American to Europeans, arid the European to Americans. When 
Mr Solana journeys eastwards—for example, during his family 
holidays in Russia and Poland—he goes as a sort of occidental 
potentate, symbolising the power and glamour of Uncle Sam 
and his friends. But when he travels westwards, to America's Pa- 
cific coast, say, his well-honed talent for public relations is 
needed fora different purpose, often underestimated in Europe: 
simply reminding people that NATO exists, and that small con- 
flicts in remote corners of Europe have some claim on their at- 
tention. Arousing a flicker of interest among blasé Californians 
is probably a harder job than cooling the ardours of ex-commu- 
nist Europe: But, in any event, Mr Solana is quite skilled at both. 





Javier Solana, NATO's master-builder 








He is known by colleagues as a rigorous task-master who does 
notsuffer fools gladly. But his charm—the perpetual smile on his 
bearded, bespectacled face, and his tactile Mediterranean man- 
ners—would not work if it was entirely insincere. 

Still, it isa bit odd that the holder of NATO's top civilian post 
should have spent much of his early life as a semi-clandestine 
socialist, campaigning to shut American military bases in his 
homeland and stop it joining NATO. Although he has long dis- 
carded his anti-American baggage, Mr Solana must know that 
the alliance which is now promoting democracy in the ex-com- 
munist world has not always insisted on democracy within its 
own ranks. He remains proud of his own family's record in re- 
sisting right-wing authoritarianism: the fact that his brother was 
jailed, and he was arrested several 
times, in the days when Spain's left- 
ists spent their time dodging General 
Franco's police. But he also defends 
his journey towards moderation—he 
describes himself as a social demo- 
crat now--by recalling the way that 
John Maynard Keynes, the econo- 
mist, silenced a challenger: "When I 
am wrong, I change my mind—what 
do you do?" 

He may speak for soldiers, but Mr 
Solana is above all a politician. A 
product of Madrid's bourgeois intel- 
ligentsia, he moved from ideological 
leftism to pragmatic centrism more 
easily than many of his colleagues. 
Now, even as he jets about the world 
for NATO, Mr Solana makes sure that 
nobody forgets him in the close-knit, 
inward-looking world of Spanish So- 
cialist politics. The top jobs in the 
party may be spoken for, and his 
chances of ever becoming prime 
minister fading. But he has not given 
up hopes of moving back into main- 
stream politics. His name has been 
mentioned as a possible future presi- 
dent of the European Commission. 
This would be welcomed by America, which spent the cold war 
keeping a watchful eye on Europe's socialists and knows which 
ones it likes. The gut anti-Americanism of the European left, of- 
ten as much cultural as ideological, was diluted in Mr Solana's 
case by his time spent in the United States as a Fulbright scholar 
in the 1960s. 

As foreign minister of Spain, his sweetest moment was con- 
vening, in 1995, the only conference ever attended by the Euro- 
pean Union, israel and most of its Arab adversaries. It is the sort 
of circle-squaring that he thrives on. A similarsort of symbolism 
was at work during one of the high points of his earlier incarna- 
tion, as minister for culture and then education, He worked 
closely with New York's Metropolitan Museum. to obtain cul- 
tural treasures for an exhibition on Arab Spain in Grenada’s Al- 
hambra Palace. The show was an eloquent statement about the 
need for an introverted country to acknowledge its Moorish past 
and build (or rebuild) bridges--to the Maghreb as well as the 
New World and Europe. How appropriate that Mr Solana 
should now find himself doing the same for NATO, constructing 
new bridges between North America, Europe and points east. 
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THE ECONOMIST REVIEW 


Beware of bears 


Few people can spot when a bear market starts; fewer still when it finishes. 
As these books confirm, everyone knows when they are in one 


BROCHURE handed to hikers at 

America's wilder national parks ad- 
vises: when you are approached by a bear, 
try to look big. Be forceful but not aggres- 
sive. Keep your pack on, wave your arms, 
talk loudly. Back away slowly, but DO NOT 
RUN. If a bear attacks you, assume the fetal 
position and protect your vital organs. 

Substitute vital assets for vital organs 
and this is much the advice that stockbro- 
kers routinely give their clients in a bear 
market. John Rothchild thinks they are 
wrong. What are sound tactics for coping 
with grizzlies in Yellowstone can, he argues, 
be precisely the wrong way to behave when 
bears are rampant on the stockmarkets. 
Then the most prudent course is some- 
times to flee the markets before the price of 
shares falls even further and to return only 
when they are a lot cheaper to buy. 

But what does the investor do with the 
money in the meantime? Keep it in cash; 
investit in short- or long-term fixed-interest 
Securities; shift it into the defensive shares 
_ of companies operating in sectors such as 

household: products, tobaccos and foods 
that have proved most resilient in bad 
, ;times--or buy gold, a shovel and a shotgun 
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and head for the hills? And how does the 
investor discern whether the retreat in 
share prices heralds a blip (defined as a de- 
cline of 5% or less in the market averages), a 
correction (a decline of 10-20%) or a bear 
market (a decline of 20% or more)? 

Though his book’s sub-title, “Survive 
and Profit in Ferocious Markets”, whiffs of 
snake-oil, Mr Rothchild is not one of those 
charlatans who claim to have all the an- 
swers. “The Bear Book” presents and 
assesses the various methods of protecting 
capital that have worked best in previous 
slumps without claiming that any are guar- 
anteed bear-busters. It is even more diffi- 
dent in offering how-to advice on calling 
decisive turns in the market. 

Such modesty is sensible. As Susan 
Strange notes in “Mad Money”, nearly 70 
years after the event economists are still ar- 
guing over the causes of the 1929-32 crash. 
Milton Friedman blamed tight money; Ar- 
thur Lewis and Walt Rostow low prices for 
commodities; Joseph Schumpeter the psy- 
chology of panic; Charles Kindelberger the 
absence of a lender of last resort; John 
Kenneth Galbraith speculative excesses; 
and Alvin Hansen a levelling off of Ameri- 
can population growth as a consequence of 
immigration quotas. 

President Hoover blamed a series of 
shocks: the collapse of speculation on Wall 
Street, the collapse of international trade, 
the collapse of the banking system. In his 
persuasive “The Crash and its Aftermath” 
(1985) a year-by-year, market-by-market, 
stock-by-stock post-mortem that richly mer- 
its reprinting, Barrie Wigmore agrees with 
Hoover's too-many-shocks theory, except 
that the shocks were many more than the 
president imagined. 


Focusing on Wall Street 

That bear market was the most severe of 
modern times, but, depending on who is 
doing the counting, there have been up to 
25 others this century on Wall Street, the 
market that most concerns the writers of 
these bearish books. Ms Strange apart, they 
pay little heed to London and to the 
bourses of continental Europe and still less 
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to Tokyo, where the once mighty Nikkei av- 
erage has fallen from a 1990 high of 39,000 
not long before Saddam Hussein sent Iraqi 
forces into Kuwait to a 12-year low of under 
13,000. It is less surprising that the markets 
of the so-called Asian tigers are hardly men- 
tioned. Until very recently these places 
have been of interest mainly to bulls stam- 
peding into emerging markets. 

Only yesterday, Mr Rothchild recalls, 
brokerage houses were rhapsodising over 
the Asian economic miracle: high growth 
rate; Phps on every block; tireless workers; 
devoted savers for the future; natural-born 
capitalists; swanky new hotels, high rises 
and industrial parks; can’t-lose stockmark- 
ets, But, he adds, the Asian economic mir- 
` acle somehow suddenly became the Asian 
debacle: growth rate sluggish to moribund; 
dispirited workers; funny money; phoney 
earnings; lootocrats in government; con 
artists in the boardroom; empty hotels, un- 
finished high rises, abandoned industrial 
parks; can’t-win stockmarkets. 


Grizzlies or teddy bears? 


Such dramatic changes in the market mood 
are not unprecedented. John Brooks's “The 
Go-Go Years”, a just-republished financial 
classic, shows their very unexpectedness to 
be one of several similarities between the 
deflationary 1929-32 bear market and the 
inflationary bear market of 1969-70 which, 
after a brief intermission, was followed by 
the orec-induced stagflationary bear mar- 
ket in 1973-74. Each of these calamities 
made the short, sharp shock of October 
1987 seem a teddy bear by comparison. 

In the late 1960s, the bulls had taken 
leave of their senses, just as they had in the 
late 1920s when rich New Yorkers plunged 
heedlessly into stocks recommended to 
them by lift operators, bootblacks and 
newsboys. True, by the 1960s disclosure 
regulations were stricter and companies is- 
suing stock were obliged to spell out the 
bad news in the reports they filed with the 
Securities and Exchange Commission 
(SEC). But nobody seemed to care that a 
company had never made profits or that its 
president's last three businesses had failed. 
Investors rushed to buy the shares anyway. 


The reckoning was terrible. In the 18 
months to May 1970 the average price of 
the shares of the ten leading conglomerates 
fell by 86%, of the ten leading computer 
companies by 80% and of the ten leading 
technology companies by 77%. 


After the crash 


When the bust finally comes, as Mr Brooks 
shows, the immediate reaction of the Pooh- 
Bahs is to try to rescue confidence with 
bluff assertion. In 1929, John D. Rockefeller 
famously said: “My son and I have for 
some days been purchasing sound com- 
mon stocks,” and President Hoover that: 
“The fundamental business of this 
country...is on a sound and prosperous 
basis.” In early 1970, President Nixon said: 
“Frankly, if 1 had any money, I'd buy stocks 
right now.” Weak share prices and strong 
inflation combined to cost those who took 
his advice more than half of their wealth 
over the next dozen years. 

When boosterism fails, and shares con- 
tinue to slide, recriminations begin. Every 
bull market creates a youth cult, so the first 
to feel the heat are the young stock-pickers 
who so contemptuously thrust their more 
cautious elders aside when things were 
good; the well-connected young brokers of 
the 1920s with their cravats and Turkish 
cigarettes; the sideburned gunslingers of 
the 1960s in their boldly striped shirts. Will 
it now be the turn of the two-home, four- 
wheel-drive yuppies of the 1990s? 

Then attention turns to the market op- 
erators--the men to whom the public as- 
cribed the powers of alchemy during the 
boom years. It did not matter so much at 
the time of the Erie Railway wars, the sub- 
ject of John Steele Gordon’s absorbing “The 
Scarlet Woman of Wall Street”, that many 
of these money magicians were unscru- 
pulous. In the Victorian age, the general 
public were mere spectators and could 
watch enthralled as the great men of Wall 
Street tricked and cheated one another. 

By the 1920s, and still more in the 
1960s, it was different. Millions of ordinary 
people had their savings invested in the 
markets, either directly or through pension 
funds. Jesse Livermore, the great financial 
operator of the 1920s, became a pariah in 
the 1930s and eventually fired a bullet into 
his brain in the men's room of New York's 
Sherry-Netherland Hotel. "The Go-Go 
Years” records how the stars of the 1960s 
also lost their lustre: Gerald Tsai, an honest 
but naive young money manager who set 
the thermostat in his office at 55°F to keep 
his mind clear; Bernie Cornfeld, who 
dreamt up the slogan “Do you sincerely 
want to be rich?” for his fund of funds, In- 
vestors Overseas Services. (The price of a 
share in 108 fell from over $20 in 1970 to 
one cent in 1972.) 

After the recriminations, demands for 
reform follow and politicians act: in the 





19305 by segregating investment from com- 
mercial banking, strengthening the author- 
ity of the Fed and setting up the sec; in the 
1970s by curtailing self-regulation by the 
stock exchanges. The wider economic fall- 
out is most obvious in the main financial 
centres, and especially New York, a city 
whose fortunes fluctuate with the Dow- 
Jones Industrial Average. 

But not everybody is a loser. In con- 
centrating on the miseries of financial 
crashes these writers neglect the cautious 
types who keep their money in passbook 
savings accounts, the Casper Milquetoasts 
who suddenly come into their own when 
brokers lose their jobs after losing their cli- 
ents their money. Taxis are easy to come by. 
Tickets are plenty for previously sold-out 
musicals on Broadway or even for Mozart 
operas at the Met. Tables are available with- 
out a reservation at the fanciest restaurants. 
Holiday rentals are affordable in the 
Hamptons and on the Cape. Shop assis- 
tants are civil even at Gucci. Far from 
adopting the fetal position, many risk- 
averse types find bears quite friendly. 





Right-wing populists then and now 


Like and unlike 


THe New Pouitics or THE RIGHT: NEO-POPU- 
LIST PARTIES AND MOVEMENTS IN ESTABLISHED 
Democracies, Edited by Hans-Georg Betz and 
Stefan Immerfall. St Martin's Press; 268 pages; 
$55. Macmillan; £45 


Ope again they are emerging from the 
woodwork, Just as the economic cri- 
ses of the 1920s and 1930s led to the rise of 
extreme right-wing parties like Germany's 
Nazis and Italy’s fascists, so the economic 
and social dislocations of the past two de- 
cades have witnessed—almost everywhere 
in the industrial world—an upsurge of 
right-wing populist movements. 

Some of the names are familiar: Jean- 
Marie Le Pen's National Front in France, 
Pauline Hanson's One Nation in Australia, 
Umberto Bossi's Northern League in Italy, 
the Hindu Bharatiya Janata Party (BJP) in 
India. Others are less so: Jorg Haider's Free- 
dom Party in Austria, the Flemish Block in 
Belgium, Winston Peters’s New Zealand 
First, the Swiss Democrats. But all seek to 
capitalise on the discontents of an age 
when rapid change—cultural as well as so- 
cial and economic—no longer goes hand in 
hand with rapid growth. Mobilisation of 
reseritment is the name of the game. 

As the authors of these 15 nation-by-na- 
tion studies show, the voters who are 
mobilised constitute a loose “coalition of 
pessimists”: blue-collar workers who have 
lost their jobs or fear they soon might; semi- 
skilled workers threatened by the new tech- 
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nologies; traditionalists of all 
sorts threatened or alarmed 
by new values and social mo- 
res. For reasons that are not ex- 
plained, the new parties’ sup- 
porters also tend to be 
disproportionately male. Per- 
haps men reckon they have 
more to lose than women. Or 
is it that men are simply 
readier to vent their aggres- 
sion, in politics as in everything else. 

In some ways, the new parties are a 
throwback to their Nazi and fascist prede- 
cessors. Their rhetoric is often vicious. Their 
organisation is usually highly centralised. 
Their tactical flexibility, to put it politely, 
knows few bounds. In addition, most of 
them, though not all, are dependent on a 
single paramount leader, such as Mr Le Pen 
in France or Mr Haider in Austria. The 
Swiss Democrats suffered following the 
loss of their leader, James Schwarzenbach. 
Australia’s One Nation may struggle even 
more now Ms Hanson has lost her seat. 

But what really marks out the new pop- 
ulist parties—and links them most closely 
to the far-right of the 1930s—is their insis- 
tence on pitting in-group against out- 
group. The parties’ enemies vary; but the 
fact that they have enemies—and evidently 
need to have them—is common. Their hit- 
lists typically include bureaucrats, intellec- 
tuals, homosexuals, feminists, the existing 
governing class (however composed) and, 
above all, foreigners and immigrants. The 
immigrant has clearly replaced the Jew as 
the late 20th century’s archetypal hate fig- 
ure (though anti-Semitism often still lurks 
beneath the surface). 

In other ways, however, the new popu- 
list parties and their extreme-right prede- 
cessors are wholly unalike. The old-style far- 
right parties were authoritarian. They 
exalted the state. They elevated society 
above the individual. Some of the newer 
parties, notably the Flemish Block in Bel- 
gium and Germany’s Republicans, are still 
cast in that mould; but the great majority, 
despite their prejudices, accept the existing 
democratic order. Hostility to government, 
rather than its exaltation, is their hallmark. 
They want power brought closer to the peo- 
ple, not taken away from them (though of 
course “the people” excludes foreigners 
and immigrants). 

The new parties also mostly accept the 
free market. Whereas Mussolini and the 
Nazis favoured a “corporatist” alliance be- 
tween big capital and the state, most of the 
new far-right parties have a strongly entre- 
preneurial streak. Their social base lies 
partly in small business. They resent trade- 
union power. They oppose social demo- 
cratic parties on the ground that social 
democrats, in power, featherbed unionised 
industrial workers and siphon off hard- 
earned profits to poor people and poorer 
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regions. The Northern League, to take the 
extreme case, seeks to separate the dy- 
namic, capitalist Italian north from what it 
regards as the sluggish, dependent south. 
As a compendium of useful informa- 
tion on the new wave of populist politics, 
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“The New Politics of the Right” is invalu- 
able. Unfortunately, multiple authorship, 
together with apparent diffidence on the 
part of the editors, means that several im- 
portant questions are left unanswered. In 
particular, what accounts for the new par- 
ties’ relative success in some countries and 
their total failure in others? The discon- 
tents to which the parties appeal are com- 
mon, almost universal; but, although the 
Canadian Reform Party becomes the offi- 
cial opposition and New Zealand First's 
Winston Peters becomes (temporarily) dep- 
uty prime minister, similar-seeming par- 
ties in Britain, the Netherlands and else- 
where get nowhere. Why? The reader 
should have been told. 





Explaining behaviour 


Nature, nurture or kids next door? 


THE NURTURE ASSUMPTION: WHY CHILDREN TURN Our THE Way TH Ey Do. By Judith Rich Harris. 


Free Press; 480 pages; $26. Bloomsbury; £18.99 


RINGING up children is hard work, 

and the little blighters do not always 
reward you for your pains. They may turn 
out to be layabouts or louts, drunks or dith- 
erers. They may leave their spouses or lose 
their jobs or simply make a mess of their 
lives. Whatever their failures, you can be 
sure of one thing: however exemplary you 
think your child-rearing has been, many of 
your acquaintances will be convinced that 
you are somehow to blame. 

If so, Judith Rich Harris has good news 
for you. Parents, she argues, have no impor- 
tant long-term effects on the development 
of the personality of their children. Far 
more important are their playground 
friends and neighbourhood companions. 
Ms Harris takes to bits the assumption 
which has dominated developmental psy- 
chology for almost half a century. Freud 
was wrong; Philip Larkin was wrong. It is 
not your mum and dad who fuck you up, 
but the other kids on the block and those 
fellow brats in the classroom. 

Her book is an extraordinary feat. Ms 
Harris is not a professional psychologist, 
but a former writer of psychology text- 


books, largely housebound by illness. In- 
deed, she has a wonderfully funny descrip- 
tion in her preface of the way she first 
presented her views in an article to Psycho- 
logical Review, one of that profession’s 
leading academic journals, which had the 
courage to publish it. The article itself re- 
ceived less attention than the fact that it 
was bereft of university affiliation or the 
traditional thanks to grant-giving agencies 
for research support. She promptly began 
to receive a string of what she calls “who- 
the-hell-are-you?” mail. 

But her odd origins bring advantages. 
Not only does the fact that she has an 
adopted daughter, utterly different from 
her natural-born sister, clearly predispose 
Ms Harris to downplay the home's influ- 
ence. In addition, her textbook writing has 
provided a bird's-eye view of the warring 
factions of the psychological research pro- 
fession—in contrast to most academics, 
who read mainly the output from others of 
their own persuasion. It also means that 
she writes with unusual clarity and irrever- 
ent wit. She describes how most develop- 
mental psychologists hunt for proof of 
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their theories: “Your hope is to find a rela- 
tionship between the parents’ behaviour 
and the children’s characteristics that is 
‘statistically significant—or, to put it in 
non-technical terms, publishable.” 

In spite of her lack of professional 
qualifications, Ms Harris’s attack on the 
developmentalists’ “nurture” argument 
looks likely to reinforce doubts that the pro- 
fession was already having. If parents mat- 
ter, why is it that two adopted children, 
reared in the same home, are no more simi- 
lar in personality than two adopted chil- 
dren reared in separate homes? Or that a 
pair of identical twins, reared in the same 
home, are no more alike than a pair of iden- 
tical twins reared in different homes? Or so 
at least several famous “nature”-oriented 
behavioural studies have suggested. 

In fact nurturists already face a prob- 
lem, as Ms Harris reasonably points out, in 
that parents do not treat their children 
alike. The differences may be the result of 
their children’s different characteristics— 
the bold girl will be restrained, the timid 
boy comforted—or even of their different 
place in the family. But none of these differ- 
ences has, she maintains, a measurable im- 
pact on the way children turn out. Even the 
much debated impacts of birth order melt 
away, she says, in the face of the evidence. 

Difficult as it is to track the precise ef- 
fects of parental upbringing, it may be 
harder to measure the exact influence of the 
peer group in childhood and adolescence. 
Ms Harris points to how children from im- 
migrant homes soon learn not to speak at 
school in the way their parents speak. But 
acquiring a language is surely a skill, rather 
than a characteristic of the sort develop- 
mental psychologists hunt for. Certainly it 
is different from growing up tense or re- 
laxed, or from learning to be honest or 
hard-working or generous. Easy though it 
may be to prove that parents have little im- 
pact on those qualities, it will be hard to 
prove that peers have vastly more. 

Moreover, mum and dad surely cannot 
be ditched completely. Young adults may, 
as Ms Harris argues, be keen to appear like 
their contemporaries. But even in those 
early years, parents have the power to open 
doors: they may initially choose the peers 
with whom their young associate, and pick 
that influential neighbourhood. Moreover, 
most people suspect that they come to re- 
semble their parents more in middle age, 
and that people’s child-rearing habits may 
be formed partly by what their parents did. 
So the balance of influences is probably 
complicated, as most parents already sus- 
pected without being able to demonstrate 
it scientifically. Even if it turns out that the 
genes they pass on and the friends their 
children play with matter as much as affec- 
tion, discipline and good example, parents 
are not completely off the hook. 





Democracy in China 
Is it possible? 


Cuina’s TRANSITION. By Andrew Nathan. Co- 
lumbia University Press; 332 pages; $27 and 
£21.95. 


DEMOCRATISATION IN CHINA AND TAIWAN. By 
Bruce Dickson. Oxford University Press; 276 
pages; $69 and £37.50 


LMOST since Marco Polo, western 
views of China have been distorted by 

a belief that there is something savage in 
the Chinese pysche and that only brutal au- 
thority can avert recurring chaos in an over- 
crowded land. This conviction mirrors the 
self-serving claims of China’s own elites 
down the centuries, the two views neatly re- 
inforcing one another. In its contemporary 





form, western democracy is held to be ill- 
suited to China’s cultural traditions, which 
supposedly stress collective, not individ- 
ual, rights. Does not Chinese authoritarian- 
ism, besides, deliver the goods: material 
progress and social stability? 

The authors of both these books argue 
convincingly against such views. The Le- 
ninist apparatus of the Chinese Commu- 
nist Party has, in essence, forbidden mecha- 
nisms of feedback (meaningful elections, 
an open press, an independent judiciary) 
that might have given it room to adapt to 
changing times. In the days of charismatic 
leaders it meant that policy lurched in vio- 
lent directions: towards the Great Leap For- 
ward and the Cultural Revolution under 
Mao Zedong, and towards the Tiananmen 
bloodshed under Deng Xiaoping. Now the 
charismatic leaders are dead, and ideology 
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has been pushed aside in favour of eco- 
nomic development. Yet China’s political 
apparatus is overloaded at the top and 
gridlocked below. 

Unless corrected, these structural weak- 
nesses will count for more and more in the 
coming decade as sweeping economic 
changes begin to dwarf the catch-up growth 
of the past two decades. The state is at- 
tempting to sack some 70m people from 
state jobs, to bring perhaps 200m people in 
orderly fashion from countryside to town 
and to spread some of the coast's prosperity 
into the dirt-poor hinterland. Politically, 
the state must seek accommodation with 
fractious minorities in Tibet and Xinjiang. 
It must re-absorb Hong Kong, and still offer 
enticement for Taiwan’s return. 

Representative government ought to 
make such huge tasks easier, not harder. 
Yet, as a fashionable absurdity repeated 
both in the West and in China, it is held 
that the Chinese are not culturally adapted 
to political representation. Taiwan alone 
would seem to belie that claim, and on the 
rare occasions when people in mainland 
China have been allowed to participate 
they too have taken to politics with gusto— 
too enthusiastically, indeed, for a culturally 
ill-adapted leadership. 

In 1980-81 when Deng Xiaoping 
needed to restore the party’s shattered 
credibility after the Cultural Revolution, 
some 10,000 candidates in one Beijing pre- 
cinct were initially nominated for 316 lo- 
cal-assembly seats. Across the country, at- 
tempts to manipulate nominations re- 
sulted in widespread protests. Experiments 
in accountable government have largely 
been shelved since then, and apathy pre- 
vails in a system that offers few options for 
popular participation. But Andrew Nathan 
holds out reasonable optimism for demo- 
cratic change. 

Mr Nathan, a political scientist at Co- 
lumbia University in New York, has close 
links with China’s exiled dissidents. At 
present, he shelters a noted democrat, Wei 
Jingsheng, released late last year to sweeten 
Sino-American relations. Yet in this lucid 
collection of essays he is also clear-eyed. 
The Chinese are not, he points out, a nation 
of suppressed libertarians; he acknowl- 
edges that the dissident movement has few 
sympathisers in China. To judge from the 
small amount of political research actually 
conducted on the subject, nor is there much 
support for overthrowing the Chinese 
Communist Party. Indeed, though the state 
exercises close control over society—albeit 
much less than two decades ago—people 
seem not to have noticed. It is unclear 
whether this is because the state has made 
citizens somehow overlook its control of 
daily lives, or whether oblivion is a useful 
means of relieving psychological stress. Ei- 
ther way, Mr Nathan argues, and despite 
popular contempt for the bureaucracy, the 
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Chinese state has a certain legitimacy that 
could permit it to adapt. 

How might it do so? Mr Nathan lays out 
possible ways: empowering the National 
People’s Congress, no longer the lap-dog it 
was; allowing more elections; instigating 
an independent judiciary and a free press; 
even, good heavens, giving legal force to the 
preamble of the constitution, which in the- 
ory guarantees individual rights. China, in 
short, might follow the model of Taiwan, 
where the Kuomintang (KMT), an anti-com- 
munist party organised on Leninist lines, 
gradually opened up—and survived. 

A favourite among China-watchers, the 
Taiwan model is also surprisingly popular 
within China’s Communist Party. But 
Bruce Dickson of George Washington Uni- 
versity challenges it. For a start, he argues, 
the KMT that occupied Taiwan in 1947 
never left a totalitarian legacy. Second, the 
KMT was always, in a sense, in political 
competition: first, with the Communist 
Party in fighting for control of the main- 
land; and then to win over disenchanted 
Taiwanese, many of whom voted with their 
feet by leaving the island. This threat of 
"exit", both from the KMT and from Taiwan 
itself, encouraged the KMT to adapt. Full de- 
mocracy (though not, yet, full indepen- 
dence) was possible once the risk of inva- 
sion from the mainland receded. 

In China, by contrast, an all-powerful 
Communist Party has never had the threat 
of “exit”, has never had to adapt and has 
instead moulded a comfortable environ- 
ment for itself by means of force, propa- 
ganda and party “rectification” campaigns. 
So at least Mr Dickson argues. And, he goes 
on, reaching out to other groups in society 
might now smash the party’s brittle bone 
structure. Its past repressions leave a back- 
log of grievance. Attempts at “village de- 
mocracy” are a token change, intended to 
strengthen the party’s grip. The supposed 
cultural thaw allowing Chinese people to 
think, say and even do what they like has 
created no more than “zones of indiffer- 
ence” as far as the party is concerned, toler- 
ated so long as they do not encroach upon 
public space. If Mr Dickson is correct, the 
immediate prospects for democracy in 
China look rather bleak: for on his view, 
change, at best, could come only at the 
Communist Party’s expense. 

“Not soon”, however, is different from 
"never". The strength of both these books is 
that they locate the obstacles to Chinese de- 
mocracy in history, indeed recent history, 
not in tendentious notions of Chinese 
character or culture. Their authors are right 
to warn readers that liberal democracy 
need not be the next step. A Bismarckian 
transition is quite possible—a period of 
post-communist chauvinism, for example, 
though that is less likely if China stays en- 
gaged with the world. 
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The Napoleonic era 


A first world war 


WHO WAS WHO IN THE NAPOLEONIC WARS. By 
Philip Haythornthwaite. Anns and Armour; 
351 pages; £25. Sterling; $34.95 
ENCYCLOPAEDIA OF NAPOLEON's EUROPE. By 
Alan Palmer. Constable; 300 pages; £20 


HEN, in April 1808, Major-General 

SirWilliam Erskine was posted to the 
Peninsula, Wellington objected to the ap- 
pointment on the grounds that Erskine was 
mad. “No doubt he is sometimes a little 
mad,” the military secretary to the com- 
mander-in-chief replied, “but in his lucid 
intervals he is an uncommonly clever 
fellow . . . though he looked a little wild be- 
fore he embarked.” Alas for Wellington, Er- 
skine proved to be mad, drunk and “blind 
as a beetle”, but was still given command of 
a division. Madness is not necessarily a 
drawback in a soldier: Field Marshal Blii- 
cher declared himself “pregnant by an ele- 
phant”, and believed French agents were 
heating the floors of his house to burn his 
feet, yet he still shared the victory honours 
at Waterloo. 

The Napoleonic Wars are peopled by 
extraordinary characters. Nelson, the sea- 
sick admiral who would surely fail the 
medical entry tests of any modern navy, 
still destroyed Britain’s rivals afloat, while 
on land Napoleon plucked men from the 
lower ranks and made them the marshals 
who threw the eagle’s shadow over a conti- 
nent. It is no wonder that the conflict con- 
tinues to exert a fascination, best demon- 
strated by fictional characters like Patrick 
O'Brian's Captain John Aubrey who effort- 
lessly conquer the best-selling lists. 

CS. Foresters Hornblower is said to 
have been based on Thomas Cochrane, the 
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Scotsman who, with 54 men in a longboat, 
captured a Spanish frigate with a crew of 
319, and that was just the first of his many 
remarkable victories. In Philip Hay- 
thornthwaite's “Who Was Who in the Na- 
poleonic Wars" there is a photograph of 
Cochrane, taken late in his long life, which 
shows what a formidable man he was. 

Yet none was so formidable as Napo- 
leon Bonaparte, the second son of a lawyer 
from an insignificant Mediterranean is- 
land who rose to dominate the western 
world and thrust it into a war that left Mos- 
cow and Washington burned. The continu- 
ing interest in Napoleon's wars have little 
to do with their significance, for Bonapart- 
ism was never an ideology that com- 
manded the allegiance of anyone except 
adventurers, but rather to do with the peri- 
od's sheer exuberance. It is a tale of plumes 
and colours, breastplates and glory, all 
pounded into gore and mud. It is, above all, 
the story of Napoleon's ambition, his love 
of war, and the grim shifts his enemies en- 
dured to defeat him. No wonder that the 
books keep pouring from the presses. 

Mr Haythornthwaite's book is a valu- 
able addition to the library, providing over 
900 succinct biographies of the men and 
women, soldiers and sailors, savants and 
servants, who dominate the period. The 
book casts a satisfyingly wide net, includ- 
ing the leading figures of the Anglo-Ameri- 
can War of 1812 as well as the European 
personalities. Some of the connections be- 
tween America and Europe are surprising. 
Wellington's elder brother, Richard, mar- 
ried Marianne Patterson of Baltimore, 
whose sister-in-law had been married to 
Napoleon's younger brother, Jerome. Na- 
poleon disapproved of (and annulled) the 
marriage. “You are hateful to me,” he wrote 
to Jerome, “your conduct disgusts me, I 
know no one so base, so stupid, so cow- 
ardly.” Wellington, equally disapproving of 
his brothers marriage, con- 
tented himself with the wish 
that Richard should be 
castrated. 

Alan Palmers “Encyclo- 
paedia of Napoleon's Europe" 
was first published in 1984 
and is now reissued to satisfy 
the continuing interest in the 
period. It remains an efficient 
reference book, stronger on 
politics than Mr Hay- 
thornthwaite's, restricted to 
Europe, and useful as a quick 
guide to issues and personal- 
ities. Time now, perhaps, for 
David Chandlers superb 
“Dictionary of the Napole- 
onic Wars” to be reissued, and 
followers of Jack Aubrey at sea 
or of Richard Sharpe on land 
need never be confused again. 
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PEACEMAKING STRATEGIES IN NORTHERN 
IRELAND. By David Bloomfield. Macmillan 
Press; 256 pages; £42.50 

ERE is an informative case-study 

with three advantages: its subject, 
Northern Ireland, seems to be a rare ex- 
ample of successful conflict manage- 
ment; the book's style is not jargon-rid- 
den; and its argument is framed within a 
wider debate among students of interna- 
tional relations. 

There are broadly two ways to treat 
conflict management, according to the 
author. One focuses on the climate of rela- 
tions between aggrieved parties: how well 
do they understand each others de- 
mands? The more they do, the better the 
chance of ending conflict. The other way 
concentrates on "hard" facts of territory 
and power. Know those, and talks (or 
capitulation) become possible. The first 
approach he calls “resolution”, the sec- 
| ond “settlement”. Resolution has its roots 
in a liberal, optimistic tradition in inter- 
national relations, settlement is closer to 
power-centred “realist” thought. 

Neither entirely explains what hap- 
pened in Northern Ireland, nor by impli- 
cation elsewhere. Instead, Mr Bloomfield 
argues, the two approaches should be 
combined to take account of growing 
“cultural” interaction between Protes- 
tants and Catholics after 1968 and of 
“structural” alterations to institutions, of 
ten by the British government. 





POWER SHARING AND INTERNATIONAL 
MEDIATION IN ETHNIC CoNrLicCrS. By 
Timothy Sisk. United States Institute of 
Peace; 143 pages; $7.95. Distributed in Bri- 
tain by Plymbridge; £6.25 

NE reason conflict research became 

so trendy in the 1990s was the sud- 
den attention paid to ethnic disputes af- 
ter the end of the cold war. Theories and 
advice were thrown up to guide would-be 
mediators. Timothy Sisk offers some here. 
Ethnicity, he says, is usually treated either 
as ingrained (a deep and inherited sense 
of belonging) or as instrumental (a so- 
cially constructed identity). Where the 
feeling of ethnic difference is the first 
kind, the chance for compromise be- 
tween two conflicting groups is less. 
| When building democracy after eth- 
nic violence, as in Bosnia, intermediaries 
have to judge the depth of ethnic loyalty. 
Mr Sisk argues that it is sometimes better 
to intervene in states or even split them 
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In international relations, the study of dispute settlement is a boom area 


up in order to separate irreconcilables. 

If power-sharing is the aim, mediators 
again face a choice, between “consocia- 
tion” and “integration”. The first 
amounts to recognising ethnic groups in 
law and government, acknowledging 
group rights and allowing for ethnic vot- 
ing through PR—with the proviso that all 
leaders speak up for compromise. The sec- 
ond approach calls for an inclusive, uni- 
tary state, cross-ethnic parties, and insti- 
tutions and elections which promote vote 
pooling between ethnic groups. Which is 
better? There is no general answer, only 
case-by-case practice. 





WAR CRIMES: BRUTALITY, GENOCIDE, 
TERROR AND THE STRUGGLE FOR JUSTICE. 
By Aryeh Neier. Random House; 286 
pages; $25 

RYEH NEIER, a prominent law activ- 

ist, founder of Human Rights Watch 
and now president of the Soros Founda- 
tion, reports with gruesome authority on 
the victims of conflict. From South Africa 
to Bosnia, Rwanda to Latin America, he 
writes of the human cost of repression, 
war and mass murder. 

Then he asks a difficult question: how 
can justice best be done? Sometimes, pun- 
ishment is sacrificed for reconciliation. A 
famous example is the granting ofamnes- 
ties by South Africa's Truth and Reconcili- 
ation Commission in return for acknowl- 
edgment of guilt. More commonly, trials 
are waived out of self-interest, as in Latin 
America when retiring generals and dic- 
tators amnestied themselves after years of 
repressing others. 

As a rule, Mr Neier believes that the 
best answer is a trial, if necessary away 
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from the scene of the crime in a perma- 
nent world tribunal. That is no longer a 
forlorn wish. The first international con- 
viction for genocide since Nuremberg 
came this summer over Rwanda, as did 
the first steps towards the creation of a 
standing UN criminal court. Further pro- 
gress, as Mr Neier explains, will take po- 
litical will. 

A campaigner's book, with reflections 
on disturbing themes of rape, concentra- 
tion camps, sieges and mass murder, this 
is a powerful addition to the campaign 
for a robust world judiciary. 





DICTIONARY OF INTERNATIONAL RELATIONS. 
By Graham Evans and Jeffrey Newnham. 
Penguin; 640 pages; £8.99 and $14.95 
He: to take a pertinent example, 

does this useful new dictionary 
handle conflict? Five entries on “conflict” 
distinguish its management (when worst 
excesses are avoided) from its settlement 
(the ending) and its resolution (a particu- 
lar method of its ending). A fourth entry 
dwells on conflict research. In the main 
entry, conflict itself is defined as a social 
condition arising when two or more ac- 
tors pursue incompatible goals. 

That sounds banal. But the entry refers 
readers to 21 further items, as do many 
others in this helpfully cross-referenced 
work. On the whole, it is brisk in its defini- 
tions of the obvious and careful with dis- 
puted terms such as “nation”, a single 
word that has absorbed whole academic 
careers. The dictionary’s real value lies in 
its explanations of the thickening jargon 
of “IR”. Readers will be grateful for many 
exact, cross-referenced explanations rang- 
ing from “cruise missile”, “paradigm” 
and “post-modernism” to the Spratly is- 
lands and Mercosur. In all, more than 
700 entries cover a growing discipline. 

One cavil needs to be mentioned. 
Messrs Evans and Newnham could have 
acknowledged more clearly than they do 
how the meanings of theoretical terms 
vary with author, context and school of 
thought. IR is not physics and in the 
wrong mouths almost all the terms listed 
here become loaded. Tellingly, there is no 
entry on George Orwell's “Newspeak” 
and in general too little weight is given to 
the political use of a supposedly neutral 
vocabulary. A second edition might cor- 
rect this fault in a proper foreword. That 
said, as an introduction to foreign-rela- 
tions terminology and as an encourage- 
ment to clear writing, this book should be 
well appreciated. 
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English sea-dogs 


Once a pirate... 


SIR FRANCIS DRAKE: THE QUEEN's PIRATE. By 
Harry Kelsey. Yale University Press; 592 pages; 
£22.50 and $35 


RAKE has always been a controversial 

figure. In his own day he was for 
many a national hero, champion of the 
cause of true religion against the persecut- 
ing Spaniard, a mariner beyond compare, 
a brilliant leader of men. For others he was 
a bumptious upstart, a greedy adventurer, 
an arrogant commander, a reckless pirate 
whose luck finally ran out. The argument 
persists, but since Julian Corbett published 
his classic eulogy a century ago, in the hey- 
day of British imperialism, historians have 
accumulated a mass of evidence unknown 
to him. The Drake legend lives on, but his- 
torians nowadays are more ready to ques- 
tion it. The time is surely ripe for a mature 
biography of the elusive corsair. 

Harry Kelsey's impressive and highly 

readable study is based on wide and deep 
research demonstrated in 100 pages of 
notes, many citing Spanish documents ver- 
batim, eight appendices, 30 figures, 62 ex- 
cellent maps and plans, and a 20-page bib- 
liography of sources and secondary works 
in several languages. 
As he shows, the hero, though a vicar's son, 
was virtually born and bred a pirate. 
Brought up in the Hawkins family of free- 
booting traders at Plymouth, he graduated 
in the slave trade and thence progressed 
naturally into a career of outright piracy. 
Thereafter he sailed against the Spaniards 
without legal warrant of any kind, bent on 
revenge and plunder. In raids on the Pan- 
ama isthmus he captured a mule-train and 
returned home laden with silver. In 1577 he 
embarked on his justly celebrated circum- 
navigation of the globe, sailing home to 
even greater fame and fortune three years 
later. 

Drake in this ascendant phase makes a 
fine if well-known story which Mr Kelsey 
handles admirably. Not everyone will be 
happy with his remarks about Drake's "se- 
rious character flaws", including *a taste 
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for violence", *extreme callousness" 
and “a streak of covetousness". But 
the judgment, if harsh, is founded on 
evidence. Nor can it be denied that 
the execution of his second-in-com- 
mand for alleged mutiny was illegal 
as well as unjust. Whether or not dis- 
cipline required it, this was a ruth- 
less act of tyranny, possibly inspired 
byan acute sense of insecurity. As the 
biographer remarks, after this 
"nearly everyone was afraid of 
Drake, but Drake was afraid of the 
men as well," as one of his Spanish 
prisoners testified. 

In 1585 he sailed once more for the West 
Indies, but this time as the queen's admiral, 
officially commissioned, in charge of a ma- 
jor expedition including two ships of the 
Royal Navy and 23 others. England and 
Spain were now at war de facto if not de 
jure, and would remain at war for the next 
18 years. Drake, no longer simply a pirate, 
was a naval commander responsible for 
important operations. Though Mr Kelsey 
recognises this change in role, he believes 
that Drake remained at heart a rover and so 
proved a failure as a “captain-general” in 
her majesty's service: once a pirate always a 
pirate. 

There is much truth in this analysis, but 
not the whole truth. The West Indian expe- 
dition was more than a raid for plunder. 
Theassaults on Spain's Caribbean ports, far 
from being "uniformly disastrous", as Mr 
Kelsey alleges, damaged King Philip's pos- 
sessions and prestige, and the destruction 
of Spain’s main Florida outpost was less an 
act of pillage than a strategic strike in- 
tended to protect the English colony at Roa- 
noke, a point the author appears to over- 
look in his oddly cursory treatment of this 
North American episode. 

Drake's next venture, the raid on Cadiz, 
was again a strategic action and highly suc- 
cessful in its objective—to disrupt Spain's 
preparation ofthe great Armada. This cam- 
paign deserves more attention and credit 
than it gets in the brief chapter devoted to it 
here. It marks the peak of his naval career 
and Mr Kelsey rightly describes his subse- 
quent efforts as disappointing and ulti- 
mately disastrous. 

The writer's overall assessment of his 
subject's character is, however, question- 
able. It is impossible to prove or disprove 
that Drake's apparent religiosity was a use- 
ful pose, or that he held his sailors in con- 
tempt, or that he was “untroubled by a con- 
science that in most men would murmur 
against theft or murder". As for his preda- 
tory habits, they were perhaps, in an age 
when piracy was endemic and pervasive, 
less morally reprehensible than this book 
suggests. Nevertheless, this is a work to be 
strongly recommended as a challenging 
and for the most part authoritative study. 
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The law in America 


Court radical 


THURGOOD MARSHALL: AMERICAN REVOLU- 
TIONARY. By Juan Williams. Times Books; 512 
pages; $27.50 


I^ THE sub-title of this new biography of 
Thurgood Marshall, Juan Williams dubs 
his subject an *American revolutionary". 
Yet this is misleading. The key point, surely, 
about Marshall is that he was not a revolu- 
tionary, but a quintessentially American 
type: a determined reformer who believed 
that the greatest victories were to be won 
neither on the street nor in America's legis- 
latures, but in its courtrooms. 

Marshall's place in history was secured 
by his appointment in 1967 as America's 
first black Supreme Court justice. But his 24. 
years on the court were frustrating, his 
record undistinguished. His real claim to 
be remembered rests on his years as a law- 
yer for the National Association for the Ad- 
vancement of Colored People (NAACP). 

When Marshall first began to work for 
the NAACP in 1933, legalised racial apart- 
heid prevailed throughout the United 
States, not just the South, although it was 
most firmly entrenched there. This regime 
had been firmly endorsed by the Supreme 
Court itself in a now notorious 1896 deci- 
sion, Plessy v Ferguson, upholding the doc- 
trine of “separate but equal” segregation 
for blacks and whites. Marshall led a team 
of NAACP lawyers who spent years chal- 
lenging segregation's legal underpinnings, 
using carefully selected test cases which 
they fought through the court system to 
force the Supreme Court to confront its true 
implications. His victory before the Su- 
preme Court in the 1954 case of Brown v 
Board of Education was his finest hour. 
The unanimous Brown decision over- 
turned Plessy, in effect destroying the legal 
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basis for racial segregation in all walks of 
life, not just in public education, and 
launching the civil-rights movement of the 
next two decades. 

Marshall was by no means the first 
American reformer to use the courts to 
push for change. Since the country’s found- 
ing, Americans have waged some of their 
fiercest political contests before judges, an 
aspect of American governance which has 
often baffled, and sometimes appalled, 
those in other democracies. Though not un- 
precedented, Marshall's successful NAACP 
campaign became the modern model since 
imitated by scores of activists from envi- 
ronmentalists to anti-tobacco lobbyists. 

Among the wider public, however, Mar- 
shall’s achievements have been largely for- 
gotten, and he is most often remembered 
today, when remembered at all, as a gruff, 
establishment figure in black judge’s robes. 
Mr Williams’s aim is to rescue Marshall 
from obscurity. He does an admirable job. 
A Washington Post reporter and author of 
“Eyes on the Prize”, a best-selling account of 
the civil-rights movement, Mr Williams has 
produced nota hagiography, but a fascinat- 
ing portrait, warts and all. 

Marshall was a mercurial, charming 
and sometimes cranky man who was as 
fond of drinking, partying and woman- 
ising as lawyering. Like any black leader of 
the 1930s and 1940s, he also had to be 
brave. He spent his early years at the NAACP 
rushing to southern towns to save blacks 
from lynch mobs or barnstorming across 
America raising money from black audi- 
ences for his legal battles. An air of menace 
always hung over these expeditions. In a 
few instances, Marshall himself narrowly 
escaped becoming a victim of racist thugs. 

Surprisingly, he had little sympathy for 
the civil-rights movement which his legal 
victories helped to launch, viewing even 
the non-violent protests led by Martin Lu- 
ther King as confrontational and counter- 
productive. For Marshall the surest way to 
destroy racism was not to provoke whites, 
but to render their racism legally untena- 
ble. And he believed passionately in the 
ameliorative effects of integration. 

His faith in both integration and legal 
change was sorely tested during his long 
tenure on the Supreme Court. Legal seg- 
regation, and along with it African-Ameri- 
cans' second-class status, was confined to 
history's dustbin. But de facto residential 
and educational segregation returned as 
whites fled the inner city and many mid- 
dle-class blacks wearied of seeking accep- 
tance from indifferent or hostile whites. 

Worst of all, Marshall found himself on 
the court in a waning liberal minority, out- 
voted on civil-rights and civil-liberties is- 
sues that he and his like-minded fellow 
judges believed in so passionately. He did 
not have the temperament to become one 
ofthe court's great dissenters, waging a rear- 
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guard action with opinions aimed at a sub- 
sequent generation. By the time he died in 
1993, he was a bitter, exhausted man. The 
law, he had learned, has its limits as an in- 
strument of change. And yet Americans, es- 
pecially white ones, owe him a large and 
lasting debt. Social revolutions can be de- 
structive, bloody affairs. Because of Mar- 
shall, the battle to dismantle American 
apartheid was neither, and mostly fought 
in the courtroom, not on the barricades. 





Press barons 


Missing the point 


WILLIAM RANDOLPH HEARST: THE EARLY 
YEARS, 1863-1910. By Ben Procter. Oxford Uni- 
versity Press; 360 pages; $30 and £25 


ISTORIANS seldom understand pop- 
ular journalism. There are excep- 
tions—the late Stephen Koss at Columbia 
comes to mind—but for the most part men 
and women trained in the academic disci- 
plines are baffled by a literary form where 
truth and accuracy come low on the list of 
priorities. 

William Randolph Hearst, 
like most successful press ty- 
coons, was a businessman 
who detected and exploited a 
gap in the market. Having per- 
suaded his wealthy father to 
give him control of the San 
Francisco Examiner—which 
the elder Hearst had origi- 
nally bought to underpin his 
political ambitions—he set 
about remaking it in the im- 
age of Joseph Pulitzer’s New 
York World, the most success- 
ful paper of the age. 

He was clear about the rea- 
sons for the World's success. 
As he wrote to his father in 1885, when he 
was only 22, it relied on *enterprise, energy 
and a certain startling originality, and not 
upon the wisdom of its political opinions 
or the lofty style of its editorials”. Within 
ten years he had successfully instilled those 
qualities into the Examiner, quadrupling 
its circulation to nearly 100,000. 

This success, though, was achieved only 
through what Ben Procter calls reproach- 
fully, “a disturbing trend . . . news exploita- 
tion to increase circulation". Some of 
Hearst's staff, too, bridled at the sensation- 
alism—but having discovered that it 
worked he was not about to abandon it. By 
1895 he was ready to move into New York 
and take on the World. He bought the New 
York Journal and plunged into the nation's 
toughest newspaper market. 

Soon even the legendary Pulitzer found 
himself out-gunned by Hearst's stunts and 


high-pitched populist campaigns, most no- 
toriously his almost solo achievement in 
dragging the United States into war with 
Spain over Cuba: "You furnish the pic- 
tures," as he famously cabled his illustrator 
Frederick Remington, “and I'll furnish the 
war.” (After the Maine blew up in Havana 
harbour in 1898, an American tribunal, 
stoked up by the Hearst press, blamed a 
Spanish mine; a Spanish tribunal blamed 
the warship's own ammunition; historians 
agree with the Spanish.) The World tried to 
compete with the Journal’s ever larger 
headlines and emotive prose but Pulitzer, 
16 years older than Hearst, had no answer 
to his rival's flair and commitment. 

Hearst's methods may have been ex- 
treme but it would be hard to quarrel with 
his choice of targets. His newspapers cam- 
paigned against over-mighty monopolists 
and corrupt machine politicians—with 
such success that, in a Journal editorial on 
new year's eve 1899, he felt able to declare 
that "Government by newspaper... will 
be realised in the 20th century." 

Ifhe really believed that, it was perverse 
of him to attempt a career in politics. Hav- 
ing relentlessly hammered Tammany Hall 
in his papers, he could hardly have ex- 





pected that its leaders would smooth his 
path to the New York mayoralty, let alone 
the presidency. He managed a few years in 
Congress, but found that running newspa- 
pers gave him more power. 

Mr Procter has had access to previously 
unseen family papers, but they add little to 
our knowledge of an already well docu- 
mented life. The chief weakness of the book 
is the authors unconcealed contempt for 
the yellow press that Hearst helped create. 
He describes the newspapers as though he 
were holding them with a pair of tweezers 
well away from his nose, to lessen the offen- 
sive aroma. Thus the reader, too, feels dis- 
tanced from the enterprise that was at the 
very heart of Hearst’s being. Mr Procter has 
a rattling good story to tell but fails to en- 
gage the reader—the antithesis ofgood pop- 
ular journalism. 
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The lap-top trader 


Bears or bulls, more and more people are trading shares online 


OR years, financial markets have been 

electronic, but until recently, only 
those professionals with expensive hard- 
ware could trade online. The Internet has 
changed that. In the United States, 20-25% 
of all retail trades in shares are now on- 
line, and the proportion may pass 50% by 
2001. A whole industry is shifting from 
the physical world to the virtual. The shift 
has gone furthest in the United States, but 
in Britain, Hong Kong, Australia and a 
few other countries, online brokers are 
starting up. 

There are two kinds of online brokers. 
Onesort, with an offline business already, 
principally woo mainstream investors; 
others, for net enthusiasts, generally offer 
online dealing only. To the first belongs 
the market leader, Charles Schwab (www.- 
schwab.com), with around one-third of 
online accounts: about half the compa- 
ny's 100,000 daily trades in the past two 
months have been online. Next in size is 
Fidelity (www411.fidelity.com:80). 

The second category is enormous: a 
survey earlier this year by Credit Suisse 
First Boston (CsFB) counted at least 70 
online brokers. It includes some of the 
fastest growing companies in the busi- 
ness, such as Datek, SureTrade (owned by 
Quick & Reilly, America's second-largest 
discount broker) and AmeriTrade. One of 
the best of these discount brokers is 
E*Trade (www.etrade.com)—whose slo- 
gan is: "You're looking at the future of in- 
vesting.” Another, Investrade, has just an- 
nounced a scheme to allow trading 
through wireless gadgets such as smart 
cellphones and palm-held computers. 

A lot of these companies started out 
making money by selling trades to bro- 
kerage firms, under *payment for order 
flow", but this is in sharp decline. So they 
are trying to offer more than just low 
prices (as it will be hard to cut commis- 
sions further) by adding in research and 
banking services. 

As they do, they will start to compete 
more directly with the full-service broker- 
age houses, which invest the savings of 
Middle America. Few of these offer online 
trading yet: their problem, says Bill 
Burnham of csF8, is to decide “whether 
to offer a service that in the short term will 
be used by 5-10% of their customers but 
will alienate 95% of their brokers.” There 
are some exceptions: DLJ has a popular 
service (www.dljdirectcom) Morgan 
Stanley Dean Witter has Discover Broker- 





OCTOBER 17TH 1998 


age Direct (www.discoverbrokerage.com), 
with which it has an uneasy relationship: 
Dean Witter brokers objected to a scheme 
to offer online customers Morgan Stanley 
research. Merrill Lynch, America’s biggest 
brokerage house, will not launch a service 
for its main clients until early next year. 


Like young salmon 

Schwab and its like are now moving up- 
stream, trying to offer all the services pro- 
vided by full-service brokers. That compe- 
tition will grow with a service that will 
make all the expertise of financial analy- 
sis used by institutional investors avail- 
able to people with 401-K plans (tax-shel- 
tered retirement plans). Launched next 
month by Financial Engines, a firm 
founded by Bill Sharpe, a Nobel prize- 
winning economist, the service will be 
available online, and will help investors 
to specify how much risk they want to 
take, plan their desired retirement in- 
come and calculate the odds of achieving 
it. It will be offered by a number of big 
401-K providers, and has the potential to 
turn small investors into sophisticated 
portfolio managers. That, in turn, would 
alleviate many of the fears caused by the 
global shift of retirement pensions to in- 
dividually managed savings accounts. 

If small investors can trade online, 
why not allow them easier access to pub- 
lic offerings of shares? That is the goal of 
Witcapital, founded by Andy Klein, 
which aims to become the first Internet 
investment bank. It has hired senior 
money men: Bob Lessin, vice-chairman of 
Salomon Smith Barney, and Ron Read- 
man from Charles Schwab. Its strength, 
argues Mr Klein, is its ability to gather in- 
formation directly on what the retail mar- 
ket will pay for a particular new issue. Its 
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problem, says Mr Burnham, is that the 
cost of marketing any online investment 
service in a crowded market has risen 
roughly sixfold in the past two years. 

The next logical step is the private 
electronic exchange to match trades by 
online investors. Market makers earn 
their livings from the spread between 
buying and selling prices; so they have a 
conflict of interest between making 
money and creating the narrowest price 
gap. Electronic trading networks, which 
are likely to proliferate, match bids to of- 
fers directly. 

The online market has a lively elec- 
tronic financial press. The 12th best-sell- 
ing book on the list of Amazon.com, an 
online bookshop, is called “The Elec- 
tronic Day Trader” and explains how to 
dive in and out of the market from 
minute to minute. For the less frenetic, 
there are two particularly popular 
webpapers: Motley Fool and TheStr- 
eet.Com. The former is part of a group 
that has spawned a radio show and a pub- 
lishing business; the latter is promoted 
on CNBC, by far the best of the television 
channels devoted to business, watched by 
all those grey heads who have realised 
that trading shares is more fun than going 
to Atlantic City. 

In between trading, they compare 
notes through several online message 
boards, which have become a sort of insti- 
tutionalised version of stock-exchange 
gossip. All are plastered with legal dis- 
claimers. Some are carefully policed—the 
Motley Fool monitors chat and screens 
out the smallest shares—but others appal 
regulators by carrying pronouncements 
that no company could legally make. 
What canny dealers might say to each 
other in the privacy of a shared espresso 
looks alarming when posted on a website 
for all the world to read. 
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History of advertising 


A bigger lie 


THE FATHER OF SPIN: EDWARD L. BERNAYS & 
THE BiRTH OF PUBLIC RELATIONS. By Larry Tye. 
Crown; 320 pages; $27.50 


HEN Edward Bernays and his wife 

Doris married in 1922, they wanted a 
modern wedding, stripped of the pomp 
and ceremony that symbolised the enslave- 
ment of woman to man. So they did it se- 
cretly, in the marriage chapel of the New 
York Municipal Building, and planned to 
let the news out casually, some weeks later. 
But with his passion for publicity, Bernays 
could not bear it. The moment they got to 
the Waldorf-Astoria, Doris recalled, “My 
husband grasped the telephone and called 
hundreds of his most intimate friends to 
tell them about our secret marriage.” 

To describe Bernays as the “father of 
spin” is, well, putting a bit of a 
spin on it. People were puffing 
their clients’ achievements long 
before the Greek historian Thu- 
cydides composed the fine 
speeches that Athenian generals 
supposedly made. But Bernays 
was one of the most interesting 
figures in the spin business at a 
buccaneering time. American 
consumerism was taking off, 
there was plenty of demand for 
the services of public-relations 
men and none of the tiresome 
modern restrictions on advertis- 
ing that today make it harder to 
tell bald-faced lies. 

One of Bernays’s skills was 
sensing where public opinion 
was moving, and using it in his 
favour. His first success was a 
campaign for the American To- 
bacco Company to encourage 
women to smoke. Slimness was 
becoming fashionable for 
women, so he flogged cigarettes as a healthy 
alternative to sweets, enlisting the help of 
“experts” to claim in the press that ciga- 
rettes also disinfected the mouth. 

Women were still resistant, though; 
which was when Bernays had the brilliant 
idea of using cigarettes as a symbol of 
emancipation. He put it about in the pa- 
pers that the taboo against women smok- 
ing in public was symptomatic of male op- 
pression, and organised a march down 
Fifth Avenue of fashionable young women 
with their “torches of freedom”. He orches- 
trated massive press coverage (which omit- 
ted to mention that the march was led by 
his secretary). Afterwards, newspapers car- 
ried reports of women being seen smoking 
in the street; and within a few weeks, the 
Broadway theatres changed their rules to 
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allow women into their smoking rooms. 

Bernays also invented a tool much-used 
since: the front organisation. When, for in- 
stance, a new government in Guatemala 
threatened to take over some of the vast 
plantations of the United Fruit Company, 
and distribute it among the peasants, 
Bernays set up the Middle America In- 
formation Bureau. United Fruit financed 
the Bureau, which provided information to 
the newspapers about communist penetra- 
tion in Guatemala. The newspapers 
printed the information, the American 
public was inflamed, there was a CIA- 
backed insurgency and the elected govern- 
ment was toppled and replaced by a right- 
wing totalitarian regime. 

Most of the interest in this entertaining 
book comes from the meticulous effrontery 
of Bernayss campaigns; but there is an 
ideological conundrum, too, at the centre 
of it. Bernays was a passionate individual- 
ist who wrote voluminously about the need 
to defeat communism by manipulating the 





opinion of the masses through the skilful 
use of propaganda. The paradox did not, 
apparently, trouble him. 

Too much of the book is devoted to 
Bernays’s personal life which, aside from 
the fact that he was Sigmund Freud’s 
nephew, and that while preaching the 
emancipation of women he did not lift a 
finger in the house, is uninteresting until 
after his wife’s death. Then, he took up with 
a housekeeper young enough to be his 
grand-daughter. She said they were very 
happy and had a wild sex life until he was 
101. His daughters accused her of spending 
his money and abusing a vulnerable old 
man. The reader is left not knowing what to 
believe; which is perhaps a fitting end to 
Bernays’s life. 


en 


Bounds of knowledge 


Scientific sense 


WHAT REMAINS TO BE DisCOVERED. By John 
Maddox. The Free Press; 432 pages; $25. Mac- 
millan; £20 


TIS often said that nobody today can be 

master ofall scientific knowledge. Schol- 
ars in earlier times could reasonably aim to 
be educated in every branch of science, but 
the explosion of research in the 20th cen- 
tury has made this the age of the specialist. 
If there is one exception qualified to dis- 
prove this rule, it is probably Sir John 
Maddox. For most of the past quarter-cen- 
tury he has been editor-in-chief of Nature, 
the leading international science journal 
which each week publishes important re- 
search papers from all fields of science. In 
his new book Sir John draws upon his ex- 
tensive experience in this unique post and 
shows that there are few crannies of science 
he does not command. 

Although his book is called "What Re- 
mains to be Discovered”, not surprisingly it 
is more about what has already been dis- 
covered than discoveries yet to come. It 
would need an unparalleled genius, not 
just an unusual polymath, to anticipate 
what future science will reveal. Still, this 
book is not really intended as an exercise in 
scientific futurology. Instead it offers a de- 
tailed catalogue of existing discoveries, es- 
pecially during this century, and then 
draws particular attention to the points 
where this edifice displays gaps or tensions. 

The author's scientific background was 
as a theoretical physicist, and the first sec- 
tion of the book is a guide to modern phys- 
ics. He tells us about the expanding uni- 
verse, the big bang, and the many currently 
recognised fundamental particles, along 
with such theoretical exotica as the vibrat- 
ing microstrings that may live in ten di- 
mensions. His treatment is unlikely to 
teach much physics to those who do not al- 
ready have a smattering, but it does give a 
sense of how the different branches fit to- 
gether. It also conveys the difference be- 
tween firm fact and flimsy hypothesis, and 
pinpoints those ideas, especially in cosmol- 
ogy, that may need radical rethinking. 

In line with the editorial policy of Na- 
ture, the book gives equal room to the non- 
physical sciences. There are chapters on the 
origin of life, evolution, cell biology, genet- 
ics, the brain and mathematics. Sir John's 
journal background makes this a popular 
science book with a difference. He is impa- 
tient with airy speculations, and likes to fo- 
cus on the kind of hard experimental result 
that would have won space in Nature. 
When he asks about the evolution of 
humans, for example, he focuses on ances- 
tral DNA rather than on conjectures about 
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hominid ethology. Similarly, his chapter 
on the brain is largely about neurons, and 
has no time for the kind of psychology that 
tries to figure out cerebral structure by 
studying human behaviour. 

Sir John is not an uncritical apologist 
for the scientific establishment, however. 
As befits a strong journal editor, he has a 
good nose for intellectual modishness and 
a healthy resistance to taking every shift in 
scientific fashion at face value. Even in the 
harder sciences the direction of research 
can be shaped by powerful figures and sexy 
specialisms, and he is not slow to say when 
he thinks some popular line of research is 
heading up a blind alley. The plethora of 
theories designed to identify the hidden 
“dark matter” in the universe are all misbe- 
gotten, according to him, since he ques- 
tions whether there is much reason to sup- 
pose that this matter exists in the first place. 
Nor are his doubts limited to physics. Cell 
biologists, in his view, would do much bet- 
ter to construct feedback models of overall 
cell behaviour, rather than adding to their 
already numbingly detailed compendium 
of molecular interactions. 


Even Homer nods, and not all of Sir 
John’s claims carry equal authority. It 
would take a committee to check every as- 
sertion in the book, but there are noticeable 
flaws in the chapter on mathematics to- 
wards the end. Mathematical logicians will 
not be persuaded by the account given here 
of how to list all the real numbers. 

Still, occasional slips aside, Sir John is 
the epitome of good scientific sense. When 
thinking about things to come, he is neither 
an optimist nor a pessimist, but a seeker af- 
ter facts. In his final chapter he considers 
such threats to the future of the human race 
as plague, global warming and meteoric 
impacts. In each case he details what is 
known, separates fact from fiction and pro- 
poses rational strategies to alleviate the 
danger. As he makes clear, the continued fu- 
ture of the human race is by no means guar- 
anteed. But he also stresses that, even if 
humans are vulnerable, they are not help- 
less. Provided enough people know about 
the scientific facts that threaten the human 
race, they can also use them to defend 
themselves. This book should do some- 
thing to help spread that knowledge. 





Mexican painters 


How Mexico got its historical looks 


DREAMING WirH His Eyes Oren: A Lire or Diego Rivera. By Patrick Marnham. Knopf; 378 


pages; $35. Bloomsbury; £20 


T PRESENT Frida Kahlo as something 
of a postscript in the life of her hus- 
band, Diego Rivera, may seem like a prov- 
ocation to her ever-growing legion of ad- 
mirers. But Patrick Marnham cannot be 
faulted for doing so in his engaging new 
biography. After all, the massively corpu- 
lent Rivera was already a legend—as revolu- 
tionary muralist, political provocateur and 
larger-than-life personality—when he mar- 
ried the petite, dark-eyed Kahlo, 20 years 
his junior, in 1929. And during their on-off- 
on marriage that lasted until her death in 
1954, it was Kahlo who grew as an 
artist. Rivera simply continued be- 
ing outrageously Rivera. 

Long after, in the early 1980s, 
Kahlo came into fashion as a femi- 
nist icon, and her poignant self-por- 
traits, in which she records the suffer- 
ing wreaked by a terrible traffic 
accident, forced abortions, miscar- 
riages, a leg amputation and Rivera’s 
serial philandering, found what 
seems to be an ever-widening audi- 
ence. In contrast, Rivera’s vast his- 
torical murals in the National Palace 
and other sites in Mexico city and 
even his best known Gauguin-like 
oils seem irrevocably tied to a time 
and a place, to the post-revolution- 
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ary Mexico of the first half of this century. 
Of the two artists, though, Rivera was 
clearly the more complete. His earliest oils 
at the turn of the century were inspired by 
the 19th-century landscapes of Jose-Maria 
Velasco and he continued in a neo-classical 
style when he went to study in Madrid in 
1906. Moving to Paris in 1909, he was swept 
up by modern art, becoming the first Cub- 
ist portraitist before turning back to post- 
Impressionism and Cézanne. Then, when 
he finally returned to Mexico in 1921, he 
discovered an entirely new visual language 
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which for the first time gave Mexican art a 
distinct national identity. 

Oddly perhaps, Mr Marnham has dedi- 
cated half of his biography to what Rivera 
called the “35-year pregnancy” that pre- 
ceded the birth of his new style in 1921. But 
it was during this period that Rivera was 
honing the personality, absorbing the in- 
fluences and learning the trade that en- 
abled him to emerge as leader of the Mexi- 
can muralist movement that also had Jose 
Clemente Orozco and David Alfaro Siquei- 
ros as prominent figures. 

A resident of Paris whose previous 
books include a well received biography of 
Georges Simenon, Mr Marnham has dug 
up much new information about Rivera's 
years in the "free republic" of Montpar- 
nasse where his friends—and sometime 
foes—were the likes of Picasso, Mondrian, 
Cocteau, Max Jacob, Brancusi and Modi- 
gliani, as well as the Russian exile friends of 
his first wife, Angelina Beloff. 

Rivera is nonetheless a testing subject 
for a biography because he constantly rein- 
vented his own past—even his family his- 
tory—in order to show himself as more 
revolutionary, more anti-clerical or simply 
more exotic than the facts suggested. Here 
again, Mr Marnham has done a good job in 
separating myth from reality. For example, 
as a chronicler of the Mexican revolution, 
Rivera was understandably uncomfortable 
with the fact that, except for a six-month 
visit in late 1910 and early 1911, he spent the 
entire revolution in Paris. So he claimed 
that he fought with Emiliano Zapata dur- 
ing his brief visit, when in fact he barely 
heard the sound of gunfire. In hindsight, 
Rivera always yearned for political coher- 
ence, but it escaped him during his life. 

Certainly, Rivera saw no contradiction 
between his somewhat idiosyncratic com- 
munist views (he was twice expelled from 
the Mexican Communist Party and even 
supported the exiled Trotsky in Mexico un- 
til the ageing Russian seduced Kahlo) and 
his alliance with a succession of corrupt re- 
gimes that commissioned his murals. One 
ofhisgreatest murals in the Palace of Cortes 
in Cuernavaca was even commis- 
sioned by the then American ambas- 
sador to Mexico, Dwight Morrow. In 
the early 1930s, Rivera was also 
happy to spend long periods in the 
United States, painting murals in 
the Luncheon Club of the Pacific 
Stock Exchange in San Francisco 
and, thanks to Edsel Ford, in the De- 
troit Institute of Arts. Things only 
turned sour when he insisted on in- 
cluding a portrait of Lenin in a mu- 
ral in the new Rockefeller Centre in 
New York; he was fired and the mu- 
ral destroyed. 

Perhaps Rivera's great achieve- 
ment, though, was to invent a visual 
history of Mexico much as the Holly- 
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wood moguls invented the myths of the 
American West in the 1920s and 1930s. Ri- 
vera's history in many ways coincided with 
the myths born of the 1910-17 revolution, 
but he provided the crucial images that en- 
abled Mexicans to see Cortes and the con- 
quistadors as cruel invaders and to ro- 
manticise their own Indian past. Indeed, 
Frida Kahlo became part of Rivera’s mise- 
en-scéne when he urged her to dress in em- 
broidered traditional costumes. “She, 
daughter of a devout mother and free- 
thinking father, abandoned the uniform of 
acommunist nun and identified herself as 
the wife of the reincarnation ofan Aztec no- 
ble; Mr Marnham writes. "She adopted 
the dress ofa Tehuana Indian." She appears 
in these clothes in many of her self-por- 
traits and in time incorporated them as 
part of her identity. But she was playing a 
role that Rivera had assigned her. 





Queens of fashion 


English classic 


VIVIENNE WESTWOOD: AN UNFASHIONABLE 
Lire. By Jane Mulvagh. HarperCollins; 402 
pages; £19.99 


T IS a short city journey even by car. But, 

as you ring the bell to enter Vivienne 
Westwood's exclusive little couture show- 
room on Davies Street in London's May- 
fair, you cannot but marvel at how far this 
dress designer has travelled since her 
World's End days as the chief stylist of punk 
at the wrong end of Chelsea. It is this long, 
Obstacle-strewn journey which Jane Mul- 
vagh documents with intelligence and sen- 
sitivity, if not always with whole-hearted 
sympathy. 

Ms Westwood is without doubt one of 
the most important designers of the late 
20th century. An iconoclast by nature, she 
has consistently flown in the face of estab- 
lished fashion with her highly original and 
provocative designs. Although her clothes 
have not always been commercially suc- 
cessful, other designers, particularly British 
ones such as John Galliano and Alexander 
McQueen, have been visibly influenced by 
her ideas. Yet Ms Westwood never trained 
to be a dressmaker, and fell into it acciden- 
tally because she met a man. 

Ms Mulvagh skips quickly over the 
early part of Ms Westwood's life—her con- 
ventional, northern, working-class child- 
hood, which led to early marriage, mother- 
hood and boredom—but the narrative 
slows down the moment that Malcolm 
McLaren appears on the scene. Mr 
McLaren was then a radical young art stu- 
dent. Believing that the artist must become 
an agent provocateur, he wanted to change 
the world, but began by changing Vivienne. 
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They became lovers, had a son together, 
and eventually opened a shop at World's 
End in 1971 called "Let it Rock". The shop, 
which sold music and retro clothes in con- 
trast to ubiquitous hippie gear, quickly be- 
came the focus for a disenchanted youth 
movement. It was to undergo several stylis- 
tic transformations before it reopened in 
1976 under the name of “Seditionaries” as 
the powerhouse of punk. 

Much has been written elsewhere about 
the punk scene and the personalities in- 
volved. Ms Mulvagh is more interested in 
unravelling the creative partnership of Ms 
Westwood and Mr McLaren. Mr McLaren 
was the front man who brought street cul- 
ture, radical ideology and foreign influ- 
ences into her otherwise parochial life. And 
she, through tenacity, drive and instinctive 
visual skills, put his ideas into practice. To- 
gether they forged an enduring link be- 
tween pop music and the world of fashion 
which is now taken as a given. Along the 
way Ms Westwood learnt first how to copy 
and customise clothes, and then how to de- 
sign them herself. 

Even after she had come out from be- 
neath her partners shadow and estab- 
lished herself internationally as a designer, 
her fortunes continued to lurch. For all her 
talent and strength of character, she has al- 
ways seemed to need a controlling man at 
work and at home. Yet, according to this 
book, she was not always good at picking 





people who were suitable for either job: 
shop managers and accountants, for exam- 
ple, turned out to be pilfering drug addicts. 

Ms Mulvagh is most interesting about 
what makes her subject so quintessentially 
English. She suggests that Ms Westwood 
has been able to design clothes which sat- 
irise convention, invert status symbols and 
approach life wittily because she so instinc- 
tively understands the social hierarchy and 
her place in it. Ms Westwood is English in 
the way that she has remained a permanent 
amateur, allowing important commissions 
from stars like Barbra Streisand to end in 
disaster, and favouring the underdog at 
critical moments in her career. It is perhaps 
also her cold-climate, northern roots which 
have allowed her to work so effectively with 
traditional Harris tweeds, tartans and fine- 
gauge knitwear. 

Although there are too many long de- 
scriptions of clothes where a photograph 
would have served better, this is a fascinat- 
ing book. It not only tells the story of a mad- 
deningly complex and contrary woman, 
but also gives texture and detail to the re- 
cent social history of Britain. The book suf- 
fers from insufficient access to Ms 
Westwood (who withdrew her co-opera- 
tion half-way through), and to her new hus- 
band Andreas Kronthaler and her two sons 
who still have an extraordinary story to tell. 
Does this lack of recent access mean, as Ms 
Mulvagh suggests, that the Westwood de- 
signing days are essentially over and that 
she is now more interested in promoting 
the half-digested intellectual ideas of her 
shadowy guru? Admirers will hope not. 





Composing and communism 


Hollow triumph 


SHOSTAKOVICH RECONSIDERED. Edited by Al- 
len Ho and Dimitry Feofanov. Toccata Press; 
800 pages; £45. Distributed in the United 
States by Paul & Co; $75 


HIS intriguing book tackles one of the 

hottest musico-political controversies 
of the past 20 years: a web of alleged deceit 
involving musical masterworks, top-of-the- 
range academic reputations and cold-war 
politics. Was “Testimony”, purportedly the 
authorised memoir of a great Soviet com- 
poser, Dmitri Shostakovich, “as related to 
and edited by Solomon Volkov”, a fake? 

A cause célébre on publication in 1979, 
“Testimony” was a first-person narrative 
smuggled to the West beyond Soviet cen- 
sorship after Shostakovich’s death in 1975. 
If authentic, “Testimony” demolished 
whatever remained of the image of Shosta- 
kovich as a musical mouthpiece for the So- 
viet Communist Party. As many had long 
suspected, half a century of pronounce- 
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ments on music, signed by Shostakovich 
and published in Pravda or given as public 
speeches, were now convincingly shown to 
have been half sincere at most, if not foisted 
on the composer under duress. 

Or were they? Some western musicolo- 
gists accused Mr Volkov of rewriting parts 
of “Testimony” from press cuttings, of trick- 
ing Shostakovich into signing the first page 
of each chapter and of getting his wife to 
put him in the front row at Shostakovich’s 
funeral for a photograph. Most seriously, 
Shostakovich's political disavowals in 
"Testimony" were challenged. 

Now the author-editors of "Shostako- 
vich Reconsidered", a useful collection of 
essays and documents, have mounted a fo- 
rensic rebuttal of all these charges against 
the Volkov book (Dimitry Feofanov is both 
a musician and a lawyer) Despite the 
book's relentless courtroom tone, a good 
case is made out, built on Russian sources. 

Less convincing is the underlying as- 
sumption of “Testimony” and its defend- 
ers that Shostakovich's music must be un- 
derstood as protest, often covert, against 
the regime that arrested and murdered 
friends and relatives. Is understanding of 
Shostakovich's work really advanced if, 
rather than Stalinist programme music, 
you treat it as anti-Stalinist programme 
music? Outside the disputed pages of "Tes- 
timony", Shostakovich rarely explained his 
pieces with a “programme”, certainly not 
in rehearsal, where his interpretive hints 
were almost always strictly musical. 

Some of the “either-or” awkwardness of 
over-literal interpretation can be glimpsed 
by the questions often asked of the sympho- 
nies. Was the coda of the Fifth (1937) a noisy 
celebration of revolution or the painful 
mutterings of an oppressed people? Was 
the raucous march in the Seventh (1942) a 
satire on totalitarianism, brown and red? 
Did the terrifying, driving scherzo in the 
Tenth (1953) allude to Stalin? Did the Elev- 
enth (1957) celebrate the failed 1905 revolu- 
tion in Russia or mourn the suppression of 
the Hungarian uprising in 1956? 

The weakest part of “Shostakovich Re- 
considered” is a nearly 200-page essay by 
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Ian MacDonald, a music scholar who be- 
lieves that Shostakovich's music can only 
be understood programmatically. Despite 
his ingenious readings, Mr MacDonald is 
surely mistaken in comparing Shostako- 
vich's work to novels by Dostoyevsky or 
Dickens and demanding that its meaning 
be read off as if from a written text. 

These are musical matters, after all. The 
end of Shostakovich's Fifth is often per- 
formed as a triumph, the way Shostako- 
vich's musical masters would presumably 
have wanted. So played, it can sound per- 
fectly convincing. But it may also be per- 
formed more slowly, phrased and chorded 
to emphasise a tragic hollowness, as "Testi- 
mony” suggests it ought to be. 

So should performers follow Shostako- 
vich's alleged wishes? Yes and no. What is 
authoritative is the score. And, like the 
plays of Chekhov, who also had ideas about 
how they should be performed, there will 
always be a margin of interpretation. Some 
musicians will stress context, others purely 
musical values. It will help the first sort to 
know snatches of prison songs, coded 
name-dropping or historical allusions scat- 
tered in the music. The other kind will be 
more interested in the music's own pro- 
cesses. Each kind of performance will suc- 
ceed only if the musicians can communi- 
cate the excitement of their inter- 
pretation—and so touch the listeners own 
musical imagination. 





Jazz piano 


Everybody digs? 


Birt Evans: How MY HEART SINGS. By Peter 
Pettinger. Yale University Press; 320 pages; 
$30 and £19.95 


EW jazz pianists have attracted the ar- 
dent cult following which Bill Evans 
had already inspired during his lifetime. 
An Evans session at a night club had an al- 
most reverential air, as the rapt audience 
leaned forward to catch every delicate note, 
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each piquant voicing that distinguished a 
refinement unique in jazz. The pianist's ap- 
pearance was of a piece with his music: 
spectacled, professorial, head bowed over 
the keyboard, oblivious to everything but 
his music as if, one critic said, he was "try- 
ing to find his own reflection in the keys". 

Peter Pettinger, the author of this wel- 
come new biography, has been a member 
of the worshipful company of Evans ad- 
mirers ever since he first heard him as a 
teenager. A classical pianist himself, he was 
amazed at the shadings and nuances in Ev- 
ans's touch: "he sounded like a classical pi- 
anist, and yet he was playing jazz.” From 
the start, he heard what made Evans one of 
a kind: “It was the plaintive harmony, the 
lyrical tone and the fresh textures that capti- 
vated so... above all, it was a yearning be- 
hind the notes, a quiet passion that you 
could almost reach out and touch." 

As these excerpts indicate, this book is 
written con amore. Its strength is the acu- 
men that comes from the author's own pi- 
anistic experience, enabling him to analyse 
the elements of Evans's style. Biographical 
studies ofthe pianist have been scanty, and 
it is valuable to have an account of Evans's 
conservatory training: his preparations for 
his future impact on jazz included per- 
forming Beethoven's Third Piano Concerto 
at his graduation. 

The author is concerned principally 
with his subject's talent and career. Twenty- 
five years of gigs, recordings and musical 
associations are chronicled and assessed, 
including two great early albums, “Every- 
body Digs Bill Evans" and the Miles Davis 
classic, "Kind of Blue", on which Evans 
played. But the reader may feel that the pia- 
nist's personal life is rather neglected, par- 
ticularly since Evans was one of jazz's most 
notorious and pathetic drug casualties. For 
Mr Pettinger this condition is unfortunate, 
even tragic—Evans died in 1980 at 51—but 
almost incidental to the music. He men- 
tions Evans smoking marijuana and 
experimenting with heroin during army 
service, and says that the habit took serious 
hold while he was with the Miles Davis sex- 
tet, the result of feelings of inferiority, the 
drug culture within the band and Evans's 
experience of race prejudice in reverse, as 
the sole white member of the group. 

From then on, with occasional inter- 
vals, he wasa full-time user, switching to co- 
caine in his last years. Amid the musical 
analysis, there are passing references to his 
addiction and its consequences—illness, 
missed gigs, a chronic shortage of money 
(and threats from loan sharks), the exas- 
peration of friends. At one point Evans is 
reduced to playing with one hand, having 
paralyzed his right arm shooting up. 

Though this biography vaguely 
attributes Evans’s addiction to the travail of 
a sensitive soul in an uncaring world, other 
sources suggest it was something more wil- 
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ful. Evans once told a friend that drugs gave 
him a feeling of “death and transfigura- 
tion. Every day you wake in pain like death, 
and then you go out and score, and that is 
transfiguration.” 


Readers will not find that 
quotation in this biography, but 
it shows the same kind of harrow- 
ing clarity Evans brought to his 
music. In both art and life, he 
seemed essentially inward. As a 
musician, he was not concerned 
to reach out to his listeners, de- 
claring he would rather play 
without an audience—even with- 
out accompanists. Listeners who 
did not respond to the Evans 
mystique could find his work off- 
puttingly precious. A habit of in- 
trospection seems to have fuelled 
both his music and what a friend called 
“the longest suicide in history”. “How My 
Heart Sings” gives us Evans the musician, 
but evades the tormented connection be- 
tween the genius and the junkie. 





Fiction in America 


Something new, something old 


UTUMN isa time of “big” fic- 
tion, big in author cachet, 
big in scope and often big in ad- 
vances (which means big in 
expectations). This season is no 
exception. There are new novels 
by two grand old men of Ameri- 
can fiction, Philip Roth and John Updike, 
with Louis Begley as an honorary, late-start- 
ing addition. And there are submissions by 
a trio of authors who could be their chil- 
dren—Ethan Canin, John Burnham 
Schwartz and Susan Minot. As children 
will, all three are doing what they can to 
make the elders move over. 

Interestingly, the old guard and the new 
have hit upon similar subjects: death (of the 
body or of ideals) and, Ms Minot excepted, 
fathers (the kind you are born with and the 
kind you choose). There is a difference, 
though. The old guard seems content to 
play with these subjects as the common ex- 


For KINGS AND PLANETS. By Ethan Canin. 
Random House; 352 pages; $24.95. 
Bloomsbury; £15.99. 

RESERVATION Roan. By John Burnham 
Schwartz. Knopf; 304 pages; $24. 
Weidenfeld & Nicolson (January). 
EvENING. By Susan Minot. Knopf; 288 
pages; $23. Chatto & Windus | 
(February). | 
MisrLER's Exit. By Louis Begley. Knopf; 
224 pages; $22. 

I MARRIED ACOMMUNIST. By Philip Roth. 
Houghton Mifflin; 336 pages; $26. Jona- 
than Cape; £16.99. 

BECH AT Bay: A Quasi-Novet. By John 
Updike. Knopf; 256 pages; $23. Hamish | 


Hamilton (January) | 
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periences they are, presenting 
them without drum roll or 
weighty sermonising. The new 
guard by contrast seems bent on 
wrestling parenthood and pass- 
ing into some sort of meta-state- 
ment on the human condition. 

Ethan Canin's *For Kings and Planets" 
tells the story of Orno Tacher, a small-town 
boy from Missouri who goes east to Man- 
hattan for college. In sin city he meets his 
brilliant, Mephistophelian double, a pro- 
fessors son named Marshall, the urban 
grey shadow that will darken Orno's coun- 
try sunshine throughout his life. Canin's 
juxtapositions are well etched but not sub- 
tle: Orno works away and qualifies for den- 
tistry. Marshall drops out, moves to Califor- 
nia, and becomes a wealthy writer- 
producer. Orno gets married; Marshall 
dates women from escort services. Orno is 
happy, Marshall is lost. 

But this is more than the story ofthe tri- 
umph of the everyday. Mr Canin's is also a 
tale of two fathers: Orno's, a plain-spoken, 
deeply moral man, and Marshall's, a social- 
climbing fantasist who pretends friend- 
ship with the Kennedys and is 
engaged in a psychological 
“fight to the death" with his 
son. Good father, bad father, 
and bad son all battle for 
Orno’s soul, but there is some- 
thing mechanical about the 
oppositions, despite Mr 
Canin’s often strong writing. 

Language also saves John 
Schwartz’s “Reservation 
Road”, a rather jerry-rigged 
story about the effects of a 
child’s death on his parents 


and the hit-and-run driver who killed him. 
Obsessed with solving the whodunit, iso- 
lated from his grieving wife and small dau- 
ghter, the boy’s father becomes a renegade 
bloodhound. Small-town coincidence 
piles on coincidence until he confronts the 
murderer (also a father and a perennially 
unlucky man) in a wholly predictable dé- 
nouement. The book is billed as a "literary 
thriller", though thriller fans will be disap- 
pointed. The story is told in the alternating 
voices of father, mother and murderer, 
which overlap and swell to a crescendo in 
an operatic chorus of pain. 

Lyrical, too, though quieter and less am- 
bitious in form, is Susan Minot’s “Eve- 
ning”,a novel that spans the emotional and 
chronological progress of one woman from 
her 50s onward. The story moves gracefully 
back and forth from her deathbed, sur- 
rounded by children, neighbours and 
nurse, to her past and particularly to a de- 
terminative weekend love affair. Of the 
young Turks, Ms Minot’s is the most ma- 
ture work and the least forced; without 
false emphasis, she lets the small things ofa 
woman's memory resonate with feeling. 


Visiting old pals 
The theme of “Evening” is close to that of 
“Mistler’s Exit", Louis Begley's fifth novel in 
almost as many years. This also deals with 
the excavation of memory set off by im- 
pending death—though there the similar- 
ities between the two books pretty well end. 
Mistler is a 60-ish, emotionally dissociated 
businessman aesthete who, on learning 
that he has liver cancer, flees a wearisome 
job, a wife whom he no longer respects and 
ason whom he does not understand. He re- 
treats to the five-star splendour of Venice 
where affairs in the present turn diamond- 
cut corners into affairs in the past, until the 
emotional forces which shaped the man 
are revealed. For Mr Begley, this is familiar 
ground: misfortune suddenly forces a man 
cushioned by privilege to confront his 
stunted emotions. The theme is a powerful 
one, but the routine is beginning to show. 
And though the writing is as exact as ever, it 
is also somewhat heartless. 

Written with similar craftsmanship, 
Philip Roth's “I Married a Communist", is 
by contrast a delight. In many ways it is a 
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|: ONE OF THE WORLD'S BEST MBAs | 
.| The only publication to rate MBA | 
| programs worldwide is The Economist 
itelligence Unit's annual report, Which 
BA? A critical guide to the world's best 
xogrammes. In 1996, as in each 
evious year, the Heriot-Watt MBA has 
een selected for inclusion in this report, 
along with Harvard, Wharton, Stanford, 
ead, and others of their ilk. Whether 
one does the MBA by distance learning or 
“on-campus, ibis the same degree with the 
same degree certificate. 


WORLDWIDE RECOGNITION 


The Director of Studies for the Heriot - 
Watt MBA by Distance Learning and 
“ author of the Economics course, Professor 
Keith Lumsden, taught at Stanford 
University for 15 years, and in 1994 was 
"honoured with the Villard Research 
Award, given for outstanding economics 
“research. “Also in 1994, The Esmee 
Fairbairn Research Centre of Heriot - Watt 
University, home of the MBA, won the 
coveted Queen's Export Award. 
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Quite possibly the largest MBA 
program in the world 


| There are more than 10,000 active Heriot 
Watt MBA students in over 120 countries 
and over 1000 have graduated since 
1990. They range from entre-preneurs and 
business people to employees at the 
world's largest corporations ~ including 
“among many others: 













IBM * Barclays Bank 
AT&T * Microsoft 

43 Chevron * Federal Express 
4|. Dupont * Bank of America 

| ** Xerox * Northern Telecom 

* Disney + U.S. Army and Navy 
3 Prudential * London Stock 

+ Texaco Exchange 





THE HERIOT- WATT 
UNIVERSITY MBA 


by Distance Learning 


The Only MBA program in the world that 
Can be completed entirely by home study 


Has open admissions: no 
~~ degree or GMAT required 





Can be combined with study 
on campus 





About Heriot - Watt University 
Heriot - Watt was originally established 
in Edinburgh, Scotland in 1821. Today, it is 
widely regarded as one of Europe's 
pre-eminent research, scientific, and 
technical universities. More than 9,000 
students study on the 380 acre campus for 
their Bachelor's, Master's and Doctorate 
degrees in business, science, engineering, 
computer science, and allied fields. 
How the program works 
Nine courses are required to earn the 
MBA, but one or two may be waived if you 
have taken comparable courses at another 
school or have certain credentials. There are 
seven compulsory courses: 
Economics * Accounting * Marketing 
* Finance * Organisational Behaviour 
Quantitative Methods * Strategic Planniug 
Two electives are chosen from a list of eight: 
Negotiation * Strategies for Change 
Decision Making Techniques 
Government, Industry, & Privatisation 
International Trade & Finance 
Strategic Information Systems 
Human Resource Management 
Financial Risk Management 
Each course consists of a loose-leaf textbook 
written for this program by prominent 
faculty members at major U.S. and 
European universities. There are no papers, 
assignments, or thesis, only a final 
examination for each course. You decide 



































how many : 
and which courses 
to take, and study at your 
own pace in your own time. 
Exams are given twice a year at more tha 
300 locations world-wide and a mod 
exam fee is payable. While one can finis 
the MBA in one year, most students plan 
take 18 to 36 months. The deadline for th 
June 1999 examinations is Ist March. : 





The sole requirement for earning 
| the MBA is passing nine rigorous 
but fair three-hour examinations 


The Heriot-Watt MBA by Distan 
Learning, while rigorous and intellectua 
challenging, is written to prepare stude 
for real business problems and. challenges 

Academic theory is used only 
underpin practical applications, T 
practical case study approach, with. 
international perspective, is. equa 
appealing to students and to employ 
potential employers). : 

Because students are able to study 
their convenience, this program is ideal | 
those with a varying work load. and 
those who travel extensively. l 

In less than two weeks, you could 
working on your MBA in one of 
world's best MBA programs! 
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THE ECONOMIST REVIEW . 


welcome throwback to his earlier, looser 
novels. Like “American Pastoral”, it is nar- 
rated by the same Nathan Zuckerman, only 
older and wiser. In essence, the novel is a 
long, clear-eyed elegy to an outsize fictional 
creation: Ira Ringold, known as Iron Rinn, 
the adolescent Nathan's hero. Rinn is a for- 
mer radio actor, an idealistic and naive 
communist, sacrificed to McCarthyism by 
a startling, helpess and wholly non-politi- 
cal act of betrayal by his co-star wife. In Iron 
Rinn Mr Roth has created another of his 
memorable "big" male characters, singular 
and universal at the same time. Or has he 


siniply renamed the old one? This may not 
þe thé weightiest of Mr Roth's recent 
fictions, but it is one of the more engaging. 
John Updike, you feel, is also taking it 
easy this time around, revisiting old alter- 
egos. "Bech at Bay" brings readers amus- 
ingly up to date on the life and times of 
Bech, a neurotic Jewish novelist. Skipping 
merrily along, the real author describes the 
imaginary author's trip to Czechoslovakia, 
his stint as head of a pretentious and mar- 
ginal writers' group, a period of true weird- 
ness in which he literally murders his crit- 
ics, his late arrival at fatherhood and his 





receipt of a Nobel prize. This is a rather 
heavy joke, the Nobel being one of the few 
big literary prizes that Mr Updike has never 
won. The writing still shows his famous de- 
scriptive luxuriance. Children, Bech tardily 
observes, are *the biological key that turns 
another lock, in this case that of an identity 
implausibly extended from his own, like a 
stick thrust into the water and apparently 
bent.” In his 49th book, subtitled “A Quasi- 
Novel", Mr Updike is content to be quasi- 
profound. It may be a lesson for the next 
generation: bigger is not always better. 








MERICA'S fiction and non-fiction 
lists offer an interesting contrast this 
month. Though with scant literary preten- 
sion, the novels are about what novels 
have always been about: love and betray- 
al, passion and violence, adventure and 
homecoming. As usual, the non-fiction 
books are mainly about selfimprove- 
ment, but of an uncommonly moral 
kind: the ten commandments, cleansing 
the soul, thoughts before dying. There is 
only one diet book. Are Americans look- 
ing to the state of their souls because they 
fear the bust after a long boom? Or is the 
average reader simply getting older? 
Suze Orman's personal-money guide, 
boosted to number one by Oprah Win- 
frey, might seem an exception. But her 


—————— 


What the world is reading 


professional advice (she had 16 years on 
Wall Street) is psychological, even moral: 
show money respect, trust yourself and, 
before investing, listen to an inner voice 
which, she believes, comes from God. 
Two Clinton-Lewinsky scandal books, 
from William Bennett and Ann Coulter 
(reviewed in The Economist on Septem- 
ber 19th), are at two and ten respectively. 
Ms Coulter, a fiery right-wing young com- 
mentator, makes a prosecutor's case for 
impeachment. Mr Bennett believes that 
politicians should set a moral example 
and implies that their private lives are 
less wholly their own than other people's. 
Britain’s non-fiction list by contrast 
looks almost escapist at its lower end (soc- 
cer, a boxing ex-con’s memoirs, Alexander 


the Great, the story of calendars and a 
dog’s diary), although real life occupies 
the top three slots with alcoholism, Asia’s 
crisis and the memoirs of Richard | 
Branson, a ballooner-businessman. | 

Of the British novels, “Charlotte Gray” | 
(Sebastian Faulks) and "England, Eng- 
land" (julian Barnes) were reviewed in 
The Economist on October 10th. This last 
is one of six novels up for the Booker prize 
(announced on October 27th). The others 
are "Master Georgie" (Beryl Bainbridge), 
"The Industry of Souls" (Martin Booth), 
“Breakfast on Pluto" (Patrick McCabe), 
“Amsterdam” (lan McEwan) and “The 
Restraint of Beasts” (Magnus Mills). The 
list is very British (no Ireland or Com- 
monwealth) and the one newcomer, Mr 
Mills, drives a London bus. Ms Bain- 
bridge has been shortlisted three times 
before. Fourth time lucky? 
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, 21sr CENTURY 
We d like TECHNOLOGIES 
Promi d Peril 
to give you iE... rmm 


a piece of | The next few decades hold 
our mind. the prospect of remarkable 


i progress in a wide range of 
Tr Pull technologies that will have o profound 
biased analysis of effect on how we live, work, and spend 
$ our leisure time. 
This book reviews the extraordinary 
promise of technological advances over 
Ee EVEN ME the next 20 years, and assesses some of the 
than just the numbers, key economic, sociol, environmental, and 
ethical issues that decision-makers in 
“THE AIM OF ALL ANALYSIS government, business and society will face. 
(03 98 03 1] ISBN. 92-64-15052-3, Sept. 98, 170 
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ENTREPRENEURSHIP 


i EM ; ; International comparisons 
OECD WASHINGTON CENTER ; show that high levels of 
[ | entrepreneurship result from 
; the combination of conducive 
institutional environments, 
welldesigned government programmes 
and positive cultural factors. 
This title, part of the follow-up to the OECD 
Jobs Strategy, discusses the importance of 
OECD Paris Centre entrepreneurship, the development of new 
policies in its favor and its use an an aid 
in job creation; overcoming barriers that 
ONUNE ORDERS; discourage entrepreneurship, solvin 
h credi financing problems and icri, UM 
www .oecd.org/publications resources; and the economic dimensions of 
entrepreneurship, both locally and as a 
part of the new social economy. Case 
studies of various countries are included. 
j (04 98 04 1 P ISBN 9264-161392, Oct. 1998, 218 p. 
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Learn Another 
Language on 
your Own! 


Learn to speak a foreign language fluently on your own and 

at your own pace with what are considered the finest in-depth 
courses available. Many were developed by the Foreign Service 
Institute of the U.S. Department of State for diplomatic personnel 
who must learn a language quickly and pecans Emphasis is on 
learning to speak and to understand the spoken language. A typical course (equivalent to a college semester) includes an albure 
of 10 to 12 audio cassettes (10 to 18 hours), recorded by native-born speakers, plus a 250-page textbook. Some of our courses: 














DJ Arabic, Saudi $185 D German II $155 L] Mandarin $185 L] Spanish, European $125 
[] Egyptian $185 O Greek $185 O Norwegian $125 D] Latin American! $185 
[] Bulgarian $245 O Haitian Creole $225 O Persian $185 DL] Latin American II. $165 
E Cantonese $185 O Hebrew $255 O Polish $185 D] Swahili $225 
D] Catalan $225 O Hungarian $195 Portuguese, O Swedish $185 
O Czech $125 [] Italian $185 [] Brazilian $215 DL] Tagalog $295 
[] Danish $135 O Japanese $185 © European $125 D] Thai $195 
[1 Dutch $125 O Korean $195 O Romanian $115 O Turkish $195 
L] Estonian $295 O Lakota $185 DL] Russian $255 D Ukrainian $195 

i DL] French I $185 D] Latin $160 O Serbo-Croatian $195 C] Urdu $185 

| [1 French Il $215 O Latvian $185 O Shona $185 Di Vietnamese (South) $225 i 
D) German I $185 Lithuanian $135 L1 Slovak $185 


aUDIA- FORUM 


You can order now with a full 3-week money-back guarantee. Credit card orders by phone Atte Pate es 
1-800-243-1234, (203) 453-9794, fax (888) 453-4F AX, e-mail: audioforum@compuserve.com, THE LANGUAGE SOURCE 
or mail check or money order. Add $29 for air mail shipments overseas. Ask for our free 52-page Room C919, 96 Broad Street, 
Whole World Language Catalog with courses in 98 languages. Our 27th year. Guilford, CT 06437 U.S.A, 
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ugh to clean up politics? 


T SURING the long, slow death of the 
Tory government, “sleaze” became 
the word of the era, To the media the word 
encompassed everything from Tory MPs 
c t dallying with night-club hostesses 
Tory MPs accepting cash to ask questions 
ent. Tony Blaircampaigned on a 
ise to clean up politics. Soon after tak- 
ver he asked the Committee on Stan- 
Public Life to take:a particular look 
nding of political parties. On Octo- 
the committee, led by Lord Neill, 
red its report. 

he report demonstrates a welcome 
igness to step on some toes, and to de- 
fine the problem in a broad fashion. 
Labours original agenda was fairly nar- 
rOW--to ban political donations from for- 
eigners, and to make sure that all large do- 
nations are made public. But Lord Neill 
andhiscolleagues have recognised that ina 
new éra of devolution and ever more-fre- 
quent referendums, the rules of the politi- 
cal dame are changing fast. They have come 
up with recommendations that will give 

both main parties pause for thought. 
1992-97; at least six of 17 donations of 
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eill and the cash machine 


mmittee on Standards in Public Life has proposed the most far-reach- 
reforms of party funding and campaign finance fora century. But will it be 


over £im ($17m) the Conservatives re- 
ceived came from overseas. When William 
Hague took over as party leader, he an- 
nounced that the party would stop taking 
foreign donations—and Lord Neill now 
proposes simply to ban all such donations. 

But it was Labour’s first sleaze scandal 
which most graphically demonstrated the 
problem offund-raising from big business; 
and demonstrated that Lord Neill would 
prove a hard taskmaster. Before the elec- 
tion, Labour had received £1m from Bernie 
Ecclestone, the man behind Formula One 
motorracing. Once in office, it dropped its 
opposition to tobacco advertising in mo- 
tor-racing. When, last November, the party 
asked Lord Neill to let it take another large 
donation from Formula One, he not only 
said no, but shamed them into returning 
the original cash. 

The Neill committee now proposes that 
the threat of wealthy individuals buying in- 
fluence is to be tackled by greater transpar- 
ency. There will be no limit on the amount 
an individual can give to a party, but all do- 
nations of over £5,000 will have to be 
swiftly declared. The committee also calls 










for a complete ban on the kind of “blind 
trust”, funded by anonymous donors, - 
which was used to finance Mr Blairs pri- 
vate office in the run-up to the election. 
Companies will also have to get share- 
holder approval for political: donations. =- 
What if all this leads to a sharp drop in 
funding for political parties? Lord Neill - 
proposes a modest increase in public fund- 
ing for parties. He also wants to encourage | 
more small donors, by giving tax relief to. 
political donations of up to £500 a year. : 
But it is in his recognition of new forms 
of politics~and political funding—that | 


Lord Neill makes his most radical propos- 


als. The Blair government is making in- = 
creasing use of referendums, It has already 
staged votes to approve plans for new as- i 
semblies in Scotland, Wales and Northern: 
Ireland, and further polls on reform of the 
electoral system and on membership of the - 
single European currency are likely. Lord = 
Neill suggests that both sides in à referen- 
dum campaign should receive the same 
amount of public money. Government lit- 
erature on referendum issues would be 
banned, in case, even accidentally, it fa- 
voured one side of the campaign. 

Potentially, this has significant implica- 
tions for a euro referendum, since it was 
widely assumed that the full weight of the. 
government. machine—and perhaps even. 
the European Commission--would be be- 
hind a Yes campaign. Jack Straw, thehome 
secretary, immediately attacked the de- 
mand for neutrality in referendums—and 
may reject this proposal. 

There are also question marks over the’. 
practicability of some of the other Neill” 
proposals—in particular his suggestion 
that there should be a limit of £20m on to- 
tal expenditure by any political party dur- 
ing an election. “Show me a limit,” Lord 
Neill quotes one party official as saying, 
“and TII show you how to get round it? 

Often the most useful money is spent 
before an election campaign is formally de- 


clared. Timely investment in computers, ^ 


databases and focus groups may matter 
more than a last-minute splurge on posters. 
Lord Neill realises this. He intends the cap 
to cover all campaign-related spending, - 
not just spending after an election has been: 
called. But defining the relevant spending 


will be hard. Even routine administrative ^. 


spending could in theory affect a party's 
ability to campaign. And if only some ex- 
penditure is capped, parties may reclassify 
spending to their advantage. 

Equally problematic is a proposed 
limit of £1m on spending by third parties. 
Lord Neill points out that only one such- 


a 
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group—the trade union UNISON—would 
have been affected by his proposed cap at 
the last general election. But third-party 
spending could become more significant if 
spending by the political parties is re- 
strained. And if several unions each spent 
the maximum £1m, overall- campaign 
spending could become lopsided. 

All this will place a significant burden 
on the independent Election Commission 
that Lord Neill recommends should be set 
up to monitor and enforce the new rules. 


The British political calendar over the next 
few years will be shot through with highly- 
charged campaigns. Apart from the normal 
local and European elections next year, 
and a general election sometime before 
2002, there will be new legislative elections 
in Scotland, Wales and Northern Ireland, 
and likely referendums on the euro and PR. 

Both main political parties welcomed 
Lord Neill's report this week. And it would 
certainly be preferable for the government 
to adopt all of the Neill proposals than to 





| pre of the great and good have 

long played a major role in the mak- 
ingofpublic policy. For all his modernis- 
ing zeal, Tony Blair seems very attached 
to this venerable device. The Neill com- 
mittee has been widely praised for its 
methods: independent, public, wide- 
ranging and largely leak-free. But not all 
the committees set up by Mr Blair are 
likely to get such a good press. 

There are two broad types of commit- 
tee: those investigating earlier policy fail- 
ures, and those examining future policy 
options. In the past, most committees of 
inquiry have been established with 
broad terms of reference, public hearings 
and sometimes High Court powers. They 
have occasionally caused embarrass- 
ment for the government. 

For example, John Major's govern- 
ment set up the Scott inquiry to examine 
the illegal export of arms to Iraq. But 
Scott's inquiry went on longer, and 
ranged more widely, than the govern- 
ment expected. Ministers faced uncom- 
fortable cross-examinations. 

The present government wants to 
avoid a repeat of Scott. How? Aside from 
avoiding similar policy blunders, one 
way is to keep inquiries private. The For- 
eign Office was recently accused of co- 
vertly allowing arms exports to Sierra Le- 
one. Robin Cook, the foreign secretary, 
knew the dangers of public hearings—he 
had used the Scott inquiry to savage the 
Tories. So the Sierra Leone imbroglio was 
investigated behind closed doors 
(though its report was made public). 

The government's handling of other 
policy committees is also raising some 
eyebrows. Take Lord Jenkins's current 
commission on voting reform, due to re- 
port shortly. Michael Pinto-Duschinsky, 
a political scientist, says that previous re- 
views of the voting system have been de- 
liberatelycomposed of people with open 
minds. He worries that the Jenkins com- 
mission is not considering first-past-the- 
post, is biased towards proportional 
representation (PR) and has been con- 
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Government by committee 





It's Jenkins's turn next 


sulting No 10 about its proposals. 

Professor Vernon Bogdanor, a rival 
academic, sees things differently. The 
point of the Jenkins commission, in his 
view, is simply to recommend the form 
of PR to put to British voters in a referen- 
dum. So it makes sense to have PR sup- 
porters decide the best form of PR. It is 
also shrewd, he thinks, for Lord Jenkins 
to ensure that his proposals are accept- 
able to the government. | 

The government's next major com- 
mittee is likely to be on House of Lords 
reform. On October 14th, Baroness Jay, 
the Lords leader, announced a Royal 
Commission to propose changes to the 
second chamber once hereditary peers 
have been removed. There are few differ- 
ences between a Royal Commission and 
a committee. Formally speaking, a Royal 
Commission reports through Parlia- 
ment, whereas most committees report 
directly to ministers. 

But a Royal Commission may take 
longer. The last one on the constitution, 
in the early 70s, took four-and-a-half 
years. For a government with little inter- 
est in an effective second chamber, say 
sceptics, delay may be an advantage. 





delay legislation or dilute the recommen- 
dations which cause it difficulty. Nonethe- 
less, the Election Commission’s job would 
certainly be easier without spending limits 
to administer. 

And even with all Lord Neill’s recom- 
mendations in place, the political playing 
field is never likely to be entirely level. He is 
right to ban foreign donations or spending 
in referendum campaigns. But there is still 
one way for rich foreigners to influence 
British politics—buy a newspaper. 





Manchester 


Tossed out 


[1 IDDLE-CLASS tossers" was how 

Pat Karney, the deputy leader of 
Manchester council, described the city's 
Civic Society. The society had incurred his 
wrath by opposing plans to convert Man- 
chester's historic Free Trade Hall into a 24- 
storey hotel. Well, the argument is over and 
the tossers have won. On October 8th John 
Prescott, the deputy prime minister (and 
self-confessed member of the middle class), 
announced that he was rejecting the plan. 
Following a public inquiry, he described 
the idea as "fundamentally flawed". 

The battle of Free Trade Hall casts a 
sharp light on efforts to regenerate Britain's 
old industrial cities. Manchester council is 
generally reckoned to be one of the most 
dynamic of Britain's big-city governments. 
It has sponsored the rapid expansion of the 
city’s airport, which will soon be the second 
biggest in Britain. A new concert hall and 
exhibition centre have been built. A con- 
vention centre and a stadium for the Com- 
monwealth Games are in the works. 

But in the rush to build a shiny new 


ee a 
Not exactly unobtrusive 
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No thirst for Hirst 


E MIGHT be flavour of the month in 

Shanghai, but has the favourite son 

of “Cool Britannia” suffered a decisive 
setback in the salerooms of London? 

It has been a curious fortnight for the 
artist and sheep-pickler Damien Hirst. 
The most famous of the new wave of Brit- 
ish “conceptual artists", he has special- 
ised in suspending a variety of animals in 
formaldehyde and in the process become 
the darling of the art world. He has even 
become “post-controversial”. Such august 
bodies as the Royal Academy have made 
room for his sharks. 

This month on one side of the world, 
he has been a star of the Institute of Con- 
temporary Arts' pioneering show of cut- 
ting-edge British art and design in China. 
The show even received the endorsement 
of Tony Blair, who dropped by to inspect 
it on a visit to Shanghai. Buy Hirst, one 
would have thought... 

But not in London, it seems. Last 
week, in a sale of contemporary art at 
Christie's, an auction house, two Hirst 
pieces—or rather "installations"—failed 
to meet their reserve prices and were 
withdrawn. Both were early examples of 
his formaldehyde phase. Alone Yet To- 
gether contained 100 fish suspended in 
formaldehyde in separate perspex cabi- 
nets, while Loss of Memory is Worse than 
Death is a steel cage encasing more form- 
aldehyde containers. The former was ex- 
pected to go for £150,000 ($255,000) but 
bidding only reached £85,000. Bidding 











post-industrial future, Manchester is in 
danger of neglecting its potentially valu- 
able past. Wandering around the centre of 
the city, you are given few clues that Man- 
chester was the cradle of the industrial 
revolution. There are not many plaques or 
memorials; much of the city's striking Vic- 
torian architecture is in a state of advanced 
disrepair. There is no sense that Mancu- 
nians take a pride in their past, nor that vis- 
itors might be interested in it. 

Free Trade Hall is one of the few build- 
ings in Manchester which punctures this 
fog of forgetfulness. Its very name links it to 
the traditions of radicalism and economic 
reform pioneered by local men like Peel, 
Cobden and Bright. It has been the site of 
historic political meetings, and in 1966 of 
an historic concert at which one of Bob 
Dylan's first performances with an electric 
guitar was met by an outraged folky's accu- 
satory “Judas!” (It became historic because 
of the bootleg recording made of the event, 
which has just been released as a spruced- 
up and legal cp.) 

Given that the now-disused hall is one 
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for the latter reached £55,000—a price of 
up to £130,000 had been expected. 

This failure to sell the most distinctive 
works of the most famous name in con- 
temporary British art has caused the sort 
of anguished speculation normally re- 
served for an 1CA seminar on the state of 
the post-modern. Does this signal the end 
of Cool Britannia? Or, to be more mun- 
dane, does this signal the official begin- 
ning of the much trailed economic down- 
turn? Christie’s point to the fact that the 
sale was held on a particularly jittery day 
for the world stockmarkets, and the art 
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If only it didn’t stink... 





of Manchester's few famous buildings, it 
seemed a mite perverse for the council to 
attempt to deform it. But leading council- 
lors, and all of the city's mes, lined up be- 
hind the plan to build a multi-storey hotel 
on top of it. They even invoked the ghosts of 
their Victorian forebears to justify their ac- 
tions. Richard Leese, the council leader, ar- 
gues that the industrialists who made Man- 
chester great were not people to let History 
stand in the way of Progress. At present 
there are no five-star hotels in the centre of 
the city. If Manchester's claim to be “Brit- 
ain’s second city” is to be taken seriously, 
reasons Mr Leese, it needs a posh hotel. 
The flaw in this argument is that if Man- 
chester wants to attract hordes of tourists 
and convention-goers, vandalising one of 
its most famous buildings would be a 
strange way to do it. It would have demon- 
strated within the city’s government a fail- 
ing of which Mancunians often accuse out- 
siders: disregard for the city's greatness. As 
Terry Wyke, a local historian, points out, 
plans to build a massive hotel on top of the 
Royal Albert Hall in London would have 







market is notoriously sensitive to the first 
whiff of recession. A few days after its re- 
jection at auction—and once the markets 
had perked up a bit—Alone Yet Together 
was in fact sold by private treaty, although 
for a price “near the low end of the esti- 
mate”—£100,000. 

There may also be more practical ex- 
planations for a slowing in the demand 
for Hirsts. Most of the major British muse- 
ums now have examples of his work, and 
anyone using the quantities of formalde- 
hyde that Mr Hirst uses risks putting off 
even the most dedicated private collector. 
Not on aesthetic grounds, but because of 
the smell. Not to mention the possibility 
of leakage. 













































provoked a national outcry. But since Free 
Trade Hall is in Manchester—barely a two- 
hour railway ride from the capital—the na- 
tional media barely noticed the proposals. 

Fortunately, enough of a hue and cry 
was generated locally to provoke a public 
inquiry and ultimate rejection of the 
scheme. The council has taken the news 
badly. Mr Karney accused the Civic Society 
of being “trendies” who want to turn Man- 
chester into a mausoleum. He urged unem- 
ployed Mancunians to write to the society, 
protesting at the jobs that he claims will be 
lost without a hotel. 

In fact Mancunians, and even the coun- 
cil, should be thankful. One of the more 
worrying trends in modern Manchester 
has been the apparent collapse in interest 
by local residents in the government of 
their city—at the most recent local election, 
just 20% of people voted. The formation of 
a Civic Society three years ago was a wel- 
come sign that some Mancunians were tak- 
ing a new interest in the city’s future. Man- 
chester needs more such “tossers”. 














Robert Cranborne’s Maxim gun 


O BE born well still counts for something in England. To be 
born a Cecil (pronounced *Cissil" by the socially ungauche) 
| confers a special blessing. Robert Michael James Cecil was nei- 
| ther a conspicuously gifted nor a conspicuously happy boy 
i when he turned up at Eton in 1959. But he has done pretty well. 
Now a tubby 52, Robert, Viscount Cranborne sits in the House of 
Lords as Baron Cecil of Essendon in the County of Rutland, pro- 
pelled there by "writ of acceleration", an obscure device that al- 
lows him into the Lords even while his father (Robert Edward 
Peter Gascoyne-Cecil), Marquess of Salisbury, still lives. In early 
| middle age, he can already look back on a career as banker, mp, 
junior defence minister, Lord Privy Seal and member of Jon 
| Majors cabinet. In conversation 
| he displays an agreeable hauteur. 
| He is unable, for example, to re- 
member whether he has ever met 
Tony Blair, though on second © 
| thoughts conceding the possibility 
|. of having bumped into the prime 
| minister at "some dinner for Clin- 
| ton in Downing Street". 

This was a big week for Vis- 
count Cranborne. As Conservative 
leader, he commanded their Lord- 
ships’ two-day onslaught on the 
government's settled plan to abol- 
ish the right of families such as his 
to sit by right of birth in the upper 
house. It is Viscount Cranborne 
who will choose the tactics if the 
Lords are tempted to use their con- 
| siderable powers of delay to 
| thwart this reform. But as he cheer- 
fully acknowledges, he is not only 
a potential thorn in the govern- 
ment’s side. He epitomises the very 
feature of the constitution that the 
meritocrats of New Labour find re- 
| pugnant, namely that under Brit- 

; ain's present arrangements people 
like the Cecils are still born to rule. 
; This is, after all, a very old dy- 
; nasty. A Cecil helped to arrange 
.. the succession of James I from Elizabeth 1; Lord Salisbury, the 
i lastprime minister to govern from the Lords, was his great-great- 
| grandfather. But the family has exerted power more recently 
| than this. Viscount Cranborne's grandfather ("Bobbety") was 
part of the inner circle that chose Tory prime ministers in the 
1950s. Being the scion ofa great English family probably did not 
damage the present viscount's own chances of selection when he 
offered himself 20 years ago as parliamentary candidate to the 
Conservatives of Dorset South. Nor—though this is specula- 
| tionis it impossible that his later elevation to Lords and cabi- 
| net by Mr Major owed something to the awe which that Brixton 
boy might have felt after being entertained by a Cecil at one of 
| England's grandest homes. Even Conservatives who advocate a 
classless Britain, as Mr Major did, can be dazzled by emblems of 
| the continuity that Conservatism purports to revere, Or to put it 
another way, Tories are in at least as much danger of being dis- 
| proportionately enthralled by toffs as the Labour Party is of be- 
i. ing disproportionately enraged by them. 
The question that arises is whether quite such a toff should 





lead the Tories’ opposition to the government's reforms. In the | 
enclosed world of Westminster he is a formidable operator.Few | 
parliamentarians combine experience of the Commons witha | 
feel for the thinking of the hereditary peers. Many Tories relish | 
his sharp tongue and languid wit. It was clever to say that in this | 
battle the Lords were the fuzzy-wuzzies and the government had . | 
the Maxim gun. It was clever to say that Mr Blair must abolish the. | 
hereditaries because only this policy unites “the gentry of Islinge | 
ton with the helots of Old Labour". i 
The problem for the Tories is that a hereditary peer may not . | 
be believed when he insists, as Viscount Cranborne does, that | 
his complaint against Lords reform has nothing to do with the | 
expulsion of his own sort from the ` 
House. He says he would go qui- | 
etly ifonly he could be sure thata | 
properly independent chamber | 
would take his place. He says he | 
will respect the Salisbury conven- | 
tion (negotiated, as it happens, by | 
Bobbety), which says that the Lords | 
can amend but must not wreck a | 
Commons measure for which a | 
government has an electoral man- 
date. He says the point of his rear- 
guard action is not to defend the 
hereditaries but to ensure that the 
reformed house is at least as inde- 
pendent as the present one, and 
that the government does not use 
its newly announced royal com- 
mission as an excuse to abolish the 
hereditaries and then do nothing 
to fill the vacuum. But no matter 
how often he says these things, 
many people will not believe him, 
just because of who and what he is. 
That is a pity. For it is indeed 
all too possible that Mr Blair's re- 
forming enthusiasm will grind to 
a halt once he has got rid of the 
hereditaries. He has promised to 
curb his own powers of patronage 
but has given few particulars. Why 
should any prime minister want to help a neutered upper house 
go off-message again? Someone needs to hold him to his word. | 
Butto keep Mr Blair honest the Tories need to produce less by | 
way of filibuster from Viscount Cranborne and more by way of | 
concrete proposals for what an effective upper house would look | 
| 


like stripped of its hereditaries. The commission which the party 
has set up under Lord Mackay was a good first step. | 

It may seem unfair, as well as ironic, tosay that an accident of | 
birth disqualifies Viscount Cranborne from taking thelead ina | 
matter so close to his heart and history. If you press the viscount, | 
his pleasant irony gives way to a surprising bitterness. Arrayed | 
behind Mr Blair, he believes, are dark forces determined not | 
only to neuter the Lords but to demolish familieslikehisintheir | 
ancestral lairs. “Labour are abouttakingoverwhattheyseeasthe | 
mainsprings of power,” he says. “They have in-mind to change | 
the nature of this country as thoroughly as England changed in | 
the 16th century, with probably asimilaramountofvandalism." | 
Cecil or no Cecil, the Tory leadership should beware of letting | 
this unduly apocalyptic vision cloud its Eigene 
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Absorb a book's most important ideas from 
eight pages, not hundreds! 


Now you can read 
the best business books of 1998 
—in just 15 minutes each! 

Us the executive dilemma of the Nineties: 

Information overload. 

With all of your professional reading 
burdens, you probably find it impossible to 
keep up with the new business books. There 
should be a simpler way. And there is. 


A systematic solution. 

Suppose you had an assistant who screened 
and selected only the quality books for you. 
Who culled the most important ideas from each 
one, and compiled them into a neat little execu- 
tive summary. So you could obtain 
a working knowledge of the book's contents— 
in a fraction of the time. 

Now you can hire that "assistant." 
Soundview Executive Book Summaries 

Every month, you receive quick-reading, 
time-saving summaries of the best new 
business books. Each contains all the key 
points in the original book. But instead of 200 
to 500 pages, the summary is only eight pages. 
Instead of taking five or ten hours to read, it 
takes just 75 minutes! 


You'll benefit five ways. 


In 1980, shortly after the debut of Executive 
Book Summaries, The Wall Street Journal 





burdened executive . . . to what is becoming an 
increasingly irksome management problem: 
too much to read." Here's why: 


1. Gain a competitive edge. With the breadth 
and depth of knowledge gained from books, 
it’s less likely that you'll be caught off 
guard. Count on it: Major changes in the 
economy and the business climate are 
ahead. Will you be ready? 


2. Get ideas you can use. Discover practical 
techniques you can put to work immediately. 


3. Bolster your business confidence. You 
gain a real understanding of the key points 
of the hottest new business books. When 
a title or author comes up, you'll be 
prepared to respond intelligently. 


4. Learn more, remember more. According to 
studies published in psychology journals, 
you retain the content of a summary better 
than a book. 


Slash hundreds of hours off your reading 
load! How often have you cracked open 
à book with great expectations—only to find it 
à huge disappointment? We select the truly 
worthwhile titles—and discard the rest. 


How many of these outstanding 
books have you read? 


Here’s just a sampling of the superb 
business titles we summarize for you: 


* The Living Company Arie de Geus 

* The Anatomy of Persuasion Norbert Aubuchon 

© Stress for Success Loehr, Groppel, and Etcheberry 

* The Leader of the Future Hesselbein et al 

* Beyond Reengineering Michae! Hammer 

* Mission Possible Blanchard and Waghorn 

* The Soul of the Firm C. William Pollard 

* Leading Change John P. Kotter 

© The Loyalty Effect Frederick F. Reichheld 

©... and many more! 

The books we summarize cover just about 

every subject vou need to know: Management 





techniques. Planning. Trends and forecasts. 
Marketing. Training and education. Quality and 
productivity. Leadership. delegation, and moti- 
vation. Effective communication. Hiring and 
firing. Negotiation. Entrepreneurship. Inter- 
national business. Guidance on your career, 
achievement, and personal growth. And more. 

These are the important books. They give 
you a broader perspective and a deeper level 
of insight. And the ideas and solutions they 
contain can pay big dividends for you. 


Special introductory offer... 
plus two free bonuses! 


One year of Executive Book Summaries is only 


| USS139. To buy the 30 books we'll summarize 


would cost you $800 plus shipping. And would 
you have the time to read even half of them? 
Subscribe now and we'll extend your intro- 
ductory subscription an extra two months 
FREE. That's 14 months for the price of 12. 
You'll also receive Skills for Success, packed 


| with the best ideas from past Summaries. 


If at any time you are not 100% pleased, let us 
know and we'll send you a prompt and full refund of 
the entire purchase price. 

The 30 best business books of the year. 
Reading time: 15 minutes each. Tens of 
thousands of executives, in 136 countries, have 
discovered this unique system for keeping 
informed and ahead. Nothing else even comes 
close. Please respond today. 


> COMPLETE THE COUPON and mail to: 
Soundview Executive Book Summaries, 
3 Pond Lane, Dept. SEC 108, 
Middlebury, VT 05753-1164 USA 


> CALL 802-388-8910 
24 Hours a Day 


> FAX your credit card order to: 
802-388-8939 


> ORDER via the Internet: 
http://www.summary.com (World Wide Web) 


OR e-mail: sales@summary.com 


p----------------------------4 


! Introductory Offer» 


YES send me Executive Title 
i J Book Summaries 


3 Pond Lane, Dept. SEC108 


Mirkellem im, UT nETEO 1404 110A 


l for 14 months at only US$139 Co 
I (USS$95 in Mexico). Price ^ Address 
includes Airmail delivery. Also 
| rush my FREE copy of Skills City 
| for Success. | may cancel at Zip/Postal Code 
I any time and receive a full 
refund of the entire purchase Phone 
I price. Whatever my decision, 
| everything | receive is mine to 
l keep Card No 
Soundview 
| EXECUTIVE BOOK SUMMARIES — Signature 
I 


Check enclosed, or, charge my: Visa MasterCard AmEx Diners Club 


U.S funds must be drawn on a U.S. bank. Call or fax for other accented currencies. 


State/Prov 
Country 


Fax 
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l Service. 








Maybe it's because we have built up the professionalism 
















needed to enhance long-term returns for.our clients: 

Or because we emphasize personal client service based. 
on mutual trust. Or because we have been successful . 
Swiss-based international motis) managers since 1890, 
For these and other sound reasons, investors around 
the globe rely on Jüliüs Baer to anticipate and meet thelr 
investment management needs: in private banking par 
excellence, institutional asset management, brokerage, 


and- investment funds. 








Professionalism. Service. Continuity. 
Nothing generates more rewards 
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Mittelstand or Mittelfall? 


Europe would like to think that global economic storms will pass it by. Yet 
Germany's Mittelstand firms are experiencing the first signs of trouble 


PoE to Franz Weihrauch, you are 
CA tempted to put aside your worries 
about Europe's exposure to the rest of the 
world economy. Mr Weihrauch works for 
Haribo, a Bonn-based family firm that 
makes chewy sweets. Haribo has just 
Opened its 15th European production site, 
in Spain, and willsoon open its first Ameri- 
«can plant, in Pennsylvania. Plans are afoot 
to boost sales of its 250-odd “Gummi” 
products in Eastern Europe. Although 
Haribo keeps its accounts under wraps, its 
estimated turnover is DM2 billion ($1.2 bil- 
lion) Mr Weihrauch smiles when asked 
about profits: "Let's just say, very healthy.” 
Is he worried about recession? Not at all. 
"People eat sweets regardless." 

Such optimism is typical of firms from 
the family-owned, conservatively run Mitt- 
elstand. Although the thousands of vigor- 
ous medium-sized German concerns are 
less visible than the country's titans (partly 
because they choose to be), they are the 
most enterprising part ofthe economy. The 
Mittelstand wins plaudits far and wide. In- 
deed, it is credited with having put the 
Wunder into Germany's post-war Wirt- 
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schaftswunder. Today the Mittelstand ac- 
counts for perhaps a fifth of Germany's 
DM900 billion in exports and appears to 
be in rude health. 

But the boom may prove short-lived: 
just when the Mittelstand's approach to 
business was in any case in question, the 
storm battering much of rest of the world 
economy is making landfall in Europe. 
"The fate ofthe German economy relies on 
that ofthe Mittelstand. And at the moment 
Id say it was 50-50,” says Wolfram Gruhler, 
a Mittelstand-watcher at the German Eco- 
nomic Institute in Cologne. 

So far, there are only a few hints of trou- 
ble. The dollar's recent fall is already hurt- 
ing German car makers, whose share prices 
dived last week along with the American 
currency. That will harm car-parts suppli- 
ers, which are well represented in the Mitt- 
elstand. More worrying is the threat of a 
slowdown in the European Union, which 
buys four-fifths ofthe Mittelstand's exports, 
according to Gunter Kayser of the Institute 
for Mittelstand Research in Bonn. A few 
months ago economists reckoned that the 
GDP of the euro-zone would grow by more 


than 3% next year. Now the consensus is 
around 2.3% and falling. Several banks 
have cut their estimates of German growth 
next year to below 1.8%. 

Some of the Mittelstand’s most impor- 
tant industries will suffer. In mechanical 
engineering, domestic orders are still grow- 
ing, but foreign ones have fallen sharply. 
(see chart on next page). The trade body of 
Germany's chemical industry last week pre- 
dicted that export growth for the period 
from January to September could fall from 


7.5% this year to only 3-4% next year. And. 


the sudden downturn in world textile pro- 
duction will bring problems for specialist _ 
machinery firms, such as Barmag and Dor- 


nier. Since the summer, orders have started | 


drying up not merely in Asia, but in Amer- 
ica and Europe too. 

Many executives are not persuaded that 
they should worry. Last. month Ifo, a re- 
search institute, reported that confidence 
among engineering bosses in western Ger- 
many was growing. Olaf Tólke, an engi- 
neering analyst at Merrill Lynch, thinks the ` 
outlook for the firms he covers is "as posi: < 
tive as it's been for a decade”. Porsche, one: 
of the Mittelstand's biggest members, 
boasts of its brimming order-books. D 

To be fair, there are good reasons for 
this confidence. Demand in Germany will 
help to offset disappointment abroad, at 
least for a while. More importantly, the. 
Mittelstand has real strengths to draw on. ^ 
According to Axel Schmidt, professor of 
Mittelstand economics at the University of. 
Trier, many firms restructured during the 
German recession of 1993, shaving produc- 
tion-line flab and flattening management. 
As a result, he thinks, they are now better 
equipped to withstand shocks. E 

The best Mittelstand firms combinedy- 
namism and flexibility on one hand with - 
caution and tradition on the other. More _ 
than 60% of them are among the world's - 
top five in their niche; and hundreds are 
number one, according to Hermann Si- 
mon, author of "Hidden Champions", a 
book that is mainly about the Mittelstand. 
Many, including Haribo, enter a new mar- 
ket only if they believe they can dorninate 
it Economic turmoil may simply give them 
a chance of taking business from rivals. 


Succession stories 

Yet the Mittelstand has weaknesses too, The 
secretive breed got a shock last month 
when the European Court of Justice ruled 
that the German government must punish 
limited-liability companies that fail to 
publish their accounts. Many Mittelstand 
bosses think that keeping financial secrets 
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gives them an edge over their rivals. Some 
have even said they would rather give up 
their limited-liability status than comply 
with the disclosure rules. 

An economic downturn would also be 
worrying, because of Germany's high la- 
bour costs, Although productivity is im- 
proving (unit labour costs fell by 3.4% last 
year), hourly wages and other costs in west- 
ern Germany still average DM48, almost 
twice the level in Britain and four times 
that in Portugal—and, after two years of re- 
straint, wage demands have rocketed (see 
box). Some 20,000 Mittelstand firms have 
invested in Eastern Europe, partly to escape 
German wage bills. Even so, many have 
only a thin cushion to protect them. Mr Si- 
mon reckons that although profit margins 
at the best Mittelstand firms can be up to 
five times the German average, they are un- 
remarkable by American standards. 

Another big problem is succession. 
Roughly three out of four Mittelstand com- 
panies are family-owned or tightly held, 
and two-thirds are managed by their own- 
ers. Andrew Richards, of the Frankfurt of- 
fice of 3i, a venture-capital firm, estimates 
that 5,000-6,000 German companies, each 
with annual turnover of more than DM5m, 


will have to find new owners in the next 
five yeats as the current ones retire or die. 
Most owners want to hand their life's 
work to their children, even though many 
wait until they can barely stand before 
relinquishing control—the "Kohl syn- 
drome”, it was recently called. But the chil- 
dren of Mittelstanders are increasingly 
looking for other careers—despite the best 
efforts of Deutsche Bank, which runs an 
“academy” that prepares them to take over 
their parents’ businesses. The economic in- 
stitute’s Mr Gruhler reckons that up to a 
quarter of the Mittelstand will be sold in 
the next few years, as families cash out. 
Many have already succumbed to the 
wealthy buy-out firms flooding Germany.A 
few-are listing in Frankfurt, not only to 
raise money or resolve the succession, but 
also to raise their profile and attract talent. 
There are also signs that the Mittelstand 
is overcoming its aversion to consolida- 
tion. Hella, a car-headlamp manufacturer, 
recently joined Behr, which makes radia- 
tors, to produce complete front panels for 
cars. Mr Simon says that in the past couple 
of years Mittelstand firms have begun to 
create "mini-conglomerates" through 
mergers and joint ventures with rivals they 




















would once have shunned on principle. 
Clearly, the Mittelstand. is adapting. 
Changes will help firms to raise capital and 
survive a downturn. But in what state? 
While American firms have enjoyed seven 
years of sustained growth, the Mittelstand 
has, in the past five years, undergone a Ger- 
man recession followed by a weak recovery. 
One way or another, as the storm closes in, 
Germany's post-war corporate heroes will 
have a hard time weathering it. 
JA 








Doppelwhammy 


BERLIN 


| ERMAN business is built on consen- 
sus. Government, employers and 
| trade unions come together to compro- 
| mise on weighty issues, and punch-ups 
are avoided. But not always. This week 
business was sent reeling by a thump 
from the new government, followed by a 
left hook from the largest union. 

The first blow was the heavier: the 
new government's planned tax reform. 
| During the election campaign the opposi- 
| tion promised a radical overhaul of Ger- 
| many’s complicated and burdensome tax 
| system. Judged against the rhetoric, the 
| plan that emerged was timid. The new lot 
| Still say they want to bring the top busi- 
i 


ness-tax rate down below 40%, from 56%, 
but probably not before 2002. Naturally, 
there will be no delays in the revenue-rais- 
ing part of the reform. The government 
plans to close some 70 tax loopholes used 
by companies, which it thinks will net up 
to DM44 billion ($27 billion) a year. 
Even if the government honours its 


companies fear that they will end up pay- 
ing more tax than they do now. Among 
the worst-hit will be firms that have writ- 
ten off large amounts of property and 
| those with large hidden reserves, which 
| will now be taxed more steeply when they 
| are realised, Bad news for German banks: 
i 


i 
| 
i 
H 
| promise to cut the corporate-tax rate, 
i 
| 
l 
i 
i 
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some may have to dip into their reserves 
to cover losses in emerging markets. 
Germany's industrial bosses are furi- 
ous at being losers when they are already 
taxed heavily (see chart) and also have to 
bear Germany's astronomical labour 
costs. Most see the loopholes as the only 
way to keep their tax bills in line with 
those in other countries. Hans-Olaf 
Henkel, president of the Federation of 
German Industry, called the tax plan 
“shocking” and said it would cost busi- 
ness up to DM100 billion over the next 
four years. “The ones really hurt by this 
sort of thing are not the big international 
firms, which can always shift resources 
abroad, but the smaller Mittelstand firms 

















that can’t do that so easily,” says Robert 
Koehler, chairman of scr. Carbon, a large 
graphite producer. 

The planned reforms have knocked 
hopes that the Schróder government 
might be business-friendly. Indeed there 
is talk ofhigher energy taxes, which would 
hit big manufacturers, and an extra tax, 
mooted during the campaign, on firms 
that fail to meet government training tar- 
gets. Only the Panglossian now expect a 
cut in the tax on the sale of financial insti- 
tutions' industrial holdings—which is es- 
sential if banks are to sever their un- 
healthily close links with companies. 

Optimism is also in short supply 
among those involved in the next round 
of national wage negotiations, due to 
start in December. On October 13th 1G 
Metall called for a 62% pay increase for its 
34m engineering and metal-industry 
members next year—more than three 
times the average rise over the past two 
years. With profits up and productivity 
rising, union bosses think the time for re- 
straint is over. 

In fact, Germany can ill afford big pay 
rises. With reform of the labour market 
still remote, most economists think Ger- 
man industry needs another half-decade 
or so of modest wage deals. But industry 
cannot expect support from the govern- 
ment: Walter Riester, former number two 
at 1G Metall and favourite to be the next 
labour minister, issaid to have backed the 
union's demands whole-heartedly. 
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Fer taner wont be sitting in tbe front row 
if be can't make tbe airport train on time; 


he won't make the train on time 
if be cant land on time; 


be might not be landing on time 
if not for tbe engineers of ABB. 

















Tos her father is working in Lyons 
Tonight, she's playing in Oslo. So it won't be possible for them 
to be together on one of the most important evenings of her young life 
But soon, it will be. 
A few years ago, the Parliament of Norway approved a plan 
to construct a totally new international airport that would streamline service to Oslo. 
It was a challenging project that presented some serious problems for the builders 
until they met the engineers of ABB who showed them how ingenious engineering 
could help provide some answers 
Now the project is underway and ABB and its partners are turning 
the new airport at Gardermoen into a reality 
New runway lighting will help make landings and take-offs safer and more punctual; 
the computerized control equipment for a new baggage handling system 
will make getting out of the terminal easier; and the associated rail connection 
will make getting home quicker. 
To the Norwegian public, it will mean safer and more efficient 
travel to and from Oslo. But to the father of one young violinist, 
it will mean something far more 
Because on an evening when his daughter is playing 
Schubert's ‘Sonata in B Flat’, he will be there 


INGENUITY AT WORK 


Visit the ABB World Wide Web site at http://www.abb.corr 





Well, why not? Why can’t things be different? After all, nothing new 
up those possibilities is every bit as fascinating as where they lead 


should talk to us. You'll discover that we're not just any bank, but the 





UBS AG: Private Banking, Institutional Asset Management (UBS Brinson), Investment Banking (Warburg Dillon Read), Private Equity (UBS Capital). Issued by UBS AG regulated in the 


could ever be created if someone didn’t think of it first, and dreaming 
If you expect your banker to look beyond the obvious, perhaps you 
right bank for you. x 





the SFA. In the U.S. Warburg Dillon Read LLC, a subsidiary of UBS AG, is a registered broker-dealer and member of SIPC, the New York Stock Exchang ther leading ex 


Your mother warned you, “Just because everyone else jumps off a bridge — 


Y /2 13 


doesn't mean you should” Why can’t con sultants keep it that simple? 








Drug industry 
It ain't 
necessarily so 


sy "OU. say potato, I say genetically 

modified organism. You say to 
mato, Esay exciting new biotechnology.” 
No wonder. American Home Products 
(AHP)and Monsanto, two life-science com- 
panies that planned to merge, decided to 
call the whole thing off. According to the 
two firms, the deal, which would have cre- 
ated a pharmaceutical powerhouse with 
$23 billion in annual sales of drugs, agricul- 
tural and nutritional products, was can- 
celled on October 13th because it was no 
longer. in.shareholders “best interest". 
Monsanto's boss, Robert Shapiro, vaguely 
blames “changed circumstances” and 
“Variations. in strategic vision” that 
emerged as the deal was worked out. Many 
analysts, though, speculate that the deal 
was condemned to fail by conflicting cor- 
porate cultures and managers’ rivalries. 
"This is a pity because, on paper at least, 
Monsanto and AHP made an attractive 
couple. Although it is best known for its ge- 
netically engineered crops, such as Round- 
up Ready soya and insect-resistant pota- 
toes, Monsanto also has Searle, a bustling 
pharmaceuticals division. Searle's pipeline 
is full of new products, but the firm lacks 
the sales push to launch many blockbuster 
drugs on to the market. AHP, on the other 
hand, isa bigger company with a salesforce 
ofi 10,000 andis also a strong marketer. 

“AHP is a dab hand at selling over-the- 
counter drugs (it makes Advil, a popular 
anti-inflammatory), which would have 
been useful to Monsanto, since it wants to 
market some of its new therapeutically en- 
hanced food products, or “nutraceuticals”, 
As a bonus, AHP also has an agricultural di- 
vision that specialises in chemical herbi- 
cides, a pleasing complement to Mon- 
santos own strengths in agricultural 
biotechnology. Last but not least, the com- 
panies expected to make cost savings of $1.5 
billion in the first three years. 

"Wall Street was quick to punish the 
merger's failure. The companies’. share 
price barely budged when they announced 
the deal on June 1st. But Monsanto's shares 
lost 27% of their value and Aup’s shares fell 
10% when the bad news broke (see chart), 
having previously slipped on rumours that 
the deal might be in trouble. This is the sec- 
ond important deal of Anr's to falter in 
eight months: its merger talks with 
SmithKline Beecham were broken off in 
january this year when the British firm de- 
cided to throw its lot in with its larger com- 
patriot, Glaxo Wellcome (a merger that it- 
self fell apart only a few weeks later). 

“However, Monsanto is bearing the 














brunt of investors’ anger, because it has the 
most to lose. Over the past decade, the com- 
pany has transformed itself from a dull 
plastics-and-fibres business into one of the 
world’s most exciting biotechnology out- 
fits, specialising in agricultural products 
and drugs. This make-over, which includes 
alliances with Millennium and other bio- 
technology companies as well as the pur- 
chase of seed companies, such as DeKalb 
Genetics Corporation, has cost Monsanto 
$8 billion. Without AHP’s wealth, Mon- 
santo will have to find other ways to pay for 
its acquisitions. It has already applied to its 
bank for an additional $2 billion credit fa- 
cility and is arranging to be ready to issue 
up to $6 billion-worth of shares when the 
time is right. 

Given its research strengths, Monsanto 
is unlikely to want for suitors. It already has 
a long-standing arrangement with Pfizer, 
an American drug firm, to market its novel 
anti-inflammatory compound, Celebra. 
Future drug-development deals might even 
include AHP, which also claims to be open 
to “new opportunities”. 
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So what went wrong with the deal? Alex 
Zisson, a pharmaceutical analyst with- 
Hambrecht & Quist in New York, points: 
out that the grand vision of company lead- : 
ers is not always shared by their subordi- 
nates. The arrangement reached between : 
Mr Shapiro and John Stafford, Anr's chief 
executive, to co-chair the new company al- 
ways seemed awkward; the balancing act 
may have become even harder further 


down the company ranks. Mr Zisson thinks |. 
that mergers of equals hardly ever work. 


“The only mergers that do are the ones 
where big companies take over small ... 
ones... and then gut them,” he says. 

Raymond Hill, a pharmaceuticals con- 
sultant with A.T. Kearney in New York, 
wonders if any merger is worth the disrup- 
tion that the prospect—let alone the real- 
ity—brings to a company's daily business. 
Mr Hill reckons the average economic 
value-added, above the cost of capital, of 
pharmaceutical companies that have 
merged in the past nine years fell by at least 
half after the merger. 

Why, then, do they do it? The conven- 


tional view is that firms need to muster: 


huge amounts of money to buy the tools 
and the talent needed to pump out new - 
drugs at speed. One strategy is to pool re- 
sources with another firm, and save money 
by trimming anything that is duplicated. 
But Mr Hill argues that firms would do 


better to concentrate on a few core diseases, . © 


rather than trying to cover many therapeu- 

tic areas, and to contract out most of their 

operations, such as clinical trials, market- 
ing and even early research, to other firms. 
After all, as Jonathan Fleming, a venture . 
capitalist with Oxford Ventures in Boston 

puts it, "Why take over? This is the 19908. 
You don’t have to marry someone just to get 
into bed with them.” 
— HAAS ad 





Gambling 
Casino capitalism 


LAS VEGAS. 


The capital city of American gambling is about to launch a record number of : 
new hotels and casinos. Its timing is terrible 


HE party may be over in the rest of the 

world. In Las Vegas it is reaching new 
heights of indulgence. On October 15th, as 
The Economist went to press, Stephen 
Wynn's Mirage Group was due to open 
what it proudly calls the most expensive 
hotel in the world. The $1.8 billion Bellagio 
was inspired by a village of the same name 
near Lake Como in northern Italy—hence 
its profusion of what look like poplar trees 
and an eightacre lake lined with "Tuscan" 
villas. In many ways the copy is more strik- 
ing than the original The hotel boasts 
3,000 rooms, 8,600 staff and 250 master 


chefs. Its art gallery features roughly $300m 
worth of masterpieces, including works by 
Van Gogh, Cézanne and Picasso. 

Opening just one such mega-hotel in 
the present economic climate would be 
courageous. But there are currently several 
under construction in Las Vegas, all within 
walking distance of each other. Directly op- 
posite the Bellagio, replicas of the Eiffel 
Tower and the Arc de Triomphe are rising 
from the rubble, signalling the arrival of the 
Hilton Group’s $760m “Paris”. Just down 
the road, builders are putting the finishing 
touches to Circus Circus's $950m “Manda- _ 
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lay Bay”. In the other direction still more 
builders are hard at work on Sands's $2.25 
billion “Venetian”. At the same time, MGM 
Grand is forking out $750m to expand and 
upgrade its facilities. Rio Hotel and Casino 
is spending another $200m. 

All in all, over the next two-and-a- 
half years, Las Vegas will add more 
than 20,000 new rooms to its cur q 
rent 106,000. Bruce Turner, an an- 
alyst with Salomon Smith Bar- 
ney, thinks that, over the same 
period, the amount of invested 
capital in listed gaming firms in 
southern Nevada will rise from $11 bil- 


A 


lion to $20 billion. \ 


The worry is that the local hotel 
market is already soft. Room-occupancy 
rates are down from more than 90% a 
couple of years ago to 86% today. Al- 
though that is an enviable figure 
by the standards of most of the 
hotel industry, it is worrying for 
companies that operate on the 
assumption of full houses, so 
to speak. The hotels are busy 
slashing prices: in the middle of 
the week you can spend as little 
as $79 anight ona luxury room 
that might cost $200 or more 
elsewhere in America. In the 
year to the end of January 1998, Circus 
Circus reported profits of $90m, down 
from $100m a year earlier. Mr Turner ar- 
gues that the casinos’ share prices have 
been in a “recession-like state” for the past 
two years. 


Ahouse of cards 


The market is likely to get softer still. Asian 
turmoil is taking its toll, particularly of 
high-roiling gamblers. Revenue from bac- 
carat, which is particularly popular with 
Asians and can make up as much as a tenth 
of a casino's revenues, is falling. Several 
firms, including Mirage Resorts, have even 
taken the unprecedented step of reducing 
the credit that they extend to big spenders, 
instituting financial reviews of dozens of 
customers. And the financial downturn 
may soon hit American gamblers too. Mr 
Turner predicts that recreational spending 
will contract more rapidly than general 
spending as the American economy slows. 

Even without the problems of the 
global economy, Las Vegas would be in 
trouble. A decade ago the city had a monop- 
oly of legal gambling. However, there are 
now dozens of states that have legalised the 
business. Between 1987 and 1997 revenues 
from American casinos grew from $6.5 bil- 
lion to $25.5 billion. 

The competition is about to get tougher. 
A proposition on this November's ballot in 
California seeks to extend and codify gam- 
ing rights on Indian lands. Opponents of 
the measure, led by the Nevada casinos, are 
spending. more than $15m on their cam- 




































paign; more than a quarter of the casinos 
customers come from California. However, 
opinion polls suggest that the measure is 
likely to pass, preparing the way for an ex- 
plosion of investment in Indian gaming. 
Add to this that airlines are shifting flights 
from Las Vegas to other destinations—on 
the ground that they make more money on 
business travellers who pay full fares than 
on tourists who book in advance—and the 
outlook is bleak. 

The origins of the building binge lie in 
the mid-1990s, when credit was easy and 
the economy booming. But it also reflects a 
belief among casino owners that the best 
way to compete is to provide ever bigger 
and better spectacles. The aim is to raise the 
stakes so high that all but those with strong 
nerves withdraw from the game. 

When it comes to bigger and better, the 
casinos are certainly delivering. Mandalay 
Bay (with 3,276 rooms) will feature a ten- 
acre tropical lagoon complete with beach 
and surf. The Venetian (with 3,036 suites) 
will boast a 1,200-foot canal, complete with 
serenading gondoliers, arched bridges and 
a replica of the Piazza San Marco. 

There are three difficulties with this ap- 
proach to the gaming business. The first is 
thatitis becoming increasingly difficult for 
casinos to make a decent return on their 
money. Six years ago you could enter the 
Las Vegas market with an investment of 
$300m and expect to make a 25% return on 


“your capital. Today it costs upwards ofa bil- 


lion dollars to enter the market and returns 
on capital have shrunk to 15%. 

The second is that, in a flat market, the 
casinos have little choice but to compete 
head to head. The gaming establishment 
has always assumed that each new attrac- 
tion would simply increase the overall size 
of the market. Casino owners have even 
helped each other with loans. This is no 
longer happening. The new resorts will, in 
all probability, drive some of the older op- 
erations out of business; even such a vener- 
able establishment as Caesar's Palace is 
now thought to be at risk. There may not 
even be room for the two Italians, Bellagio 
and Venice. 

The biggest problem, however, is that 
gambling and other forms of enter- 
tainment do not always mix. In the 
early 1990s the casinos thought 
their future lay in family enter- 
tainment, transforming the city 
into a cross between Disneyland 
and Sodom and Gomorrah. The 
families stayed at home. The casi- 
nos are now betting on 
upmarket sybarites. But will 
~ they prefer replicas of Bellagio to 
the real thing?. 

People have been predicting the 
death of Las Vegas ever since the mob hit on 
the idea of using the desert town to recycle 
dirty money in the 1940s. The city has 
thrived in the ten years since it lost its mo- 
nopoly on gambling. It has a long history of 
building binges. But it has never built on 
anything like the current scale before. And 
it has never done so in economic circum- 
stances that are so unpromising. 





Telecom Italia 
What next? 


ROME 


S ITALY gets through governments, so 
Telecom Italia gets through managers. 
The former state telecoms monopoly has 
been battered by feuding and strategic dis- 
array. Since investors put their money into 
Telecom Italia when it was privatised a 
year ago, they have seen the shares seriously 
underperform.the market. But, as the past 
ten days have shown, matters can always 
get worse. Investors received another slap 
in the face on October 6th when Bloom- 
berg, a news agency, reported that the firm 
foresees a fall in consolidated. net profits 
next year. Suddenly senior managers, in- 
cluding Gian Mario Rossignolo; the firm's 
second chairman since privatisation, find 
their jobs under threat. 
Although the forecast fall in profits was 
bad, the way in which the public learned 
about it was even worse. The news leaked 











.. 4f "Made in Italy" has made a big 
| impact on world markets, it's thanks 
also to Italian management skills. 
And the place to learn those skills 
.is in Europe's largest 


management school, 


the SDA Bocconi in 
Milan. At | 
-. Our 16-month MBA . 


course, accredited by 


AMBA and EQUIS, is 





The MBA will be presented 
in the following cities: 


Bogotà - Brussels - Buenos Aires 


Caracas - Frankfurt - London 
Los Angeles - Madrid - Paris 


Mexico City - Sao Paulo - Toronto. 


designed to equip tomorrow's managers _ 
to face the challenges of the future. 

Not just in Europe, but globally. 
As our international teaching staff 


and student body 
demonstrate. NE 
To find out more. 


about the advantages as d 
of our MBA, ask for- 


the brochure by fax or 
e-mail. 


Tel. ++39-02-5836.6605/6606 Fax ++39-02- 5836.3275 E-mail: MBA@sda.uni-bocconi.it 
The brochure and application form can be downloaded from our website: www.sda.uni-bocconi.it/mba/ 
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out after it had been presented to the trade 
unions. Shareholders, naturally enough, 
thought that they should have been the first 
to know of their company’s forthcoming 
difficulties. The firm huffed and puffed, 
first saying that the forecasts it had pre- 
sented to the unions were designed to mis- 
lead workers into accepting a lower wage 
settlement, only to admit a few days later 
that they had been accurate all along. 
Consob, Italy’s stockmarket regulator, in- 
formed Telecom Italia on October 9th that 
it believes that the firm has violated com- 
pany law. 

The company’s chief financial officer, 
its head of personnel and the head of exter- 
nal relations are all under scrutiny. Mr 
Rossignolo has declined to accept blame, 
but is probably regretting his boast earlier 
this year of being “a very powerful execu- 
tive chairman”. Mr Rossignolo lost an im- 
portant backer on October 13th when Um- 
berto Agnelli, chairman of rriL, one of 
Telecom Italia’s largest shareholders, said 
that the management of the telecoms group 
must pull its socks up. Paying off the men at 
the top would cost money, but some share- 
holders think it would be worth doing at 
almost any price. 

Telecom Italia’s shares plunged to 8,815 
lire on October 9th, 19% below their offer 
price to retail investors. This has opened 
the way to the purchase of a large stake by 
an industrial partner. Senior Treasury offi- 
cials are unlikely to raise objections. Many 
shareholders would be delighted. Telecom 
Italia has had partners in the past, but none 
has got as far as taking an equity stake. 
America’s AT&T was a partner when the 
firm was privatisated, but that fell through 
after a change in aTat’s management. 
There was relief when Britain’s Cable & 
Wireless stepped into the breach, but that 
deal too now seems to have fallen 
through—though precisely why is still not 
clear. Who will be next? 

An intriguing possibility is Britain’s Br, 
which appears to be disillusioned with its 
current investment in the Italian market—a 
joint venture called Albacom formed with 
BNL, a bank, Silvio Berlusconi’s Mediaset 
and, since July, ENI, Italy’s national energy 
group. Having started with more than 50% 
of Albacom when the company was 
founded more than three years ago, Br has 
allowed its stake to fall to a little over 20%. 
BT was also a disappointed bidder for the 
third Italian mobile licence; its enthusiasm 
for the fourth licence has been tempered by 
the limited spectrum that is on offer. As Sir 
Peter Bonfield, Br's chief executive, surveys 
his assets in Europe's largest markets, Italy 
must be the place that gives him least cause 
for satisfaction. 

BT will not comment on market ru- 
mours, but Telecom Italia’s international 
assets, particularly those in Latin America, 
would add to the strength of pr's recent 
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cross-border joint venture with AT&T. With 
$7 billion (£4 billion) of cash having come 
through from WorldCom for Br's stake in 
MCI, 5% of Telecom Italia would be easy to 
afford. That would give Br equality with the 
Italian Treasury and considerable influ- 
ence over the direction of the company. Al- 
though BTs European investments have 
tended to be in newcomers such as 
Albacom rather than incumbents, it came 
close to taking a stake in Spain's Telefonica 


last year. 
From Telecom Italia’s point of view, Br 
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would be just about the ideal partner. The 
British multinational would bring experi- 
ence of what incumbents have to do to de- 
fend themselves in liberalised markets, as 
well as a network of international alli- 
ances—ATaT being the most recent. Above 
all, it would be seen as a bulwark against 
the sluggish—though robust—Global One 
partnership between its European rivals at 
Deutsche Telekom and France Telecom. A 
spurt in Telecom Italia’s depressed share 
price this week suggests that the troubled 
firm's shareholders live in hope. 





Globalisation 


The strange life of low-tech America 


MAYBROOK, NEW YORK 


America's most basic manufacturing industries have survived globalisation 


unscathed. So far 


HEN people think about America's 
electronics industry, they conjure up 
semiconductor workers in Dr No suits— 
not people in t-shirts checking lightbulbs. 
Using machinery that is mostly more than 
a decade old and technology that has not 
greatly changed in half a century, the 210 
workers at Osram Sylvania's factory at 
Maybrook, New York, churn out some 22m 
fluorescent lights a year. Yet the plant has 
the biggest share of the American market 
for compact fluorescent lights—and the fac- 
tory manages to export a third of its output. 
Maybrookis surprisingly typical, in sev- 
eral respects. Most of America's lightbulbs 
are still made in the country. More gener- 
ally, far from relocating overseas to benefit 
from cheap labour or lax regulations, low- 
tech America—or a fair part of it-seems to 


be staying at home. For every Intel or fash- 
ionably "virtual" company such as Nike 
(whose shoes are assembled around Asia), 
there are plenty of humdrum American 
manufacturers turning out plastic chairs, 
cutlery, toys, tape-measures and T-shirts. 
Numbers are hard to come by. But evi- 
dence from 19 low-tech industries shows 
that while average growth has not been 
spectacular, most are holding their own in 
terms of both output and jobs (see chart on 
next page). Joel Kotkin, of Pepperdine Uni- 
versity, reckons that in Los Angeles, which 
is America's biggest manufacturing centre, 
the clothing business, which has been re- 
newed by a new generation of Asian, Mid- 
dle Eastern and Latin American immi- 
grants, has sneaked past aerospace to 
become the second-biggest employer after 
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the entertainment industry. 

In the United States, wages and fringe 
benefits in manufacturing average about 
$18 an hour. Undoubtedly many low-tech 
firms pay their workers, legal and illegal, 
much less. Even so, hourly rates in America 
are more than a week's pay for workers in 
many developing countries. Most of the 
difference can, of course, be explained by 
lower labour productivity in poor coun- 
tries: unit labour costs are often not that dif- 
ferent. But productivity has been climbing 
fast in emerging markets. So what is stop- 
ping low-tech businesses relocating abroad 
in search of bigger profits? 

Some low-tech American businesses are 
small family-owned outfits: their bosses, 
the “Millionaires Next Door” celebrated in 
the book of the same title, might have 
merely sentimental reasons for staying put. 
But others are controlled by multinational 
firms (Osram Sylvania is owned by Germa- 
ny’s Siemens), which would not think twice 
about moving if it made sense. Similarly, 
many low-tech firms have been shielded by 
America’s long economic boom. But if do- 
mestic demand falters, they may have to 
look again at where their factories are lo- 
cated, particularly since emerging-market 
currency devaluations have made overseas 
facilities more competitive. 

Low-tech American enterprises might 
still fall back on other defences: 

e Transport costs often matter more in 
low-tech industries. Importing a 50-cent 
lightbulb from overseas might cost 20 
cents. Foamex International, the world's 
biggest supplier of urethane foam (which 
goes into car-seats and mattresses), has 67 
different factories and distribution outlets 
in America. Andrea Farace, the firm's chair- 
man, points out that transporting a prod- 
uct that is 95% air is not economic. 

e Many low-tech industries are either capi- 
tal-intensive or can be made to be so. For 
instance, Oneida, a New-York-based firm 
that is the world’s largest manufacturer of 
steel cutlery, invested in new machinery for 
its domestic factories.even as many of its 
peers moved overseas in search of cheaper 
hands. Two-thirds of the firm’s cutlery is 
made in the United States. At Maybrook, la- 
bour accounts for only 20% of the cost of 
each fluorescent light. 

* Quick delivery and reliable service of- 
ter: matter more than cost to customers— 
particularly to retailers keen to reduce their 
own inventories. Rubbermaid, one of 
America’s most admired companies, could 
probably make its plastic household prod- 
ucts more cheaply in Asia. But in order to 
keep fussy customers such as Wal-Mart 
happy, it would have to keep ari enormous 
inventory of products; it might not be able 
toramp up production quickly ifa product 
were successful. More than 90% of Rubber- 
maid's sales in America are made there: 

John Dunlop, a former Secretary of La- 





WERE CU UE 


bour who is studying the links between 
America's textile, clothing and retail indus- 
tries, claims that "labour costs no longer 
decide the global economy: time is the criti- 
cal issue.” Oscillating fashions, promotion 
schedules and seasonal offerings demand 
flexibility. Nike's distributors have to order 
their shoes from Asian suppliers months in 
advance—which relies on them staying in 
fashion. When the enthusiasm of American 
teenagers for Nike cooled last year, the sys- 
tem clogged up with unsold sneakers. One 
reason why Vita Needle, a small Massachu- 
setts company, still dominates many spe- 
cialist applications for metal needles is be- 
cause customers like its portfolio of designs 
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that date back five decades. 

* Many American consumers still have lo- 
cal taste and are nervous about foreign- 
made products. One South Carolina-based 
distributor says that furniture made in 
many Asian countries does not look 
“American enough”: so far he has got what 
he wants only from one Filipino factory, so 
he buys the rest at home. Some even suggest 
that patriotism matters. Two shoe firms, 
New Balance and Red Wing, maintain that 
“a. certain segment” of customers care 
about their “Made in the usa” stickers— 
though there is no evidence that Nike has 
lost sales despite widespread criticism of its 
working practices abroad. 

e Many industries are protected by trade 
barriers, both formal and informal)In 
some cases, these have been removed once 
the firms put their house iri order (Harley- 





Davidson licked its wounds behind import 
tariffs in the 1980s). In many more (includ- 
ing textiles and most of agriculture) they re- 
main: despite NAFTA, a complicated lum- 
ber accord still protects America's saw mills | 
from cheaper Canadian producers. 

e Many low-tech businesses rely on skills 
that are not easily transferred. “You can’t 
just train people to make lamps overnight,” 
says an indignant Dick Brace, Maybrook’s 
plant manager, pointing out that new com- 
petitors from such places as Asia always 
run into problems to do with quality. The 
machinery at Maybrook may look quaint, 
but it is intricate and hard to maintain. 
With its know-how in adhesives, 3M still 
makes things like sandpaper in America: 
its grains stick to the paper longer than 
those of competitors. 

e Constant innovation also helps Ameri- 
can firms. Fluorescent lights heat up as they 
burn out, sometimes expanding so they get 
stuck in their fixtures. Maybrook has just 
started adding small drops of titanium hy- 
dride that will put out the light when it gets 
too hot, giving the factory a—probably 
short-term—advantage over its competi- 
tors. One of Mr Brace's innovations has 
been to introduce a couple of R&D people 
to the factory floor to spot similar 
opportunities. 


Under the thumb? 


The most enduring image from low-tech 
America is of remorseless pressure to 
change. Globalisation may not have forced 
all firmsoverseas, but it has certainly forced 
them to jump through hoops that they 
never knew existed. Over the past decade, 
Osram Sylvania has cut its workforce in 
America from 19,000 to 13,000, while 
boosting productivity by 50%. Rubbermaid 
has had several reorganisations. At the end 
of August, 3M said it would cut its 75,000- 
strong workforce by 6% and discontinue 
some of its 50,000 products. Meanwhile, 
now that Indonesian and Thai furniture 
firms have dropped their prices by a third, 
the South Carolinian furniture distributor 
is planning another tour of Asia. 

At Maybrook, Mr Brace is under no illu- 
sions about globalisation. Lights made by 
cheap overseas firms are getting better. 
New equipment at an Osram factory in 
Bari in Italy is faster than Maybrook's and 
Mr Brace may have to reduce the line that 
makes the same “s-type” lights as Bari 
(which acounts for a third of Maybrook's 
output) On the other hand, he thinks that 
Maybrook can take over some work from a 
German factory. Meanwhile, he is pushing 
through other changes, such as a new 
profit-share scheme for all the workers at 
the factory, and à new computer system. As 
long as. Maybrook. keeps: changing more 
rapidly than its competitors, it will besome 
time before the lights go out. 
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TODAY’S CLASS 
DISCUSSION STARTS 
PROMPTLY AT 
8:00, 12:00 AND 21:00. 


One advantage of Duke University’s Global Executive MBA program is diversity: participants are 
from many industries, countries and cultures. And since they are also from many time zones, DUKE 


real-time sessions on the Internet are carefully scheduled. After all, the world of business THE FUQUA | 


SCHOOL a 
never sleeps. To learn more, simply call 919.660.7804 or visit www.fuqua.duke.edu. OF BUSINESS 


istan Steel, a Private Limited Company located at Bin Qasim, Karachi: | 
is wholly owned by the Federal Government. The paid up capital of the 
Mill on 30th June, 1998 consisted of issued, subscribed and paid up shares’ 


PRIVATISATION COMMISSION amounting Rs. 50 million and equity fund of Rs. 17156 million. 
GOVERNMENT OF PAKISTAN € Privatisation Commission invites EXPRESSION OF INTEREST (EOI) 


REQURES A from reputed investment banks, management consultants,” 
i groups/consortiums offering financial advisory services and possessing 


established credentials in the steel engineering sector, The EOT should” 
include technical and financial information on the firm/consortium along: 
with a bank draft in favour of “Privatisation Commission, Government 
of Pakistan” in the amount of Pak Rs. 50,000/-(Rupees Fifty Thousand) : 
C) 


or equivalent US$ on account of non-refundable Processing Fee. Terms of 


[ 
| 


Reference (TOR) for the assignment will be provided to the parties submitting 


B | : the EOL 
. TEEL L foposals duly marked “Financial Advisory Services for Pakistan 


Steel Mills” should reach the Privatisation Commission at the following 
e Government of Pakistan intends to privatise Pakistan Steel Mills, one address by close of office hours, latest by 
of Pakistan's largest and the only integrated iron and steel manufacturing 
- industrial complex. A Financial Advisor is to be appointed to assist the 
- Government of Pakistan in this process. The Financial Advisor shall be 
responsible for all activities leading to the sale and transfer of management 
control to a strategic investor. 





vakistan Steel was built with the assistance of former Soviet Union and 
ame into operation in stages during 1981-1985, It has manpower of approx, : 
24,000 with an installed capacity of producing 1.1 million tons of raw steel e: Privatisation Commission 
per annum, Pakistan Steel has eleven operating divisions, whose end 4 Government of Pakistan 
products are coke, pig iron, slab/bloom billets, hot rolled coils/sheets, cold 
-. rolled coils/sheets and galvanized products, Besides, these divisions produce 5-A, Constitution Avenue, EAC Building, Islamabad, Pakistan. Tel # (02.51) 9205146/7/9 
* by-products such as ammonium sulphate, coal tar, granulated slag ete, Fax # (92-51) 9203076, 9211697, E-mail: popak@meganel com pk 


Visit Our Website at: http://www. privatisation.gov.pk 
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| her “Schindlers List"—"more admirable 
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Dumbing up 


With her new film, “Beloved”, Oprah Winfrey is appealing to the serious side of 
America. Is this a bid for respectability or good business—or both? 


T IS as though Lou Dobbs, anchorman of 
CNN’s “Moneyline”, were to choose this 


face of it, it will not pay much better. The lat- 
est role of Oprah Winfrey, who packages 
gushing emotions for daytime television, is 
as producer and star of a film, released this 
week, that draws on “Beloved”, a Pulitzer- 
prize-winning novel. Its subject is the moral 
choices that face a runaway slave in the 
1870s. Over three serious hours it deals with 
the black American experience—and in Hol- 


ous black films do not make money. 
Predictably, some critics have been left 
slightly cold by what Ms Winfrey has called 


than involving”, wrote one. The suspicion is 
that, like many who have successfully clam- 
bered to wealth and influence, Ms Winfrey 


| now craves intellectual respectability. After all, when you have 








$500m to your name, you can afford a little vanity. And some 
whisper that Ms Winfrey has become uncomfortable being 
downmarket. She has been losing viewers to Jerry Springer, 
whose show rejoices in brawling, swearing and destroyed lives. 
It seems to be more evidence for the nostrum attributed to Phin- 
eas Taylor Barnum, a great American entertainer, that nobody 
ever lost money by underestimating the American public. 
Except that there is the glint of a strategy to Ms Winfrey's lat- 
est project. Ms Winfrey, who in her early days picked through 
gutter-horrors almost as bad as Mr Springer's, has been moving 


| upmarket for years. If somebody recently ranked “second-most- 


powerful woman in American business” thinks this makes 
sense, others would do well to take note. 

In contrast to many rivals, Ms Winfrey has made self-im- 
provementa part of her brand. Her entire life has been one long 
upward progression. She was born to unmarried parents in Kos- 
ciusko, Mississippi, in a house without indoor plumbing. Her 
mother had planned to christen her Orpah, after the Biblical fig- 
ure in the Book of Ruth, but the “p” and “r” were mistakenly 
transposed on the birth certificate. Her fans have shared their 
experiences with Ms Winfrey in part because she has shared her 
experiences with them, confiding to her audience that she was 
raped by a cousin at nine years of age, became pregnant as a 
teenager, and experimented with co- 





caine in her 20s. Chaise-l potatoe fessional theatre companies, compared 
Butthere is more than sentiment and Chaise longue nota oes with fewer than 60 in 1965; the number | 
suffering to Ms Winfrey. She has a good % of 18- to 22-year-olds of American graduate students has 


head for business too. Having graduated 
from local news to daytime television, 
she was quick to exploit her position as 
America’s top daytime host. She opened 
Harpo Studios in 1985 and Harpo Pro- 
ductions in 1988. Instead of being mere 
hired talent, Ms Winfrey owned her 
show, the company producing it, the stu- 
dio where it was recorded, and roughly 
2m share options in King World, her dis- 
tributor. “At that point, Oprah reported 
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to nobody but God,” notes one of her staff. 


front of the cameras. Until the creation of 
Oprah's Book Club, few would have associ- 
ated literature with daytime television. Ms 
Winfrey selects a book a month from those 
that she has "read and loved". She then in- 
vites the author and a handful of viewers to 
discuss the book over dinner. Excerpts are 
later broadcast on the show. 

Viewers, who might have been expected 
to prefer a sex-addicted trans-sexual on a 
competing channel, have loved it. One pub- 
lishing executive reckons that the club has 
sold 12m books, worth nearly $160m. In 
1996 when Ms Winfrey picked “Song of Sol- 
omon", by Toni Morrison (who also wrote 
*Beloved") the book rocketed up the 
bestseller list and was reprinted 15 times. It 
was an impressive feat, given that Ms Morri- 
son was hardly unknown: she won the Nobel prize for literature 
in 1993. Ms Winfrey's productions have been successful too. 
Harpo's mini-series based on “The Wedding" by Dorothy West, a 
writer of the Harlem Renaissance, enjoyed higher ratings than 
the closing ceremony ofthe Nagano Winter Olympics. 


The upmarket market 


There is, in short, more than intellectual vanity at work here. Ms 
Winfrey is only one of several talk-show personalities to have 
engaged in suspiciously sophisticated behaviour of late. Geraldo 
Rivera, a notorious schmoozer from afternoon television, has 
rebranded himself as “the news anchor for the next millen- 
nium"; his employer, NBC, has given him a serious news pro- 
gramme to prove the point—to the dismay of NBC's career news- 
men. Don Imus, a laddish radio host, whose show is syndicated 
on more than 90 radio stations and is televised on MSNBC, has 
created the Imus American Book Awards. A Pulitzer prize, at 
$5,000, would not keep a self-respecting author in liquor for 
more than a few months; Mr Imus's four prizes will be worth a 
total of $250,000. 

Indeed, evidence gathered recently by the Wall Street Jour- 
nal suggests that a significant chunk of the great American pub- 
lic is becoming serious. In the land supposedly typified by Mr 
Springer’s show, book sales are running at unprecedented levels; 
there are more than 800 non-profit pro- 






surged (see chart) and the number study- 
ing abroad has almost doubled since 
1986; the amount of red wine that Amer- 
icans consume has more than doubled 
this decade. 

Ms Winfrey is taking her audience 
with her. Whatever that does for her van- 
ity, it makes good business sense. With 
the promise of advertising and spin-offs, 
it is better to advance with the self-im- 
provers than stay in the trailer-park. 
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Something similar has happened in | 





Jebel Ali Free Zone, Dubai. Freedom to do business. 


o find out more about the Jebel Ali Free Zone. call +9714 815000. fax +9714 817777. telex 47398 or write to the Jebel Al Free 
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IN 2.7 GIGABYTES, THE 
FINANCIAL MARKETS WILL 
CLOSE. YOUR NETWORK 
HOWEVER, IS STILL OPEN 
FOR BUSINESS. 


$12 million in 
T-Bills sell 


18,603 shares 
traded 


OT oco dle 


READY? To outsiders looking in, it is a ballet of chaos and frenzy with 
global consequences. On the floor of any major stock 
exchange, the volume of information transactions fluctuates wildly as gigabytes of data circulate worldwide within 
fractions of a second. T As the demand for information peaks, one issue stands alone - can the network handle the 


volume? | Financial sector businesses require an information infrastructure that is ready for anything. It is probably the 


most important investment they'll ever make. It's also why they choose Newbridge to deliver their network. 
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Ov the past few years of 

doubt and debate, the ges- 
tation of the euro has seemed 
painfully drawn out—-so much 
so that its birth may no longer 
seem exciting. But in truth this 
new currency has been brought 
to the brink of life with remark- 
able speed. And its impact when 
it arrives will be huge. It will re- 
fashion the economies of Eu- 
rope. It will bea crucial influence 
on the future of the EU. It may 
even change the international 
monetary system. 

European consumers will, 
however, find the euro's arrival 
only mildly disorienting. Notes 

' and coins in national currencies 
will continue to circulate for an- 
other three years; only in 2002 
will they see euro cash. Yet from 

“next year, what looks like a ten- 
mark ‘note will be, in reality, a 

» mere denomination of the euro. 

< Banks will offer accounts in 

, euros. Until 2002 dual pricing 

'. Willbe commonplace. 

| Plenty of worries remain. 

Some economists argue that the 
euro. will increase Europe's al- 

ready high unemployment. Sev- 

„eral politicians, not just in Brit- 

“ain, fear that the currency is 

| arriving without enough popu- 
lar support. And some critics 

«have pointed to how few exam- 

: ples exist of sovereign countries 

Successfully sharing a single cur- 
rency that lasts. 

The countries participating 
in the euro have agreed to vest 
power over thesingle currency in 
a single institution, the Euro- 
pean Central Bank, which offi- 
cially started work on June ist. 
The ECB is independent of na- 
tional governments, and is ob- 
liged by its founding statute to 
"maintain price stability" as its 
"primary objective". With effect 
from January ist the ECB will be 
top dog in a new "European Sys- 
tem of Central Banks". But the 
national central-bank governors 
will sit on the ECB council that 
fixes the new bank’s policies. 
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. Eleven into one may go 


The European Union's new single cur- 
rency, the euro, will replace 11 national 
currencies, from the D-mark to the Portu- 
guese escudo, on January 1st. The first in a 
series of briefs looks at the background to 
this historic venture 


In designing the new mone- 
tary machinery, Europe's leaders 
drew on a wide range of best na- 
tional practice. At German insis- 
tence, they modelled the ECB 
closely on the German Bundes- 
bank, the most independent and 
effective central bank in Europe 
this century. But there are practi- 
cal limits to the independence of 
any institution. The good for- 
tuneofthe Bundesbank has been 
to operate in a society that 
shared its biases against infla- 
tion and against political control 
of monetary policy. 

The European Union as a 
whole is more divided on such 
issues. France, among others, has 
tended to see monetary policy as 
a matter for politicians as much 
as central bankers. The new Ger- 
man government under Gerhard 
Schróder is likely to lean this 
way; Mr Schróders chosen fi- 
nance minister, Oskar Lafon- 
taine, has already made clear 
that he favours greater political 
control over monetary policy 
and has called for lower Euro- 
pean interest rates. 

The French even tried to en- 
sure that the founding articles of 
Europe’s monetary union in- 
cluded commitments to eco- 
nomic growth, as well as price 
stability. When the outgoing Ger- 
man finance minister, Theo Wai- 
gel proposed a stability pact 
with automatic fines to enforce 
fiscal prudence on euro mem- 
bers, the French insisted on mak- 
ing the fines discretionary and 
even on calling the thing the sta- 
bility and growth pact, betraying 
by its very name a hard-fought 
compromise between German 
and French priorities. 

France also sees a big role 
ahead for “euro-11”, an informal 
grouping of euro-member fi- 
nance ministers that will act as a 
political counterweight to the 
ECB. And in May this year Presi- 
dent Jacques Chirac fought tena- 
ciously to install a Frenchman, 
Jean-Claude Trichet, as chair- 


man of the ECB itself, infuriating 
other governments that had 
agreed on a Dutchman, Wim 
Duisenberg. The other countries 
feared that French dirigisme 
might capture the bank in its for- 
mative years. A messy compro- 
mise was reached: Mr Duisen- 
berg got the job, but said that he 
planned to step down halfway 
through his eight-year term in fa- 
vour of a French candidate, pre- 
sumably Mr Trichet. 


From EMS to euro 


Tensions and teething troubles 
notwithstanding, preparations 
for the single currency have been 
speedy. The project began to take 
shape in 1987-88 with papers 
from Edouard Balladur, then 
French finance minister, and 
Hans-Dietrich Genscher, Ger- 
man foreign minister. Mr Balla- 
dur argued that attempts to tie 
exchange rates together through 
the European Monetary System 
(see box overleaf) were produc- 
ing an “abnormal result” by vir- 
tue of German dominance of the 
system. He suggested that “rapid 
pursuit of the monetary con- 
struction of Europe[was]the only 
solution.” 

Mr Genscher, to some peo- 
ple's surprise, given Germany's 
traditional attachment to an in- 
dependent monetary policy, re- 
plied that “a European currency 
area and a European central 
bank” could indeed represent an 
advance, provided that the cen- 
tral bank was constructed along 
strict. Bundesbank lines. This 
strongly suggested that a politi- 
cal bargain already existed be- 
tween the French president, 
Francois Mitterrand, and the 
German chancellor, Helmut 
Kohl, to make a single currency 
their joint legacy to Europe. 

At their summit meeting in 
Hanover in June 1988, Eu heads 
of government duly invited the 
president of the European Com- 
mission, Jacques Delors, to as- 























semble a committee and pro- 
duce a report on economic and © 
monetary union. The Delors. 
committee returned a year later 
with proposals for a union. in 
three stages. A somewhat vague 
first stage would involve a con- ^ 
certed effort to co-ordinate na- 
tional monetary policies. 1n 
stage two, the exchange rates of 
currencies destined to enter the 
monetary union would not be 
realigned save "in exceptional 
circumstances"; and a European - 
Monetary Institute would be set 
up as the precursor to a true Eu-. 
ropean central bank. With stage- 
three would come a single cur- 
rency under the new central. 
bank's authority. 
Europe's leaders decided to: 
begin stage one on July 1st 1990, 
the date already set for a general: 
abolition of capital controls 
within the gU. They agreed to 
convene an inter-governmenta 
conference (IGC) to draft the. 
treaty commitments needed to 
underpin a single currency. This 
conference opened in Rome in’ 
December 1990, and ended a 
year later at Maastricht in the | 
Netherlands. It produced: the. 
“Maastricht treaty", one of the 
most ambitious and contentious 
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documents in EU history. 

One source of dissent was 
Britain. Margaret Thatcher had 
been ousted as prime minister 
partly because she was so viru- 
lently opposed to closer Euro- 
pean integration. Her successor, 
John Major, stayed hostile to a 
European single currency what- 
ever the details of the project 
might be. Yet he did not want to 
rule Britain out for ever; and he 
realised the other EU countries 
were determined to go ahead. So 
at Maastricht he won the right 
for Britain to stay out of the sin- 
gle currency at birth, but to “opt 
in" later if it wanted and was 
qualified to do so. A similar con- 
cession was made to Denmark 
after Danes rejected the Maas- 
tricht treaty at a referendum in 
June 1992. 

Even so, British opinion was 
perturbed by the sweeping lan- 
guage of the treaty, which prom- 
ised not only a monetary union, 
but also a closer political union. 
This additional. element fol- 
lowed a last-minute decision, 
alsoattheinitiativeof Mr Mitter- 
rand and Mr Kohl, to hold an 
IGC on "political union" in par- 
allel with that on monetary 
union. All this proved too much 
for public opinion in many 
countries. Rows about national 
and European identity cut across 
party lines. In France, where the 
Maastricht treaty was put toa ref- 
erendum after the Danes had 
said no, the majority in favour 
was a wafer-thin 51%. Ratifica- 
tion was tortuous and conten- 
tious in other countries too. 


Maastricht muddles 


Still, the Maastricht treaty held, 
and its goal of a single currency 
was robust enough to survive 
several tricky moments. The 
worst came with the period of ex- 
change-rate turmoil in 1992-93. 
A wave of speculative attacks 
temporarily destroyed the-capac- 


ity of EU countries to maintain 
exchange rates within the Euro- 
pean Monetary System. 

The EMs had been launched 
in 1979 to help stabilise ex- 
change rates across the European 
Community. The Delors pre- 
scription for “stage two" of mon- 
etary union would require ex- 
change rates within the EMS to 
become progressively more 
rigid, creating a de facto mone- 
tary union as the precursor of a 
single currency. 

Yet in September 1992 the 
British pound and the Italian 
lira went crashing out of the sys- 
tem. Speculators had guessed 
correctly that neither govern- 
ment could afford to keep inter- 
est rates high enough for long 
enough to withstand their at- 
tacks. Emboldened, they turned 
on other currencies. The Irish 
punt, the Portuguese escudo and 
the Spanish peseta were all de- 
valued. The climax came with a 
run on the French franc in July 
1993. EU governments re- 


sponded by changing the rules to 
allow exchange rates in future to 
fluctuate by up to 15% either side 
of their central rates, in place of 
24%. This new flexibility, and 
some belated help from the 
Bundesbank, gave the franc a re- 
spite, saving the EMS from out- 
right collapse. 

Many sceptics were 
prompted to ask what hope there 
could be for a monetary union 
among countries unable to keep 
national currencies aligned. Mr 
Major wrote in The Economist 
that continuing "to recite the 
mantra of full economic and 
monetary union ... will have all 
the quaintness of a rain dance 
and about the same potency." Yet 
most other EU governments read 
events differently. They con- 
cluded that full monetary union 
should come as soon as possible, 
to prevent such turbulence hit- 
ting their currencies again. 

The “second stage" of mone- 
tary union began on January 1st 
1994. The European Monetary 
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Snakes and ladders 


HE desire for currency stability in Europe dates back many 

decades, at least as far as the 19th-century Latin Monetary 
Union comprising France, Belgium, Switzerland, Bulgaria and 
Greece. From 1944 to 1973 stability was supplied by the Bretton 
Woods system of fixed exchange rates. When Bretton Woods 
was breaking down in the 1970s the Europeans devised a new 
system called the “snake”. Participants’ rates were fixed more 
rigidly than Bretton Woods required. But by the time of the 
snake's launch in April 1972, rising inflation made it a sitting 
target for speculators. Britain barely joined before being forced 
to let its currency float (ie, sink). Denmark did likewise. Italy 
went.soon after. France left in 1974, returned, and left again. 

By 1976 the snake consisted of Germany, the Netherlands, 
Belgium, Luxembourg and Denmark, with Sweden and Nor- 
way as "associates". It was, in effect, a p-mark block: Germany 
accounted for the bulk of the group's GDP and the only signifi- 
cant world currency. The Bundesbank was proving itself the 
economic power in Europe—a chastening realisation for 
France, which had long imagined itself the senior member of 
the Franco-German partnership. 

In 1979 thesnake was succeeded by the European Monetary 
System, brainchild ofthe French president, Valéry Giscard d'Es- 
taing, and the German chancellor, Helmut Schmidt. France 
wanted the ems tied into the institutional regime of the Euro- 
pean Community, making exchange rates "part ofthe Commu- 
nity horse-trading game, allowing France's political weight to 
come to bear", in the words of Bernard Connolly, a former Eu 
official. The Bundesbank's power would be curbed, just a bit. 

The formal members ofthe ems included all member coun- 
tries (though Britain, characteristically, declined to join fully 
until 1990). There were plans for a "European Monetary Fund", 
and fora pooling of national reserves. The EMs has left another 
legacy to the euro; it measured exchange rates against a syn- 
thetic "basket" currency, the ecu, which acquired an existence 
of its own in the bond markets. When Europe's leaders con- 
firmed their plans for the euro, they duly agreed that, on De- 
cember 31st 1998, it should be set one-to-one with the ecu. 


| 
| 
j 
| 
i 
| 
| 

















Institute opened its doors in 
Frankfurt under the directorship 
of Alexandre Lamfalussy, a Bel- 
gian who had previously run the 
Bank for International Settle- 
ments. In December 1995, meet- 
ing in Madrid, £U leaders con- 
firmed their intention to launch 
a single currency on January 1st 
1999. They decided that the new 
currency should be called the 
“euro”; and, as expected, con- 
firmed that it would inherit the 
value of the ecu, a synthetic cur- 
rency tied to a basket of Euro- 
pean currencies. 

For those countries hoping to 
join the single currency, 1996-97 
was marked mainly by the strug- 
gle to bring their economies into 
line with the strict pre-entry cri- 
teria insisted on by the Germans 
and written into the Maastricht. ` 
treaty. Under these so-called con- 
vergence criteria, a country's in- 
flation and long-term interest 
rates had to be within 15 percent- 
age points and two points, re- 
spectively, of the three best Eu 
performers on inflation; a bud- 
get deficit below 3% of Gp»; pub- 
lic debt that was under 60% of 
GDP; and a record of exchange- . 
rate stability, defined as having. ^ 
observed the “normal” EMS mar- 
gins for two years. 

Plenty of let-out clauses from 
these criteria were written into 
the treaty; they were exploited, 
and there was some judicious 
fudging of the figures. Yet most 
countries made genuine reforms 
as well. Italy, in particular, sur- 
prised its neighbours, and the fi- 
nancial markets, with its willing- 
ness to impose tough fiscal 
measures. When EU leaders met 
on May 2nd this year, they de- 
cided that 11 countries had made 
the grade. Greece wanted to join, 
but had not met the criteria. Brit- 
ain and Denmark, which had 
met most of them, exercised their 
opt-outs. And Sweden, which 
had no formal opt-out, chose to 
stand aside; it also failed the cri- 
terion of exchange-rate stability. 

If any of the 11 countries 
about to join the euro are suffer- 
ing last-minute doubts now, they 
are prudently keeping quiet. 
There is no going back.A striking 
feature of the single-currency ar- 
rangements is that they make no 
provision, legal or practical, for 
any participant's withdrawal or 
expulsion. In this a 
adventure, Europe 
has left itself with 
no choice but to 
succeed. 











FOR THE FULL STORY ON 
EURO GOVERNMENT BONDS, 
START WITH OUR INDEX 


Barclays Capital Euro Government Index All Maturities 
Annual Yield 

















"M h aculeis 


Annual Yield in 95. 
s 
EE 














4.1 








4.0 Seen - - +—- pa MÀ ^ h er oe nd 
Jan-98 PebeS8 i Mar-98 Apr-98 May-98 jun-98 jui-98 Auga Sep.98 Dargo 


Where can you find.a European bank with the local expertise to build and run an index: 
embracing the new $2 trillion Euro goverriment bord market, yet with the technol ology to provide 
all the data'direct to the Internet? 

"Barclays: Capital, of course. And where else? Nowhere, actually. Barclays Capital is the only 
European bank to-offer.a stand-alone Euro government index fully based in the European time 
zone, yet available everywhere. With the same dedicated service our clients have ¢ come tovexpect 
from. our renowned Sterling Bond indices (the industry standard for the UR). 

At Barclays Capital we believe in a sharper focus, meaning more accuracy, greater flexibility 

wd easier access for clients. No pages of needless cross-currency returns. Just all the numbers 
‘fund rnanágers heed against which to track the performance of portfolios and make informed 
‘investiment decisions after the introduction of the Eure. And like the underlying clitrencies, our 


“indices will move seamlessly through the Est January 1999. 
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This announcement appears as a matter of record only. 


SW'PACP Pa 
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In the last four weeks we have acted as Global Co-ordinator 
or Adviser on over US$8.5 billion of equity 
and equity-linked offerings. 
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The darkest hour comes just 


before dawn 


SINGAPORE 


Asia’s financial crisis seems to be easing. However, much hard work lies ahead 
before the region’s economies will fully recover 


HE turbulence that began in East Asia 

15 months ago has now battered most of 
the globe. Other emerging economies have 
fallen victim, and growing concerns about 
a credit crunch have led to fears that devel- 
oped countries—even America—might be 
dragged into recession. But before bankers, 
economists and journalists talk the world 
into depression, they should look again at 
East Asia, where it all started. It offers the 
first glimmer of hope. 

At the very least, financial panic has 
subsided. During the two months of global 
market turmoil since Russia defaulted, East 
Asia has been almost a haven of stability, 
home to the world’s best-performing stock- 
markets (see chart). That still leaves markets 
way below their peaks; and cynics might ar- 
gue that, since so much capital has already 
fled the region, things simply could not get 
any worse. Even so, there are grounds for 
being cautiously optimistic: the bottom of 
the market may have been passed. 
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Another hopeful sign is that most inter- 
est rates have fallen sharply. Interbank rates 
are as low as 7% in Malaysia, although that 
is largely because it has insulated itself 
from the international markets through 
capital controls. Far more significant is the 
fall in comparable rates elsewhere. Since 
July South Korea's have fallen by eight per- 
centage points to 8.6%; and Thailand's have 
tumbled from 22% to 9.2%. 

Despite these lower interest rates, cur- 
rencies have stabilised or even strength- 
ened against the American dollar. Last 
week, as the dollar tumbled against the yen, 
the Thai currency rose to a seven-month 
high, leading to the unusual sight of the 
Bank of Thailand intervening to buy dol- 
lars. If the dollar’s fall is sustained, it would 
help the East Asian economies in three 
ways. It would ease fears about an immi- 
nent devaluation of the Chinese yuan or 
the Hong Kong dollar. It would reduce dol- 
lar debts in local-currency terms. And a 
dearer yen would help those economies, 
like South Korea’s, that compete head-on 
with Japanese producers. 

Behind this currency stabilisation lies a 
remarkable improvement in current-ac- 
count balances. The 1Mr forecasts that five 
of the most savagely mauled East 














Asian countries (Indonesia, Malaysia, the 
Philippines, South Korea: and: Thailand) 
will between them have a current-account 
surplus of $57 billion this year, compared 
with a deficit of roughly the same size in 
1996. Thailand's current account is forecast. 
to swing from.a deficit of 8% of GDP to a 
surplus of 11%—largely, it is true, because 
imports have collapsed, but a stunning 
turnround even so. 

The most recent reason for cheer is that 
the Japanese parliament has at long last ap- 
proved a plan to inject Y60 trillion ($500. 


billion, or 12% of Gop) into the nation'ssick | 


banking system (see page 94). There are still - 
big uncertainties about whether and how. 
the money will be used, but it has raised | 
hopes of a revival in Japan. This would ere- 
ate an expanding market for Asian export- 
ers, and even allow Japanese banks to lend ._ 
again to their Asian neighbours. : 
None of these developments will pre 
vent a huge collapse in Gp» this year. The. 
Economist's latest poll of emerging-market . 
forecasters (see page 126) reports that our. ` 
panel expects output to fall by 7-8% this 
year in Thailand and South Korea, and by 
16% in Indonesia. Output is also expected 
to fall in Hong Kong, Singapore, the Philip- 
pines and Malaysia. On average, our fore- 
casters expect a further decline next year ev- 
erywhere except in Taiwan and the 
Philippines. But the average conceals a 
huge range: in Thailand, for instance, 
the gloomiest expects cor to fall by 
We 4.6% next year, while the cheeriest 
reckons it will expand by 2.5%. 
At this week’s East Asia Economic 
Summit in Singapore—a gathering of 
policymakers, businessmen and econo- 
mists, organised by the World Economic 
Forum—several participants were sound- 
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ing less despairing notes about the region’s 
economies. Many were ready to believe the 
IMF' latest prognosis: that most economies 
will bottom out in the first half of 1999, 
with growth resuming in the second half. 
Many things might blow this forecast 
off course, from recession in America to fi- 
nancial collapse in China. And even if the 
most optimistic forecast proves correct, 
growth of around 2% would not seem like 
recovery to people who were used to 8% an- 
nual growth. Unemployment has already 
risen threefold in Indonesia, South Korea 
and Thailand, and it is bound to climb 
higher. Financial stabilisation is not 
enough to ensure robust recovery; these 
economies still need deep restructuring. 


Adebt threat 


The most basic need is for capital. The five 
most troubled East Asian economies have 
experienced an estimated net outflow of 
private capital of perhaps $25 billion this 
year, compared with a net inflow of $94 bil- 
lion in 1996. Most folk attending the Singa- 
pore meeting thought that the rich world 
was being unhelpful and unfair in not pro- 
viding more money. Private lenders are be- 
ing blamed for not supplying trade credit 
and for being unforgiving with debtors. 
But, disappointed by the external help on 
offer, Asians’ efforts to sort out their own 
messes are starting to show some results. 

The banks are the most urgent problem. 
Lower interest rates will do little to spur de- 
mand if banks cannot lend because of their 
mountain of bad loans. Deutsche Bank esti- 
mates that non-performing loans amount 
to 35% or more of total bank lending in In- 
donesia, Malaysia, South Korea and Thai- 
land. Economic recovery cannot get fully 
under way until banks start lending again. 

Thailand gets the highest marks so far 
for reform. Its government has closed down 
dozens of the weakest financial institu- 
tions. In August it announced a pro- 
gramme to use public money to boost 
banks capital. South Korea has also made a 
start, with some closures and a decision to 
nationalise six of the biggest and most trou- 
bled banks. But in both cases this is merely 
a first step. 

Governments need to inject public 
money to take bad loans off balance sheets 
and to recapitalise banks. Desmond Sup- 
ple, at Barclays Capital, reckons that the 
cost of resolving the banking mess could 
run to 40-50% of GDP in many economies. 
That is huge, but, as Japan has shown, the 
longer-term costs of delay are even bigger. 

The second, related obstacle to robust 
growth is a massive burden of debt, both 
domestic and foreign. The East Asian coun- 
tries' foreign debt is, on average, equivalent 
to more than 70% of GDP, even bigger than 
Latin America's foreign debt of 55% of GDP 
in its crisis in the early 1980s. 

Worse still, and unlike the Latin Ameri- 
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cans, the East Asian emerging economies 
also have a huge domestic burden of debt. 
As a result, total debt (domestic and for- 
eign) amounts to more than 200% of GpP in 
Thailand, Malaysia, Indonesia and South 
Korea. Such figures suggest that banks' non- 
performing loans may increase further, 
hampering recovery still more. 

There is much that governments in the 
region can do to encourage debt restructur- 
ing. But there is a risk that, without a more 
helpful response from rich-country credi- 
tors, they will shrink from radical corporate 
and banking surgery. The xenophobic atti- 
tudes spreading through the region lend 
themselves towards bad policymaking. 
Abhisit Vejajiva, a minister in the Thai cabi- 
net, observes that lack of assistance from 
foreign governments and private creditors 
will increase the risk that Asian govern- 
ments will move “away from first-best poli- 
cies, towards second-best policies, imple- 
mented by third-best officials, serving 
fourth-best politicians". If Asia is to lead the 
world into recovery, as it did into slump, 
that is a warning worth heeding. 
——— ee SS D 


Japanese banks 
Staggering 


TOKYO 


T TOOK forever, endangered the finan- 

cial system and, some shrieked, even 
threatened the global economy. Yet at least, 
argued the hopefuls, Japan’s political 
squabble over its broken banks would 
eventually produce a saner blueprint for 
fixing them. This week, the ruling Liberal 
Democratic Party at last pushed the rele- 
vant bills through parliament. Yet aside 
from the enormous sums involved, the 





LDPs new plans seem remarkable chiefly 
for their similarity to the old. 

Even a bad plan may, however, be bet- 
ter than none at all. Around the world, 
jumpy central banks were wondering 
whether any public money at all would be 
forthcoming, and feared financial havoc. 
Their nerves will be soothed by the ¥60 tril- 
lion ($500 billion) that the prime minister, 
Keizo Obuchi, has secured to pay for the 
bail-out, double the amount originally ear- 
marked in January. 

Beyond that, there is little to celebrate. 
The sticking point had been the fate of the 
19 major banks, which account for 7096 of 
lending. The Lpr had wanted to bail out 
weak and strong banks alike, with no clear 
rules for the use of public funds and no 
tough penalties for banks that got the 
money.A loose coalition of opposition par- 
ties, backed by friendly forces at the Bank of 
Japan, argued that this made little sense. 
Unless the banks were forced to write off 
some of their $1 trillion or so of duff loans 
at the same time, they would simply use the 
money to roll over their bad debts. 

The new legislation certainly looks bet- 
ter than the old. The big banks will be 
sorted according to their capital strength. 
The weakest will be merged, nationalised 
or simply closed down. Should the rest 
need public money, they will be subject to 
tough conditions: management resigna- 
tions, business restrictions, closer scrutiny 
of loan books and so on. And to ensure 
sound judgment at the top, the LpP has en- 
trusted control of financial policy to an in- 
dependent “financial revitalisation com- 
mittee”, stripping these powers from the 
finance ministry, which has lost its credi- 
bility after presiding for so long over a 
steadily worsening financial system. 

If applied, such a plan might put the 
LDP out of office, because it would badly 
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hurt some of its core political supporters— 
bust construction companies, property de- 
velopers and agricultural co-operatives, to 
name a few. To bind the government to 
such political sacrifice, the opposition rea- 
soned that it must be allowed no wiggle- 
room: Unfortunately, it has secured plenty. 

In March, it abandoned all vestiges of 
realistic accounting by allowing banks to 
value their massive share portfolios, whose 
worth counts towards their capital, at his- 
torical rather than current market prices. 
According to Brian Waterhouse of HSBC Se- 
curities, the stockmarket's collapse this year 
means that without the new rules 14 big 
banks might well have failed to meet inter- 
nationally agreed minimum capital stan- 
dards when they closed their half-yearly ac- 
counts at the end of September. Of these, 
two international banks—Yasuda Trust 
and Daiwa—would have reported capital- 
adequacy ratios of less than 4%, a trigger 
under the new legislation for instant na- 
tionalisation. 

Because all banks except Bank of Tokyo- 
Mitsubishi have now chosen historical cost 
accounting, however, all will report capital 
levels greater than the 8% minimum. This 
accounting fiction will endure until “the fi- 
nancial system stabilises”. With everyone 
feigning rude health, a cure for the crisis 
can once again be put on hold. 

Even if the government were resolved 
to act, it would almost certainly fail, for a 
second key opposition demand has also 
been thwarted. The scheme remains volun- 
tary. It depends on public-spirited bank 
managers, who are expected to apply for 
government money, turn their loan books 
over to the regulators, sack themselves and 
perhaps pull down the shutters afterwards. 
Surviving institutions would then use their 

“government cash to make new loans rather 
than simply to renew or write off old ones. 
These hopes are unrealistic: more likely, the 
government is heading for a re-run of the 
shambolic episode in March when it could 
persuade none of the big banks to accept its 
money. Eventually ithad to hand out equal 
and insignificant sums to each of them. 
voc Astonishingly, the LDP is now floating 
ideas in the press for a quick and dirty Y20 
trillion recapitalisation of the major banks 
before the financial revitalisation commit- 
tee is even appointed. By circumventing 
the conditions attached to the use of tax- 
payers’ money, this might at least bring the 
banks on board. But a pain-free bail-out 
would be as unpopular with Japanese vot- 
ers as a painful one. “Without the under- 
standing of the voters,” Naoto Kan, leader 
of the opposition Democratic Party of Ja- 
pan, said this week, “no plan would work 
properly.” In the absence of such an under- 
standing, the government seems to have de- 
cided, yet again, to muddle through while it 
still has the chance. 
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American banks 


Biting the bullet 


F FRESH affirmation had been needed 

that banks must take a long, hard look at 
their risk management, it arrived on Octo- 
ber 14th. BankAmerica, America’s biggest 
banking group, announced a provision of 
$1.4 billion for credit losses in the third 
quarter. Of this, $529m was set against its 
own trading losses; but the sum also in- 
cluded a $372m writedown of an unse- 
cured $1.4 billion loan made only last year 
to D.E. Shaw, a small stockbroking firm. 

BankAmerica was spawned from a 
merger, completed on September 3oth, of 
the old BankAmerica, America's fifth-big- 
gest bank by assets, and NationsBank, an 
acquisitive "super-regional" bank with a 
reputation for taking risks. Under Hugh 
McColl, a maverick ex-soldier, Nations- 
Bank has grown swiftly. Though billed as a 
merger of equals, NationsBank was clearly 
the more equal of the two. David Coulter, 
chief executive ofthe old BankAmerica, be- 
came president and Mr McColl chief 
executive. 

Former NationsBank types will almost 
certainly be more in control now, for the 
problems that have emerged this week 
seem to have stemmed from its partners 
lax risk management. Similar recent trou- 


| Sen-sational 


| XACTLY 200 years after Thomas Mal- 
| thus predicted starvation caused by 
| overpopulation and scarce food, 
Amartya Sen has won a Nobel prize for 
economics partly for proving that Mal- 
thus was wrong. The Indian economist, 
who this year became Master of Trinity 
College, Cambridge, was officially 
awarded the prize for his work on wel- 
fare economics. Called “the conscience 
of the profession” by another Nobel lau- 
| reate, Robert Solow, Mr Sen has merged 
| philosophy with economics. 
| In his 1981 book *Poverty and Fam- 
| ines: An Essay on Entitlement and 
| Deprivation”, Mr Sen challenged the pre- 
vailing wisdom that declining food sup- 
; ply is the most important cause of fam- 
| ine. Why, Mr Sen asked, has famine often 
occurred in countries where the supply 
of food per head is no lower than in pre- 
vious years? He concluded that there are 
i social and economic factors at work that 
limit the economic opportunities of cer- 
tain groups and so cause starvation. 
In addition to his work in develop- 
ment economics, Mr Sen earned a repu- 
tation in the 1970s for significantly ad- 

















bles at UBs, Switzerland's biggest bank, led 





to the resignation of its top boss. Many > 


think Mr Coulter will have to follow suit. 


BankAmerica's own trading losses were . 
bad enough--the firm suffered in Russia 


but most questions will be aimed at its:ex- 


posure to D.E. Shaw, with which the bank 
had set up a joint trading venture. Profits 
from this were to be split between the two 
firms. And, in theory, losses too. However, 


BankAmerica is, in effect, bailing out D.E. 
Shaw, by taking over its $20 billion bond 
portfolio, though D.E. Shaw denies it is in 
“financial distress". 

D.E. Shaw was set up in 1988 with, ac- 


cording to the firm's publicity blurb, "an. 


vancing the field of social-choice theory: 
Building on work done previously by an- 
other economist, Kenneth Arrow (who 
won the Nobel Prize in 1972), Mr Sen ar- 
gued that inequality ought to be a funda- 
mental consideration in collective ac- 
tion. To this end, he developed several 


fare of individuals in society. His “pov- | 
erty index” took into account not only. 


the proportion of a society living below ' 
the poverty line, but also the degree of. |. 


poverty among the most destitute. Mr | 
Sen's work has been used by otherecono- | 
mists not only to compare the welfare of | 
individuals across society, but also of | 
countries around the world. | 
The choice of Mr Sen is ironic. Last 
year's laureates, Myron Scholes and Rob- | 
ert Merton, won their prize for work on | 
the pricing of risk. As partners in Long- 
Term Capital Management, a hedge 
fund that nearly collapsed, their work 
has recently made a lot of rich people 
poorer—themselves included. Mr Sen's 
work, in contrast, was aimed at making 
the poor better off And Mr Sen himself is 
now $1m the richer. 
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ambitious plan for the application of 
quantitative and computational tech- 
niques.” In its early years, the firm punted 
its own capital; but since 1992 it has moved 
into market-making, particularly in equity 
derivatives. 

In its role as a sort of hybrid between a 
hedge fund and an investment bank, D.E. 
Shaw's problems recall the recent fiasco at 
Long-Term Capital Management. The col- 
lection ofbanks that had lent oodles of cash 
to LTEM clearly had little idea what the firm 
was up to. One wonders, similarly, how 
much BankAmerica knew about its part- 
ner’s activities. Like LTCM, it seems to have 
been punting on the spreads in yield be- 
tween different assets. 

It is unlikely that the problems end 
here. Like the consortium of banks that 
bailed out trom, BankAmerica, by taking 
over a large chunk of D.E. Shaw's portfolio, 
has sharply increased its exposure to risky 
assets. At the very least, that will mean 
putting aside expensive capital; at worst, if 
markets continue to eschew risk, it could 
mean more losses. 

All this comes at the worst possible 
time. Wall Street has already been rocked 
by job cuts. ING Barings, a Dutch-owned in- 
vestment bank had already announced 
that it was to sack 1,200 of its 10,000 staff; it 
has also shed its boss. This week Merrill 
Lynch, the biggest investment bank of all, 




























Turtle soup 


I FREE trade in shrimps more impor- 
tant than saving turtles from extinc- 
tion? Of course not, environmentalists ar- 
gue. Which is why some are up in arms at 
a WTO ruling on October 12th. It decided 
that America breaches international 
trade law by banning shrimp imports 
from countries which use nets that also 
trap turtles. 

Despite the fuss, the wro’s latest move 
is a big step towards resolving the real is- 
sue: how to champion free trade while 
|' preserving an endangered species. 
i. Andsinceitconcedes that the envi- 
i ronment, like trade, merits wro 
protection, it will have wide 
repercussions. 

i Existing wro rules allowed ex- 
i. ceptions for. conservation mea- 
sures, so long as they were nota dis- 
guised: form of protectionism and 
did not discriminate unfairly be- 
tween countries. In this case, how- 
ever, the wro initially condemned 
| Americas embargo on shrimps 
from India, Malaysia, Pakistan and 
Thailand out of hand. 
|... This weeks appeal judgment 
i was less clear-cut. It recognised 





announced that it was to lay off 3,400 of its 
employees. The problems at BankAmerica 
mean, almost certainly, that more retrench- 
ment is on the way. They may also put a 
damper on the recent enthusiasm for big 
bank mergers, which seem often to be 
plagued by risk-management failings. 

Main Street will feel the effects.as well. 
With trading losses gnawing at their capi- 
tal, American banks’ appetite for risk has 
diminished abruptly—a big reason why the 
Federal Reserve has been so concerned 
about the effects of the present financial 
turmoil. on the American economy. The 
fear that there may be more horrors to come 
will make banks eager to batten down the 
hatches still tighter. 
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Russian insurance 
Loss adjusters 


MOSCOW 


NSURANCE is the business of managing 

risk. But the abolition by the government 
of 60% of their assets was a risk that few Rus- 
sian insurers had foreseen. The law re- 
quired them to keep a chunk of their assets 
(varying from 10% to the whole lot, depend- 
ing on the kind of policies written) in rou- 
ble-denominated state debt. In August, the 


America's right to protect sea turtles. The 
trouble was how it went about it—by im- 
posing its rules unilaterally, rather than 
by negotiating turtle-protection agree- 
ments, as it had with countries in the 
Americas. Indeed, moderate greens 


cheered the wro's decision, for showing a 
deeper appreciation of the need for envi- 
ronmental exemptions. They also wel- 
comed the freedom they will now enjoy 
to put their cases to future wro dispute- 
settlement panels. 








‘government defaulted. Final details of the 
forced restructuring of this debt have yet to 
emerge but, inevitably, all bond-holders 
will suffer big losses. 

As a result, many of Russia’s insurers 
have stopped paying claims. Among the 
immediate casualties have been hospitals, 
already squeezed by higher bills for im- 
ported medicines. Russians’ willingness to 
take out insurance, never very high (see 
chart), has taken a big knock. 

Even before the crisis, insurance in Rus- 
sia was a rum trade. Most risks were not 
covered at all. Swiss Re, a Zurich-based re- 
insurance company, estimates that in 1997 
only 10% of potential industrial risks were 
insured, and only 3% of cargo transport. 
Fraud was rife. “We scrutinise every claim 
down to even a few dollars; in the West it 
would be a few hundred dollars”, says one 
western insurer. It was not just policy-hold- 
ers who cheated. Some less reputable insur- 
ers would resort to the fine print to avoid 
meeting claims. 

In any case, most ofthe 2,000-odd regis- 
tered insurers. were engaged in tax avoid- 
ance and capital flight, rather than the dull 
business of claims and premiums. Short- 
term life-insurance policies, paid by the 
employer, for example, used to be a neat 
way of avoiding income and payroll taxes. 
The government plugged that loophole, but 
other dodges remain, such as making pay- 


In response to the ruling, America has 
said it will step up efforts to secure inter- 
national agreements protecting turtles. It 
is also considering modifying its import 
ban by limiting it to offending fishing 
fleets, rather than countries. That would 
greatly reduce its scope, since most 
banned shrimps are actually farmed, not 
fished from turtle-inhabited waters. | 

IfAmerica fails to comply with the rul- | 
ing, the four Asian plaintiffs can demand | 
compensation or erect trade barriers of | 
their own. American disobedience would 
also undermine its pressure on the Euro- 
pean Union over bananas and hormone- 
treated beef. 

That pressure mounted on Oc- 
tober 14th with American threats | 
of sanctions if the Eu fails to com- | 
ply with wro rulings. America's 
turtle setback, however, will en- 
courage the country's protection- 
ists, green-leaning Democrats and 
other wTO critics. 

It will also boost calls for more 
transparency at the wro, which 
many see as remote, unaccount- 
able and secretive. Opening up the 
WTO's workings may be no bad 
thing. It might even dispel the fears - 
of those who think free-traders can- 
not also care about turtles. 
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ments to bogus reinsurers in order to fun- 
nel money offshore. 

Until the bond debacle, however, 
things had been slowly improving. Russian 
companies (which usually assume that the 
government will bail them out if need be) 
were starting to think about industrial in- 
surance. Western insurers (albeit as minor- 
ity partners with Russian firms) were start- 
ing to make inroads into the market. There 
were some relatively well-run Russian 
firms too, ranging from new boutiques to 
the venerable — foreign-risk insurer, 
Ingostrakh. New capital requirements that 
were due to take effect at the end ofthe year 
made a speedy consolidation of the rest 
look inevitable. 

Now all that has changed. Even if the 
government offers insurers a preferential 
deal on restructured debt, the whole indus- 
try has been knocked flat. For a start, the de- 
valuation of the rouble has created a huge 
mismatch between assets (such as they are), 
mostly in roubles, and liabilities, which are 
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often dollar-denominated. Second, the 
banking system has been crippled, making 
it hard to collect premiums or to pay 
claims. Third, for those few companies that 
are still solvent, there are no liquid asset 
markets in which to invest. And even de- 
cent insurers risk being dragged down by 
their owners: one notoriously troubled 
Russian bank is offering its depositors free 
insurance from a subsidiary as compensa- 
tion for their frozen money. 

Nonetheless, a few companies will do 
well.Some turn out to have broken the law, 
keeping their assets out of state bonds. Oth- 
ers made money selling hard-currency life 
insurance just after the crash, when dollars 
were scarce and Russians were desperately 
seeking ways of preserving their roubles 
from inflation. Whether these policies will 
be honoured is another question. "Compa- 
nies are trying to meet their current obliga- 
tions with today's premiums", warns Mar- 
got Jacobs of United Financial Group, a 
Moscow-based investment bank. 

A proper insurance industry looks a 
long way off Insurance companies’ re- 
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sponse to the crisis has been depressing: as 
well as demanding, reasonably, compensa- 
tion for their losses on state bonds, they 
also want laxer capital requirements and 
an extension of the ban on foreign-con- 
trolled insurers. Little is ever assured in 
Russia, except a risky future. 





America, the IMF and Brazil 


A deal at last 


WASHINGTON, DC 


JN months of opposition, Congress 
has at last agreed to replenish the 
IMF's coffers, As part of a giant spending 
package negotiated with the White House, 
it is approving $3.4 billion towards a new 
emergency credit line, as well as $14.5 bil- 
lion in new capital. Within weeks, the capi- 
tal increase could bring in a further $74 bil- 
lion from the IMFSs other members. 

In return for their belated largesse, 
America's legislators claim to have ex- 
tracted substantial concessions from the 
administration. It will have to certify that 
the IMF imposes stiff lending terms on cri- 
sis-hit borrowers, and it must secure greater 
transparency. in decision-making. The 
loans would pay interest at least three per- 
centage points above broader market rates 
and be repaid within 30 months. But the 
tough talk masks a climbdown by the Re- 
publicans who dominate Congress. Far 
from marking the "radical overhaul" of the 
IMF that conservatives have sought, several 
of the conditions simply restate existing 
IMF policy. Exceptional lending, for in- 
stance, already carries the maturities and 
interest rates that Congress demands. And 
although greater openness is welcome, it is 
hardly a root-and-branch re- 
form. After the months of 
blustering, reason has pre- 
vailed on Capitol Hill. 

Not a moment too soon. 
The clock on a support pack- 
age for Brazil is ticking. On 
October 8th Brazil issued a 
joint statement with the IMF, 
laying out the broad goals of 
economic policy that both 
supported. Brazil would aim 
for a "primary" budget sur- 
plus (excluding interest pay- 
ments) of between 2.5% and 
3% of GDP in 1999; it would 
stabilise the ratio of debt to 
GDP by 2000. Fernando Hen- 
rique Cardoso, the newly re- 
elected Brazilian president, 
has promised to flesh out de- 
tails of how these targets will 
be met by October 20th. Bra- 
zilian officials have spent the 
week haggling with lawmak- 


ers about politically feasible options. 
Though the details may not emerge until af- 
ter Brazil's second round of elections on 
October 25th, the country is getting close to 
an agreement on a fiscal package. 

That is more than can be said for the in- 
ternational lenders that might reward such 
belt-tightening. Rumours are rife that the 
amount on offer might total $30 billion, or 
even more. Market expectations are such 
that without a rescue package on this scale, 
confidence will not return. Unofficially, 
the iMr has long offered support of around 
$15 billion. Even after its capital increase, 
that is unlikely to rise by more than a few 
billion dollars. The World Bank, which al- 
ready had plans to lend around $1 billion a 
yearto Brazil, may provide an extra $4.5 bil- 
lion over three years, linked to longer-term 
reforms. The InterAmerican Development 
Bank could chip in a similar amount. 

Bilateral contributions are harder to 
pin down. Spain has already offered $5 bil- 
lion for the Latin American region; Portu- 
gal might offer special help to Brazil. But 
the G7 rich countries are holding their 
cards close to their chest. It is hard to see 
how America could avoid contributing bi- 
laterally, but administration | officials 
refuse to offer details. 

Insiders make clear that there will not 
beasupport package without some private- 
sector involvement, but this could mean 
merely that banks agree to roll over their 
short-term credit lines. Publicly, at least, the 
banks seem reluctant to commit any more. 
For now, the financial negotiations are 
staying behind closed doors—not much 
sign of transparency there. Once Brazil ex- 
plains its plans, and the support package is 
announced, the newly endowed mF will 
face its first major challenge: making good 
use of all that money. 
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Could banks police each other? 


OMETHING has gone wrong when fi- 

nancial-market practitioners talk 
without irony of “moral-hazard plays”. 
These are gambles that rest on the belief 
that, if things go wrong, creditors will be 
protected. Lending to Russia was a moral- 
hazard play—one that went wrong, be- 
cause the creditors were punished. But 
this is a misleadingly dramatic example. 
Everyday banking is a moral-hazard play. 

Governments put a safety net under 
banks, fearing the systemic consequences 
of letting them fail. In the name of in- 
creasing safety, this acts as an implicit 
subsidy to risky lending. It is doubly per- 
verse, in fact, because the value of the sub- 
sidy increases the more a bank gets into 
trouble. In crisis after financial crisis, a 
pattern has therefore recurred. Banks see 
their capital eroding: sound ones shed 
risky assets to restore their position; un- 
sound ones take bigger gambles, leverag- 
ing their safety-net subsidy in an effort to 
turn things around. 

In the debate about what to do about 
this, there are two main views. One advo- 
cates keeping the safety net for the sake of 
stability, but supervising banks carefully 
| to mitigate the harmful effects. This is 
| broadly the current approach. It is diffi- 
| cult to conclude that it has worked well. 
| The other urges the removal of the safety 
| net from all but a restricted class of super- 
safe, tightly controlled banks—“narrow 
banks", in the jargon. Then let the others 
go freely about their business, knowing 
that if they get into trouble they will be 
allowed to fail. 

In principle, this is attractive: there 
| are no moral-hazard plays in such a re- 
| gime. In practice, however, could govern- 
ments really withhold assistance from 
broad banks that got into trouble? If the 
biggest proved too big to fail, the system 
would become more dangerous than to- 
| day's: the safety net would still be there, 
5 but without the supervision needed to 
curb moral hazard. 

A third answer has been suggested by 


| Everybody wants to see better supervision of banks. The question is how to 
do it. One answer might be a novel kind of self-regulation 





Charles Calomiris of the Columbia Busi- 
ness School. Mr Calomiris has been in the 
news lately: his ideas for reforming the 
IMF have been much commented upon. 
(He would give the Fund a role closer to 
that ofa classical lender of last resort, with 
a couple of twists.) Giving testimony to 
the Joint Economic Committee of Con- 
gress last week, however, he emphasised 
that his ideas for the 1Mr rest on the intro- 
duction, country by country, ofan equally 
radical scheme of bank regulation. This 
could stand by itself; it is at least worth a 
careful look. 


Insubordinate 


The idea is to make banks police them- 
selves. The way to do this, Mr Calomiris 
argues, is to require every bank to finance 
a small proportion of its assets by selling 
subordinated debt to other institutions— 
with the stipulation that the yield on this 
debt must not be more than 50 basis 
points higher than the rate on a cor- 
responding riskless instrument. Subordi- 
nated debt (uninsured certificates of de- 
posit) is simply junior debt. Its holders are 
at the back of the queue for their money if 
the bank gets into trouble, and they have 
no safety net. 

Ifa bank were free to issue such subor- 
dinated debt at any yield, the scheme 
would not quite do. The bank could meet 
the requirement by selling at a generous 
spread over the riskless rate—compensat- 
ing holders for any big risks the bank had 
taken on. But the whole idea is to reduce 
these risks. That is where the cap on the 
yield comes in. Investors will buy subor- 
dinated debt at a yield quite close to the 
riskless rate only if they are sure the bank 
is low-risk. To sell its debt subject to the 
yield-cap, the bank will have to persuade 
informed investors of this. And if it can- 
not convince them, it cannot operate. 

The idea is ingenious in several ways. 


It exploits the fact that bankers know 
more about banking than do their super- 
visors. It asks banks not to be good citi- 
zens but to look only to their profits. And 
it provides data that could be used to vary 
depositinsurance premiums according 
to risk—another defence against moral 
hazard. Unlike the present regime, it ex- 
ploits all the available information and 
properly aligns everybody's incentives. 
But is it a practical proposal? 

TheChicago Fed worked up a detailed 
plan in the late 1980s; officials elsewhere 
in the Fed system were said to be im- 
pressed, but the banks did not like it and 
the idea went no further. Far from encour- 
aging the use of subordinated debt, the 
Basle standards actually discriminate 
against it. Only one government, Argenti- 
na’s, appears to rely on this sort of mecha- 
nism (and it has balked at setting a yield- 
cap on the subordinated debt). 

There are loose ends, to be sure, but 
Mr Calomiris deals with most of them. A 
key question is whether the subordinated 
debt required by the plan could be credi- 
bly uninsured. This has at least two parts. 
First, the discipline imposed by the debt 
rule would have to bite gradually, rather 
than all at once, allowing time for correc- 
tive action, and avoiding sudden rollover 
crises—so the plan calls for overlapping 
tranches of short-term debt. Second, hold- 
ers ofthe subordinated debt had better be 
no special friends of the government—so 
the plan suggests that they should be for- 
eign banks, which governments might be 
embarrassed to bail out. That would do 
something to answer another objection: 
namely, that banks might find it too easy 
to collude by buying each other's subordi- 
nated debt, so that the price they charged 
was nota true market price. 

Doubtless, more thought will reveal 
more difficulties. In any case, the prob- 
lem of moral hazard can never be elimi- 
nated, only suppressed (at a cost). But Mr 
Calomiris's suggestion seems to offer a 
better balance than the present regime. 


The much-cited article on the Fund, "The IMF's Impru- 
dent Role as Lender of Last Resort", is in the Cato Jour- 
nal, vol 17 number 3 (download from www.cato.org). 
Thé bank-regulation plan is explained in "The 
Postmodern Bank Safety Net", published by the Ameri- 
can Enterprise Institute (download from www.aei.org). 
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of the celestial repairman 


The recent mending of a broken spacecraft that was meant to study the sun is 
only the latest in a line of successful long-distance resuscitations 


LE THE prospect of fixing your own car or 
television seems daunting, imagine try- 
ing to rectify a faulty space probe as it hur- 
tles through the vacuum, millions of kilo- 
metres away. Yet over the years, as various 
spacecraft have explored the inner and out- 
er reaches of the solar system—and often 
gone wrong in the process—ingenious and 
resourceful engineers on earth have found 
ways of doing just that. 

© The latest triumph of these celestial me- 
chanics is the revival of the Solar and Helio- 
spheric Observatory (soHO), a sun-watch- 
ing satellite operated jointly by the Euro- 
pean Space Agency and America's space 
agency, NASA. SOHO stopped talking to its 
controllers in June. 
| Since then, engineers at NAsA's God- 
dard Space Flight Centre in Greenbelt, 
Maryland, have located sono at a distance 
of 1.5m km (930,000 miles) from earth, us- 
ing the world's largest radio telescope, the 
305-metre-wide dish at Arecibo, Puerto 
Rico, as a radar. They have subsequently 
coaxed it into replying by broadcasting var- 
ious different wake-up calls to it for 16 
hours a day over six weeks, until it res- 
ponded; charged up its batteries in the 20 
seconds out of every minute that the spin- 
ning craft's solar panels were facing the 
sun; painstakingly thawed it from -120°C to 
its operating temperature of 20°C, using its 
recharged batteries to power its on-board 
heaters; stabilised it by firing its thrusters 
which use jets of hydrazine gas that had 
frozen solid); tested eight of the 12 scientific 
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instruments on board; and, on October 
12th, coaxed a picture of the sun out of its 
cameras. By the end of the month the craft 
should be fully operational again—and 
SOHO will have been added to the long list 
of probes that have been repaired, re-engi- 
neered, reprogrammed and jury-rigged by 
remote control over the past 25 years. 


Allin a day’s work 


Yet the recovery of SOHO is by no means the 
most spectacular example of the long-dis- 
tance mechanic's art. The laurels for that 
probably belong to the rescuers of Voyager 
2, the second of two probes launched to- 
wards Jupiter and Saturn in 1977. 

The pictures transmitted by 
the Voyagers showed the two gi- 
ant planets, and their assorted 
moons and rings, in unprece- 
dented detail. And yet it is a 
miracle that Voyager 2 man- 
aged to send anything back 
at all, for its main radio sys- 
tem failed soon after launch, 
and its back-up system proved 
to be faulty. 

The problem with the craft's 
back-up radio was that it could 
only receive signals in a very nar- 
row frequency range—which turn- 
ed out to vary according to its tem- 
perature. That, in turn, depended 
on theangle and amount of sun- 
light falling on Voyager, and 
the amount of heat gener- 





















ated by its various components as they 
were switched on and off. As a result, an 
elaborate computer model had to be cre- 
ated on earth to predict the temperature of 
the receiver, so that outgoing signals could . 
be transmitted at the right frequency. 
To cap that, having looked at Jupiter - 
and Saturn, Voyager 2's controllers decid- 
ed to extend the mission by taking pictures 
of Uranus and Neptune as the craft conti 
ued on its journey out of the solar system. 
By now, one of its motors had failed alto- 
gether, so that its camera could no longer 
pan from side to side. : 
This was solved by rotating the craft 
through a right angle, so that panning was ^ 
possible with the motor that had previ- 
ously been used for up-and-down move- 
ment. Voyager 2's two computers were also 
extensively reprogrammed to take advan- 
tage of new image-compression. software... 
that had been developed since the craft had 
been launched. That meant that pictures 
could be transmitted from these remote 
planets in "real time", rather than being 
stored up for later broadcast. 
Earlier craft had even greater diffi- 
culties than this. A particularly. 
accident-prone probe call- 
ed Mariner 10 was sent to Ve- 
nus and Mercury in 1973. It ^ 
suffered from short-circuits, = 
faulty radio and power sys- 
tems, an unreliable tape-re- 
corder, a sticky camera plat- 
form, and the loss of much ofthe 
gas that supplied its stabilising 
thrusters—a problem overcome 
by repositioning its solar pan- 
els and main antenna so that 
they acted as solar sails, stabilis- 
ing the probe via the gentle pres- 
sure of sunlight. 

More recently Galileo, a probe 
now investigating Jupiter, has been 
the beneficiary of the long-distance 

fixers’ art. Galileo's main antenna, 
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folded up like a giant umbrella, failed to 
open properly after launch. The probe was 
repeatedly turned towards and away from 
thesun, in thehope that thermal expansion 
and contraction would free the antenna, 
but to no avail. Next, the antenna-deploy- 
ment motors were switched on and off 
thousands of times, but the antenna re- 
mained jammed. Further attempts in- 
volved switching on the motors while spin- 
ning Galileo on its axis, and also when it 
reached the point of its maximum accelera- 
tion around Jupiter. 

Eventually, the Galileo team gave up on 
the main antenna and reprogrammed the 
craft to use its smaller secondary dish, 
- which transmits data at a hundredth of the 


speed of the main one: But by using com- 
pression software and getting Galileo to 
record. data on its tape-recorder for later 
transmission, almost all of the probe's ob- 
jectives have still been achieved. 

In coming years, a new generation of 
smaller, cheaper, more sophisticated and— 
their designers hope—more reliable probes 
(see box) may diminish the need for such 
ingenious rejigging. But old hands are scep- 
tical. Ed Massey, project manager for the 
Voyager mission, points out that no matter 
how clever and autonomous a probe is, it 
can only get itself out of situations it has 
been programmed to cope with. 

There is also the probability of human 
error. The inquiry held to apportion blame 


for the soHO fiasco decided that control af 
the craft was lost because of a mistake in its 
software, combined with an error thai 
arose when a confusing computer display 
was wrongly interpreted. There is, as has 
been widely observed, no such thing as a 
fool-proof system. Sooner or later a big 
enough fool will always come along. 

In other words, future space probes are 
likely to go wrong in new and unexpected 
ways as well as some of the old familiar 
ones. When they do, they will no doubt pro- 
vide opportunities for even more inge- 
nious rescue manoeuvres—as well as the 
chance for more engineers to distinguish 
themselves as celestial mechanics. 
^ 








| Millennium no-bugs 


N OCTOBER 25th, if all goes well, 
NASA, America's space agency, will 
launch the first in a series of unmanned 
spacecraft intended to do something it 
has rarely done before—test new techno- 
logical ideas to see if they work. For an 
_ organisation that prides itself on its engi- 
| neering prowess, that might sound odd. 
| But until now, NAsA's unmanned craft 
| have usually been designed and launch- 
| ed with particular scientific goals in 
| mind, and it has simply been assumed 
| that the technology they are loaded with 
| will function. As the previous article 
| shows, however, all too often it does not. 
| Deep Space 1, the opening shot in the 
agency’s “New Millennium Programme” 
will try to change that. Although it does 
| havea scientific objective (a close encoun- 
| ter with an asteroid called 1992 KD is 
| planned for July 1999), the mission's pri- 
mary goal is to test equipment that might 
be incorporated into the flight systems of 
future spacecraft. Over the next few years, 
Deep Spaces 2-4 will follow, testing tech- 
nology intended for sampling comets 
| and the surfaces of planets. 
i Three main items are under examina- 
| tion. An advanced-solar-panel electricity 
| generator frees Deep Space 1 from the plu- 
| tonium-powered generators that have tra- 
ditionally been employed for voyages far 
from the sun's bounteous rays. A solar- 
| electricion-propulsion engine provides it 
| with a new way of moving around. And 
; an automatic navigation system tells it 
| where to move to. 
| Two solar-panel design changes have 
| made the new generating system possi- 
| ble. First, Fresnel lenses (the sort used to 
|. focus lighthouse beams) are employed to 
concentrate the sun’s rays on the electric- 
ity-generating panels. Second, those pan- 
els are covered with a mixture of gallium 
arsenide and gallium indium phosphide. 


This mixture converts a broader range of 
wavelengths of light into electricity than 
the silicon that has generally been used 
until now. 

Itisthis reliable and abundant supply 
of electricity that has allowed Deep Space 
1to be given an ion-propulsion engine—a 
type of rocket motor powered by electri- 
cally charged gas atoms (ions) rather than 





fiery chemical reactions—to provide its 
drive. lon engines are to traditional rock- 
ets what the tortoise is to the hare in Ae- 
sop's fable. A chemical reaction can pro- 
duce a lot of thrust, but only for a short 
period. Deep Space r's ion motor, by con- 
trast, produces only the amount of force 
needed to keep a piece of paper in the air 
by blowing on it. But although it would 
take such an engine about two and a half 
days to accelerate from nought to 100 kph 
(60 mph), by September 1999 (the month 
in which the mission is currently plan- 
ned to end), Deep Space 1 will have in- 
creased its speed by some 13,000 kph. 


Ion engines work by stripping elec- > 
trons from gas atoms (in this case the gas 
is Xenon) using an electric current. The re- 
sulting positively charged ions are then 
attracted towards a negative electrode at 
the back of the craft and ejected from it at 
high speed. 

At this point Newton’s third law (for 
every action there is an equal and oppo- 
site reaction) takes over, propelling the 
craft in the opposite direction to the ions. 
And since the ions are expelled at ten 
times the velocity of a chemical-rocket ex- 
haust, only a tenth as much material need 
be ejected to achieve a given speed. As a 
result, a mere 70kg (150lb) of xenon is re- 
quired for the probe to reach 13,000kph. 

The solar panels also provide the 
power for the autonomous navigation 
system, AutoNav, which will allow Deep 
Space 1 to pick its own path through the 
solar system. Traditionally, spacecraft 
have relied on signals from earth to tell 
them what to do. But that ties up expen- 
sive transmission equipment on the 
ground, and relies on mission controllers 
remembering to send the signals. It also 
makes it hard for a craft to travel to places 
that are cut off from radio contact with 
earth, such as the far side of Jupiter. 

AutoNav, however, should not need 
prompting from earth. It is programmed 
with a map of 250,000 stars and 250 
nearby asteroids. By comparing the ever- 
changing pattern of the asteroids against 
the backdrop of fixed stars, it can work 
out exactly where it is. 

Though its handlers obviously hope 
that their brainchild will succeed, Deep 
Space rs relatively low cost (just over 
$150m, compared with $1.5 billion for the 
Galileo probe currently orbiting Jupiter), 
means that its failure would not be a di- | 
saster. Indeed, given that its purpose is to | 
test equipment, even such a failure would. | 
provide valuable information for NASA's | 
engineers as they grapple with the design 
of the 21st century's space probes. 
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SCIENCE AND TECHNOLOGY 


The 1998 Nobel prizes 


Picking winners 


HE research deemed worthy of this 

year’s Nobel prize for physiology or 
medicine suggests that the Karolinska Insti- 
tute—the Swedish organisation that hands 
the award out—still knows a thing or two 
about the public relations needed to keep 
people’s eyes on this most famous of scien- 
tific prizes. The biological role of nitric ox- 
ide may not, on the face of it, sound that 
glamorous. But for the benefit of journalists 
who might not have been quite up to speed 
on the physiological details, the press re- 
lease announcing the winners helpfully 
pointed out the connection between this 
discovery and the invention of Viagra. 

That nitric oxide—a gas better known as 
a poisonous air pollutant—is an important 
biological signalling molecule came as 
quite a shock. The story was pieced together 
in the late 1970s and early 1980s by Robert 
Furchgott (of the State University of New 
York in Brooklyn), Louis Ignarro (from the 
University of California, Los Angeles) and 
Ferid Murad (who is now at the University 
of Texas in Houston). They discovered that 
the gas causes smooth-muscle cells (found, 
among other places, in the walls of blood 
vessels) to relax. That explained why nitro- 
glycerine—which, in the form of dynamite, 
made Alfred Nobel's fortune and so pro- 
vided the money for the prizes—is also an 
effective drug for angina. It breaks down to 
form nitric oxide that relaxes the con- 
stricted vessels causing the pain. 

Since this discovery, nitric oxide has 
popped up all over the body. In particular, 
its poisonous properties are exploited by 
the immune system for killing disease or- 
ganisms and destroying cancers. And it 
also dilates the blood vessels leading to the 
erectile spaces in the penis, allowing that 
organ to become engorged with blood— 
hence the connection with you-know-what. 

Faced with such front-page stuff, the 
Swedish Academy of Sciences, responsible 
for awarding the physics and chemistry 
prizes, threw in the towel as far as publicity 
was concerned. Both its awards were given 
for more obscure work on arcane but im- 
portant aspects of quantum theory. 

The physics prize went to Robert Laugh- 
lin of Stanford University, Horst Stormer of 
Columbia University, and Daniel Tsui of 
Princeton “for their discovery of a new 
form of quantum fluid with fractionally 
charged excitations”, as the formal transla- 
tion of the even more formal Swedish cita- 
tion puts it. In plain English, Dr Stormer 
and Dr Tsui found that at a very low tem- 
perature and in the presence of a strong 
magnetic field, electrons clump together to 
form “quasi-particles” that have electric 
charges which are less than those on an in- 
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dividual electron. Dr Laughlin's contribu- 
tion was to explain why. 

Before this discovery (made in 1982; 
both the Academy and the Karolinska like 
to keep their winners waiting), the idea that 
a charge smaller than an electron's could 
actually be detected would have seemed 
odd to a physicist. Quarks, the particles 
from which atomic nuclei are made, were 
reckoned to have such fractional charges, 
but since it is impossible to isolate a quark, 
its charge cannot be measured directly. 
With that exception, all electric charges 
were expected to be exact multiples of an 
electron's negative one, or its positive 
equivalent. Dr Laughlin's explanation was 
that the electrons in the Stórmer-Tsui ex- 
periment were condensing into a sort of 
fluid. Each electron added to this fluid cre- 
ates a ripple, and these ripples behave like 
fractionally charged sub-atomic particles. 

The chemistry prize went to Walter 
Kohn of the University of California, Santa 
Barbara, and John Pople of Northwestern 
University, in Evanston, Illinois. Between 
them, they have developed computational 
methods to crunch the numbers involved 
in quantum theory in ways that allow 
chemists to make sense of the behaviour of 
atoms as they bond together to form mole- 
cules. In the real world, this could eventu- 
ally mean that most chemical experiments 
are conducted inside the silicon ofchips in- 
stead of in the glassware of laboratories. 
Turn off that Bunsen burner; it will not be 
wanted these ten years. 

-B 





Animal behaviour 
Fly on, little wing 


HEN butterflies defend their turf, 

size usually matters. But for Helicon- 
ius sara it is not the big brawny butterflies 
that have the advantage. Instead, the small 
males are the ones who seem to win in terri- 
torial contests. Malva Hernandez and 
Woodruff Benson of the State University of 
Campinas, in Brazil, who have just pub- 
lished a study of such contests in Animal 
Behaviour, suggest that this may be an ex- 
ample of a “paradoxical strategy"—a theo- 
retical prediction of evolutionary game 
theory for which empirical evidence has so 
far been lacking. 

When it comes to mating, H. sara males 
have two options. Either they can seek out 
females who are emerging from their pu- 
pae, or they can bide their time guarding a 
territory in the hope that a female will fly 
through it. 

The first option has obvious attractions. 
Female Heliconius about to emerge from 
their pupae release a scent to let males 
know where they are. That makes them easy 
to find. Also, a newly emerged female is 








Push off. She’s mine 


guaranteed to be a virgin, giving the first 
male who mates with her a head start in 
fertilising her eggs. As a result, males tend to 
cluster around emerging females, jostling 
for position. In those species of Heliconius 
where such contests have been studied, 
larger males have an advantage, because 
they are heavier and their wings produce 
stronger air currents to deflect smaller 
males. Small males therefore miss out. 

This, Dr Hernandez and Dr Benson sug- 
gest, is why smaller males pursue the sec- 
ond mating option—the “sit in a territory 
and wait” strategy. In itself, that is not sur- 
prising, since they have little chance of suc- 
cessfully mating if they struggle with the big 
guys. What is surprising, however, is what 
the researchers found when they observed 
territorial contests. They discovered that 
resident butterflies invariably won when 
chasing off larger competitors. In addition, 
intruders deferred more quickly to butter- 
flies that were smaller than they were than 
to those of equivalent size. What, Dr Hern- 
andez and Dr Benson wondered, was so 
scary about small butterflies? 

The answer to this question, they be- 
lieve, is to be found in the reproductive 
pay-offs that each butterfly can look for- 
ward to. For the larger butterfly, guarding a 
territory has a comparatively low pay-off 
compared with seeking out emerging fe- 
males. So even though he could probably 
win a serious fight against a smaller rival, 
the potential cost of fighting and losing is 
much higher than it would be for the small- 
er butterfly: if the large butterfly is injured it 
will be difficult for him to pursue the alter- 
native, more beneficial, strategy. From the 
small male's point of view, guarding his ter- 
ritory is the only chance he has to mate and 
pass his genes on to a new generation. He is 
willing to sacrifice much to safeguard this 
chance, and is therefore likely to be aggres- 
sive. And that is why it makes sense for large 
males to be more afraid of small ones than 
of rivals their own size. 
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The irresistible rise 
of Bertolt Brecht 


Brecht's contrary spirit has long divided audiences and theatre critics. In his 
centenary year, young directors still find his plays an adventure 


N JULY 1956, a few weeks before the Ber- 

liner Ensemble's first British tour, Bertolt 
Brecht died of a stroke. He left instructions 
to the actors at his Theater am Schiff 
bauerdamm in East Berlin. The English, he 
said, expected German drama to be heavy 
and plodding. "Therefore our play- 
ing will need to be quick, light and 
strong." He was right about British 
fears. Even after Kenneth Tynan's en- 
thusiastic benedictions of the En- 
semble's performances, the recep- 
tion of Brecht in Britain has always 
been troubled and quarrelsome. 

In 1998, the 100th anniversary of 
his birth, the West End stage has 
largely avoided the plays. “Mother 
Courage” and her cart trundle along 
in Edinburgh and Manchester, and 
the Newcastle Playhouse produced 
an uneven “Threepenny Opera” ear- 
lier in the year. The most successful— 
and most daring—offering is the less 
well-known “Mr Puntila and his 
Man Matti”, directed by Kathryn 
Hunter with the Right Size comedy 
duo. In adapting the play, Lee Hall 
displayed a canny mastery of 
Brecht's contrary spirit. She insisted 
that the knockabout parable of a 
schizophrenic master and his long- 
suffering servant is “worth reviving 
despite its author's 100th birthday”. 
Not everyone agreed—the Daily 
Telegraph's critic said the most use- 
ful purpose the less exciting cente- 
nary productions could perform was 
to put audiences off Brecht for life. 

Dissent about Brecht still echoes 
the famous television exchange in 
the early 1960s between Tynan and 
Richard Burton. “What do you think of 
Brecht?” asked Tynan. Burton replies: “Aw- 
ful, pretentious, dull, pedestrian.” Tynan: 
“To that I say illuminating, passionate, po- 
etic, humanist.” Tynan never did convince 
British theatregoers that Brecht is anything 
more than an educative penance. Yet 
Brecht remains the most pervasive influ- 
ence on theatre. As Sir Richard Eyre, former 
director of the Royal National Theatre and 
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director of several of the epic plays, says: 
“We take him for granted because he 
changed so much. He taught us so much 
that seems obvious today: how to cut away 
the inessential, how to produce a distilled 
and expressive art. One doesn’t have to be 





My good and faithful servant 


academic or theoretical about it: he just 
changed the way we put on shows.” 

The 1960s were the high point of 
Brecht's influence: in the design and light- 
ing of theatres and in what they say on 
stage. From John Osbone's "The Enter- 
tainer" to Robert Bolt's “A Man For All Sea- 
sons" and Peter Hall's “The Wars of the 
Roses"; audiences were absorbing a lot 
more indirect Brecht than they realised. 


Brecht insisted audiences "dream in blaz- 
ing clarity". He also advocated the use of 
“alienation” effects—making the familiar 
strange. All this marked a retreat from the 
realism and narrative logic of Ibsen and 
Shaw, which has never been reversed. 
Tynan apart, Burton's criticism rein- 
forced what many other London critics felt 
about the Ensemble's first visit. That re- 
sponse is still the detractors' argument to- 
day: namely that Brecht's theory weighs 
down the emotional impact of his work, 
rendering it unimmediate and unenjoy- 
able. The new “Puntila” transfers from Ed- 
inburgh to London's Almeida Theatre from 
October 13th-31st with Hamish McColl and 
Sean Foley (see picture). It confronts this 
ambivalence in a teasing prologue 
that challenges the audience to 
sharpen its pencils for the exam it 
will have to sit after the show. “I ap- 
proached Puntila well aware that 
Brecht is considered out of date and 
dour and a mysogynist to boot,” says 
Ms Hunter. “His lack of sentimental- 
ity is sometimes confused with lack 
of feeling.” Mysogyny is no new ac- 
cusation against the priapic Brecht. 
But it has been given a fresh edge by 
John Fuegi’s critical biography 
“Bertolt Brecht: His Life and Lies”, 
which claims in great detail what 
most Brecht scholars knew already— 
that he was unscrupulously disin- 
clined to acknowledge the input of 
his co-workers and behaved like a rat 
to his lovers. As Helene Weigel, his 
wife (and the Berliner Ensemble’s 
principal actress) replied when 
asked if she had been hurt by his infi- 
delities: “He was always faithful. 
Alas, to so many different women.” 
While Tynan made Brecht ac- 
ceptable to the British theatrical 
establishment, he also hampered his 
reception somewhat by assuming 
that audiences had to share Brecht's 
anti-capitalism in order to embrace 
the plays. In the 1970s—and with ex- 
tra vigour in the Thatcherite 1980s— 
the emphasis in staging Brecht in 
* Britain was on his political critique 
at the expense of the epic sweep of the dra- 
mas, the songs and jokes and the sheer de- 
light in story-telling. The excessive empha- 
sis on Brechts Marxism (“a highly 
personalised version”, as George Steiner 
has noted) was sometimes peculiar. The in- 
troduction to the Methuen edition of his 
letters includes an encomium to the GDR, 
"a country of many fine qualities which 
Western propaganda has done much to ob- 
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scure”, East Germany had fallen 
by the time it was published. 

The end of the cold war in- 
vited the dismantling of the 
Brecht legend, until then pre- 
served in the aspic of the East. 
This has been something of a 
blessing for the work. For a start, 
it weakened the grip of his daugh- 
ter, Barbara Brecht-Schall, on 
how plays can be performed. 
Stripped of its state patron, the 
Berliner Ensemble had to turn to 
the West Berlin authorities for 
funding. They provided it—on 
condition that Frau Brecht de- 
crease her hold over the theatre. It 
is still fighting to free itself from the grip of 
what Frau Brecht thinks “Papa” would 
have liked, and from her insistence that the 
best leads go to her husband, the increas- 
ingly stiff Ekkehard Schall. 

“For too long,” says Sir Richard Eyre, 
“we have been restricted to some pretty 
ropey old translations because the estate 





would not allow new versions, let alone ad- 
aptations.” Sir Richard directed the “Cau- 
casian Chalk Circle” with Simon McBur- 
ney of the Théâtre de Complicité, an 
ensemble whose pared-down expressive- 
ness Brecht would have certainly admired. 
He recalls disagreeing with Mr McBurney 
about whether to drop the prologue be- 


cause of its heavy-handed en- 
dorsement of communism. Mr 
McBurney won. Audiences, he 
said, should not be shielded from 
the historical context—even the 
historical mistakes—of the works. 

Brecht distrusted authoritar- 
ianism. Doubt was his natural 
medium. So even the apparently 
simple parable of Herr Puntila re- 
veals the conflicting strands of 
human nature and the inability 
of fallen man to become whole 
again. “It has a lot more levels 
than simply portraying the mar- 
ket as the despoiler of human re- 
lations”, says Ms Hunter. “If the 
play were about a filthy capitalist bastard 
who was content to stay that way, it 
wouldn't have the power it has. He wants to 
be good. People do. That's the pity and the 
mystery of it.” If fewer people than before 
think that Brecht had all the right answers, 
all to the good. It is, as he knew, the ques- 
tions that matter. 





Frankfurt book fair 


Twinning Mainz and Seattle 


Will the Internet boost book sales, especially those by middle-list writers? 


UTENBERG and Gates, like the cow- 

boy and the farmer in “Oklahoma!”, 
can be friends. Only yesterday this was a he- 
retical idea in the book trade. Yet it got a 
respectful, even enthusiastic, hearing when 
it was voiced at the Frankfurt book fair, 
which remains by far the largest interna- 
tional event of its kind, with 366,336 titles 
presented this year by 6,758 exhibitors 
from 105 countries. 

At previous fairs the Internet and CD- 
ROMS have generally been seen by publish- 
ers, editors and agents, as well as by au- 
thors—though not, it must be said, by the 
event's organisers—as foes rather than 


friends. And the book trade has lost a lot of 
sleep over the prospect of the so-called elec- 
tronic media cutting into its sales, profits 
and royalties. How do you explain its 
change in mood? Deference to the source of 
the idea is part of the answer. The once he- 
retical thought, “namely that the world of 
Gutenberg and the world of Gates can live 
and thrive together”, was advanced by Lord 
Weidenfeld in a speech to mark the 50th 
anniversary of the Frankfurt book fair ear- 
lier this month, and he ranks very high 
among the great and the good and, more 
important, the wise in publishing. 

His memories go back to the fair’s be- 


Frankfurt book fair: roll up, roll up 














ginnings in a bomb-flattened city and to its 
now-venerated pioneers: men like 
Heinrich Ledig-Rowohlt, “a grand bohe- 
mian, colourful and generous, of infallible 
literary taste"; André Deutsch, a Hungar- 
ian-born British publisher obsessed with 
detail and committed to quality; and Erich 
Linder, a Holocaust survivor of Polish-Aus- 
trian origin raised in Italy and “speaking 
many languages with a cultured Milanese 
accent”. Among the books that Lord 
Weidenfeld’s house, Weidenfeld & Nicol- 
son, “took” in the earliest days of the fair 
were Mussolini’s memoirs, Isaiah Berlin’s 
“The Hedgehog and the Fox” and Cecil 
Beaton’s “The Glass of Fashion”. All were 
real deals, unlike the much-hyped deals of 
recent years at Frankfurt that have some- 
how failed to result in a book appearing. 
Last years sale of the world English rights to 
Elton John’s autobiography for £6m ($10m) 
is a case in point. The deal fell apart when 
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the singer later declined to write it. 

But acceptance at Frankfurt of a likely 
relationship of co-operation, not con- 
frontation, between electronic and print 
products went far beyond deference to the 
judgment of a wise old man. The book 
trade has witnessed, with 
barely suppressed glee, the 
once broad challenge pre- 
sented to it by CD-ROMS 
shrink to a narrow front. 
Only in works of refer- 
ence—atlases, dictionaries, 
almanacs, encyclopedias 
and the like—do CD-ROMS 
now seem to represent a se- 
rious challenge to the pre- 
dominance of books. In all 
other areas, encompassing 
fiction as well as non-fic- 
tion, the products of the 





pace of change in this once-gentlemanly 
profession. 

A few years ago editors began switching 
houses as often as professional soccer play- 
ers change teams. Now that the number of 
independent or relatively independent 
houses is shrinking fast, 
top — editors—Alexandra 
Pringle, formerly of 
Hamish Hamilton, is a 
prominent example—are 
becoming agents. So are 
some top names on the 
publishing side of the busi- 
ness—Christopher Sin- 
clair-Stevenson, who used 
to have his own house, for 
instance, and also David 
Godwin, the former head 
of Jonathan Cape, who is 
now the agent for Arun- 


electronic publishers and dhati Roy, whose “The God 
especially of the online of Small Things” won the 
sites on the Internet are in- - 1997 Booker prize. 

creasingly seen asa helpful Chang: to Random House Of course the era per- 
tool for the book trade -sonified by Max Perkins at 


rather than an actual or potential substi- 
tute for the real thing. 

Evidence for this was provided during 
the fair by the announcement that Bertels- 
mann, one of Germany's and Europe's big- 
gest media and publishing groups, had 
bought a 50% stake in Barnes & Noble's 
online subsidiary the provider of 
barnesandnoble.com, for $200m. This fol- 
lows Bertelsmann's $1.4 billion takeover in 
March this year of Random House, an ac- 
quisition that made the German giant, 
which already owned Bantam Doubleday 
Dell, the world's largest publisher of Eng- 
lish-language books. 


Challenging Amazon 

Assuming it survives scrutiny by antitrust 
authorities concerned about the potential 
abuses of vertical integration in the book 
business, the Barnes & Noble deal promises 
to offer Bertelsmann a way of challenging 
Amazon, the dominant (though loss-mak- 
ing) seller of books via the Internet. Catch- 
ing up with Amazon.com, which is poised 
to launch new online bookshop sites for 
Germany and Britain, will be costly for 
Bertelsmann but its increased Internet 
presence is bound to add to the overall 
marketing effort put into book sales. Such a 
development, booksellers reason, can only 
be good for the trade, with Bertelsmann it- 
self projecting that 20% of book sales will be 
made via the Internet by 2010. 

But it is more arguable whether all in 
the book business will benefit equally, or 
even benefit at all, from the sort of consoli- 
dation in the industry that Bertelsmann 
represents. The concentration of publishers 
into fewer and fewer groups, each owning 
an ever larger clutch of previously indepen- 
dent imprints, is visibly accelerating the 
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Scribners disappeared long ago. Few edi- 
tors now spend their lives at one house 
finding and nurturing raw talent, as Per- 
kins did with several American writers, in- 
cluding Thomas Wolfe—the original one, 
not the Tom ("Bonfire of the Vanities") 
Wolfe, whose *A Man in Full", due out in 
November, was among Frankfurt's most 
talked about "big books". 

Nonetheless, when, not 
so long ago, Ben Okri and 
his editor, Maggie McKen- 
nan, moved from Random 
House to Orion it still 
caused waves. Now, how- 
ever, literary transfers are 
so common that they do 
not cause much ofa stir un- 
less some great principle is 
involved. 

One good example, ear- 
lier this year, was the deci- 
sion by HarperCollins—a 
subsidiary of Rupert Mur- 
dochs News  Corpora- 
tion—to cancel Christo- 
pher Patten’s memoirs as 
the last governor of Hong 
Kong out of deference to 
China's rulers. Some authors considered 
leaving the publisher.Since then most have 
had second thoughts, but not Jung Chang, 
the writer of "Wild Swans", a worldwide 
blockbuster, who has taken her biography 
of Mao Zedong away from HarperCollins 
and gone instead to Random House. 

Unlike the HarperCollins/Patten fall- 
out, most other defections announced be- 
fore or after the Frankfurt book fair have 
provoked only a shrug in the wider world 
outside the book trade: examples include 
Peter Abrahams, a suspense writer, from 





Okri: left Random House 


MOREOVER 


Warner to Ballantyne; James Hall, a mys- 
tery writer, from Delacorte to sMp in a 
three-book $1.3m deal; and a whole slew of 
television celebrities from the publishing 
arm ofthe BBcC—Antonio Carluccio, Sophie 
Grigson and Ken Hom—to the Headline 
imprint and Michael Palin to Weidenfeld 
& Nicolson, now an imprint of Orion. 


Winners and losers 


The apparent losers in an increasingly foot- 
loose business are what are euphemisti- 
cally called “middle-list writers"—that is, 
writers whose books have not yet earned 
back their advances but who might one day 
earn their keep. What interest do publish- 
ers have in investing a lot in a loss-making 
author—through costly advertising and 
lengthy book tours, signings and readings— 
if he or she is lured away by a rival pub- 
lisher as soon as a book begins to be profit- 
able? 

It is just possible that the new friend- 
ship Lord Weidenfeld spoke about be- 
tween electronic and print publishers may 
be the salvation of these middle-list au- 
thors. The shelf life of books in traditional 
bookshops shortens all the time as com- 
puter technology permits the shops to 
monitor shelfto-sale ratios closely. And 
low- or slow-selling books are not stocked 
atall by the supermarkets that are invading 
the book trade. Britain's Tesco, for example, 
displays a maximum of 40 bestsellers in its 
supermarkets, plus a batch of cookery and 
children's books, and it 
doesn't hesitate to pull 
"under-performers", 

Book-selling sites on 
the Internet can afford to 
be more indulgent. It costs 
comparatively little to 
publicise a book electroni- 
cally: an operator just has 
to enter on to the site a 
copy of the dust jacket, the 
blurb, a selection of favour- 
able reviews and a batch of 
work-of-genius recommen- 
dations extracted from the 
authors many famous col- 
leagues, contacts and 
friends. And the books are 
stored off-site so there is no 
pressure on space. A book 
can remain on the electronic shelves so 
long as it remains in print. 

True, the price war on the Internet is 
likely to put pressure on royalties, with 
publishers demanding that they be calcu- 
lated not on the cover prices of books but 
on the prices actually received for them. But 
these discounts will be biggest on best- 
sellers, not middle-list books, so what most 
authors lose on the Internet swings they 
will more than make up for on the round- 
abouts. For them, the Internet is OK. 
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FTER leaving university Rick 
Rozar became a private de- 
tective. He worked mainly for 
insurance firms, checking on 
their clients. It was not too excit- 
ing, not physically. Mr Rozar 
never thought of himself as a 
Philip Marlowe. But what did ex- 
cite him was how much in- 
formation existed in public and 
private sources about an indi- 
vidual, almost any individual. If 
only you could put it all together 
you could create a picture of a 
person's life and prospects, 
whether for example he or she 
was trustworthy or shifty, and 
without the person being aware 
of the investigation. Such a pic- 
ture should be marketable, not 
just to an insurance firm, but to 
many other businesses. 

The idea was not entirely 
new. Checking on someone's 
creditworthiness has long been 
commonplace in America and, 
for that matter, was probably 
practised by Venetian bankers at 
the Rialto in the 13th century. 
What Mr Rozar did was to recog- 
nise that the computer, and its 
cleverest offspring the Internet, 
could be used to venture into in- 
dividual privacy much further, 
more efficiently and more 
quickly than had previously 
been possible. 

Mr Rozar started out on his 
own in 1978 in Santa Ana, Cali- 
fornia, with computing equipment that would now be consid- 
ered primitive: the sophisticated Net was still years in the future. 
He would begin with the simplest of information, a name and 
address. But how long had the person lived there? The postal 
service would provide details of previous addresses. So already a 
picture was emerging of someone who was settled, or transient, 
on the way up the property ladder or on the way down. Mr Rozar 
claimed eventually to have around 4,000 sources of informa- 
tion on individuals. On his computer screen would come details 
ofa person's education, hobbies, medical history and, say, even 
his golfing handicap. Some information was costly for Mr Rozar 
to obtain and process. He discovered that the local government 
of Los Angeles had lots of information about its citizens on mi- 
crofilm. He bought it and had it transferred to his computer files. 
But much of the information, especially from official sources, 
was free, waiting out in cyberspace for someone to possess it. 


Loss of control 


While America likes to think of itselfas an open society, it can get 
upset if it feels that the openness is being abused. The Centre for 
Public Integrity, a research organisation in Washington, pc, that 
keeps a sharp eye on government, discovered that Mr Rozar had 
given $100,000 to the Republican Party, which controls Con- 





Rick Rozar, private eye of the Internet, 
died on September 30th, aged 44 


gress. In the view of Americans 
concerned with privacy the Re- 
publicans have been unenthusi- 
astic about restricting what is 
seen as a legitimate tool of busi- 
ness. Mr Rozar never did any- 
thing illegal, as far as is known, 
but he showed what could be 
done with the Net: how uncon- 
sidered trifles could be turned 
into a valuable dossier. 

Some cyber sleuths see se- 
cure information as a challenge 
to their skills. Bank records, for 
example, are supposed to be ac- 
cessible to customers only with a 
personal password. But a Massa- 
chusetts court was told recently 
that a local firm obtained bank- 
ing information *by the use of 
ruses or pretext". Most people 
like to keep their medical history 
private. But, according to the 
Centre for Public Integrity, a 
drugs company that had ob- 
tained the medical records of a 
Florida woman wrote to her sug- 
gesting a medication for a com- 
plaint. According to an opinion 
poll, 8096 of Americans believe 
that they have *lost all control" 
over personal information. Eu- 
ropeans, so far, seem to be less 
bothered. In continental Eu- 
rope, especially, the state has al- 
ways been intrusive, but, reas- 
suringly, often inefficient. Many 
medical records are still kept on 
paper in cabinets, probably 
making them more secure than the computer screen. 

Mr Rozar claimed that cyber sleuthing resulted in cheaper 
credit. Making medical records easily available, he said, helped 
hospitals find organ donors quickly. The police love their 
screens: every scrap of information helps them to nab more 
criminals. The Net can trap crooked firms as well as individuals. 
In America it is reckoned that every time a firm takes out a loan, 
buys supplies, moves office or deals with government, it leaves 
traces that a patient Sherlock can sniff out in the Net. The debate 
continues. 

But eventually Rick Rozar seemed to tire of the controversial 
business he had pioneered. Snooping into people's lives, how- 
ever worthy it could be made to sound, did not seem much fun 
any more. In 1996 he sold most of the business he had founded, 
CDB Infotek, and the remainder went this year. Mr Rozar came 
away with a fortune of $95m and devoted his brilliant talents to 
a charity for tracking missing children. Sadly, his charitable ca- 
reer ended suddenly when he fell to his death while inspecting a 
satellite dish on the roof of his home. 

Put Mr Rozar's name into one of the search engines in the 
Net, and not much is revealed. Nationally, he rated 11 lines in the 
Washington Post. Rick Rozar, said a business colleague, was a 
very private man. 
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The Oxford 
Advanced 


Management 
Programme 


Presents a global overview of the business enterprise and its strategic challenges. Oxford’s 
__ four-week AMP provides a unique opportunity to stand back and pursue your own learning 
agenda, assisted by a top class team of individual tutors and in the company of some of the 


. . most international and high calibre senior executives. 


10 January - 7 February 1999 


——————— MÀÀ—ÀÀÁÀÁÀáÀáu 


For further details return to Maureen Campbell, Templeton College, Oxford, OX1 5NY, UK 
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The John F. Kennedy School of Government 
is launching an exciting new degree program, 
the MPA in International Development 
(MPA/ID). 


Prepare yourself to make 
a difference in the world. 


RIGOROUS AND INTENSIVE, the MPA/ID 
represents a breakthrough in development 
education, combining depth in economics 
training (at the Ph.D. level) with a cross-dis- 
ciplinary approach to solving the most critical 
problems facing the world. 


TAUGHT BY A WORLD-RENOWNED 
FACULTY, including economist Jeffrey Sachs 
who envisioned the program, the MPA/ID 
will bring Harvard's extensive resources to 
bear on promoting sustainable economic 
growth with equity and social justice in an 
interdependent world. 


FoR EXCEPTIONAL, MOTIVATED PEOPLE 
from all over the world with strong math and 
economics backgrounds, the program will 
deepen and expand analytic skills in combi- 
nation with real-world experience through 
intensive internships in international set- 
tings. Students will develop the tools to 
become leading development analysts and 
practitioners. Our career services staff will 
help launch graduates into rewarding devel- 
opment careers. 


Classes begin in September, 1999. 
Applications are due by January 4, 1999. 
Full and partial scholarships are available. 


If you're committed to a career in international 
development and want to learn more, contact: 


£9 JOHN F, KENNEDY 
SCHOOL OF GOVERNMENT 
Office of International Development Programs 
79 John F. Kennedy Street 
Cambridge, MA 02138 
phone: 617-495-2133, fax: 617-495-9671 
e-mail: idprogroms(@ksg.harvard.edu 
http:flwwwksg harvardedu 






Get to know com 
from inside 
during your 
studies! 
MBA, M.Sc., 
B.Sc. 


| Study in Germany in close cooperation 
_ with our partner companies: 


: Focus on Information Technology 
and Business Administration 


Instruction taught entirely in English 
by an international faculty 


| Ææ Very favourable student-to- 
teacher ratio 


Exchange agreements with 
universities worldwide 


| The International University in Germany 
offers a unique program, tailored to the 
requirements of the information age. 


| The campus is conveniently located in 
Bruchsal, a small Baroque town, between 
Heidelberg and the Black Forest. 


Join the International University in 
Germany and experience the future of 
higher education today. 


Apply now! 















Amsterdam 
Institute of Finance 


(«^ 





offers in cooperation with the faculty of 
INSEAD 
Upcoming Courses 1998 / 1999 


Advanced Valuation Topics 


- Valuing Commercial Banks 

~ Real Options 
Negotiation Analysis (Nov. 9-10) 
Financial Risk Management (Nov. 23-27) 


Asset and Liability Management 


Measuring and Implementing 
Economic Value Added 


Advanced Corporate Finance 
- Mergers & Acquisitions 
- Financial Restructuring - Going Public 
- Financial Innovation 


Advanced Valuation Topics 
- Advanced Valuation 


- Valuing Commercial Banks 
- Real Options 












telephone: +31-20-5200165 - fax: *31-20-5200161 
e-mail: info@aif.ni - internet: www.aif.nl 
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(Nov. 4-5) 
(Nov. 6-7) 


(Nov. 30- Dec. 4) 
(Feb. 15-17) 


(March 15-19) 
(March 22-26) 
(March 29- April 2) 


(May 3-4) 
(May 5-6) 
(May 7-8) 


For information, please visit our Web site or contact Ms. K. Arnold. 





AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
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INSEAD 





INSEAD’s Gower Managemen Progeranwes 
Developing International Leaders 


INSEAD’s General Management International Executive Programme 
1 =é weeks or new modular version, 


Programmes are for executives at key points d eeka in Fonssiechicsn. J y 


in their career paths. 


Led by a team of senior faculty, the programmes 


offer the international cross-cultural perspective, 










the questioning mind necessary to lead and manage 






change, operational skills and innovative energy v/ A complete management development experience 

aimed at senior functional managers preparing for positions 

of increased responsibility in general management, 

RE The International Executive Programme strengthens and 

i Management P gramme ; hones their current skills while expanding their international 
weeks business perspectives, 






for your organisation’s future leaders. 







Young Mar gers F rogramme 


V Developed over 30 years ago, the programme constantly 
incorporates new thinking into an evolving curriculum. 
Dedicated to the enhancement of business acumen 



























in an international environment, it blends innovation v' This programme will give your company's dynamic 

and strategic perspective for senior general managers with young managers the broader perspectives they need to solve 
substantial profit centre responsibilities and for high-level complex business problems, essential for the move into high- 
functional executives. er managerial responsibilities. 
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wg, Touro University International 

E z Your education anytime, anywhere 

Fully accredited program 

Affordable & cost effective 

Bachelor's, MBA, or Ph.D. in 
Business Administration 

Live student-faculty interactivity 

































* 99 € 


A one-year program in the economics of low and middle-income countries. 














Tel: (714) 816-0366 
Fax: (714) 816-0367 
Address: 

10542 Calle Lee, Suite 102 


Los Alamitos, CA DW oe 
Uv» The Leading Internet University 
E-mail: registration@tourouniversity.edu 

http://www.tourouniversity.edu 


Established in 1960, the Center has trained more than 
800 economists from 65 countries. The program 
provides students with a thorough understanding of 
the development process, emphasizing a solid 
grounding in both economic theory and policy 
analysis. The Center prides itself on training 
graduates who rise to the highest levels of public 
service; alumni include ministers, central bank 
governors, and ambassadors. 







. 



















The Center expects applicants to have a strong first degree in economics 
and several years of work experience. Candidates are welcome from any 
country; a representative will conduct interviews in the following countries 
during the next few months: 


Kenya Nov 17-20 | South Africa Jan 15-17 | Vietnam Jan 26-28 
Tanzania | Nov 3-6 Philippines Jan 20-22 | Ecuador Jan 18-19 
Uganda ^ Oct29-31 | Indonesia — Feb1-2 | Bolivia Jan 20-22 PERES ; } 
Malawi Nov 9-10 || Bangladesh Feb 7-10 [| Colombia Jan 14-15 | Poo. lic 
Zimbabwe Nov 11-14 | Thailand Feb 4-5 Panama Jan 12-13 DH AUT : 


For more information, please contact: 
CDE, 1065 Main St, Williamstown, MA 01267 USA 


Telephone: (413) 597-2148 Fax: (413) 597-4076 
Email: cde@williams.edu Internet: http://www.williams.edu/CDE/ 














































E r n QUANTITATIVE TECHNIQUES FOR 
Ets FINANCIAL MARKETS 
Z m = David COX November 9-13, 1998 
ZU 
O G 9 ADVANCED MATHEMATICS OF 
«c g DERIVATIVE PRODUCTS i 
Z oc Z Salih N. NEFTCI November 16-20, 1998 INTERNATIONAL MASTER OF Mine PENETRATION 
Oo x E Earn your MBA in 1 academic year 
k u- < Two agis not be missed by professionals Wi Emphasis on international business 
> a involved wit! quantitative analysis of financial BI Day an d evening programs available 
tr instruments. The experience and expertise of the A a 7 $ 
ul 2 professors guarantee practical relevance and " Accredited American university 
$= — &q_appiicability of the course contents. B Qualified faculty who are working 
Z Comment by a previous participant in the professionals 
course by David Cox: Earn your MBA at AlU and learn in a team 
a "This course gives a good overview of some of the based, hands on environment, working on 
= most important mathematical tools in analysing real world problems with students from 
eo financial markets". more than 120 countries. You'll be 
Comment on the best-selling book by prepared for rapid success in the global 
Salih Neftci on which his course is based: marketplace, 
Wa needed io pica dateien, - Nfera wets ANE A NI COME IAS 
An " UNIVERSITY - LONDON 





is simply outstanding. You can visually see how 
the theory works". 










110 Marylebone High Street 
London W1M3DB, England 
Toll-Free: UK-(0800) 100-777 
Tel: (0171) 467-5600 
Fax: (0171) 486-0642 
www.aiuniv.edu 
















To register and obtain further information, contact: 
Fabienne Scagliola or Béatrice Candolfi 

ICMB, Av. Blanc 49, 1202 Geneva, Switzerland 
Phone: +41-22/731 95 55, Fax: 441-22/731 95 75 
E-mail: icmb @ heiunige.ch 

URL: http://heiwww.unige.ch/iemb/ 












formerly The American College in London 
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See NMSSEEEETYITIEIDES FIIIT) PH.D. 


OR Campus Degrees America’s BUSINESS ENGINEERING * ARTS x 
BACHELOR * MASTER'S « DOCTORATE Preferred + No classroom attendance + Distance learning. ° 


Earn Your Degree Now! 
BS, MA, MBA, Ph.D. 


















Spine j y $ A . * Distin hed faculty + Accelerated degree programs 
Send resume for no-cost evaluation or fax Credit for Work & Life Experience Distance : Credit for work eupullence * Students irom $6 
w (505) 889-2750 1-504-626-8904, Dept. 136 countries and 30 states in the USA. 


/ — 8400 Uptown Blvd, NE , 
ziii Suite 398-W 620 Lotus Dr. N. * Mandeville, LÀ 70471 USA 


Dept 34 http/www.distance.edu 
ibuquerque, New Mexico 871101,8 A. LASALLE Eoucarion CORPORATION 


Readers are recommended Rushmore 

jio make appropriate enquiries and take Universi , 

Fappropriaté advice before sending money, 3. e 
incurring any expense or entering into a binding hebes Mises Aie 
"Teommitment.in relation to: an advertisement. No ba elors degree required. 
The Economist Newspaper Limited shall not be 370 Anchor Drive, Dakota Dunes sp 
liable ta any person for loss or damage incurred 57049 US. Phone: 605-232 6039 
or suffered as a result of his / her accepting or : 132. at d 
offering to accept an invitation contained in any Fax: 605 dtan amba com Themes to include: 
advertisement published in the Economist. www. 5 2 . i 3 
üi * Competitive advantage in uncertain environments 
* Organisational decision-making * Consumer/competitor behaviour 
* Marketing under change * Adaptive information systems 













































DEGREES BY MAIL 


WITH $ YEAR REFUND GUARANTEE 









Previous conference speakers included Prof. J. Kay Prof. N. Venkatraman & Prof. G. Johnson 
Selected papers will be published in a special issue of the Journal of Business Research. 
28009 Madri (Spain)! b; fork. so ad New for this year, a stream dedicated to “Markeling in a Changin 


at atoe and. areor prospects do not improve! f 
je ino A manay. Before enrol mm 





i 1 Sems, University of Surrey, Guildford, 
www.chesteres/aliseda | GU2 IXH, UK. 


" RS e : Phone: + 44 1483 259347, Fax: + 44 1483 259511 
 MaELaLiLir effective courses L : ee e Email; Sems @surrey.ac.uk 


MONTICELLO UNIVERSITY 
Prestigious Distance Learning * Professional Experience Credits 
International Acceptance 

Bachelors + Masters e Doctorate e Juris Doctor 
Law e Business e Education « Diplomacy & Int’! Studies « Arts & Sciences 


(913) 661-9977 Tel, « (913) 661-9414 Fax © infodimonticello.edu « www.monticelle.edu 
Administrative Services: 8600 W 110th St., Suite 206, Overland Park, KS 66210 USA 


adamant 


UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
Match your veizing your ie anor experience. College equivalent credits are 
given for your: tary, company traning, Industrial 
position with à | Courses, seminars and business experience.” 
legal degree We accept college credits no matter when taken, 
and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 
i at your own pace through home study. 
"As you know Sendiax detailed resume for a NO COST evaluation, 


pera is Pacifice Western University 

SEHISIAM Lest 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 

teacher... Burt 14808) 597-1909 

degrees open CALL: (B00) 423-3244 ext, 137 UK: 0800-960-413 
doors. Fax: (310) 471-6456 E-Mail: admissions pwu.com 


http//www.pwu-hi.edu 











































International Business, International Hotel & Tourism, 
International Relations & Diplomacy, Information 
Technology, Public Sector Management, Business 

Communication, Pre-Medicine & Psychology. 






Courses commence January, May & September 



























SCHILLER INTERNATIONAL UNIVERSITY 



















Dept (EC5/9), 51-55 Waterloo Rd., London SEI 8TX 
Tel: +44 171 928 8484 Fax: +44 171 620 1226 
http://www.schiller.edu/ 





ENGLISH | SPANISH | ^ 


m D emm] 








in BELGIUM 











COURSES FOR IRS PER WEEK m : 
PEOPLE -* - CERAN LINGUA 
_ ^ ARIA) Avenue du Cháüteau, 280 
B-4900 SPA (BELGIUM) 










* ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
* JUNIORS from 11 to 18 years 
- FRENCH in BELGIUM 
- ENGLISH in ENGLAND, 


















up to 45 private and/or group lessons 
and pedagogical activities 
Putting into practice with our teachers: 
ai breaks, meals and evening socio-cultural activities 






Since 1975 











in USA: Languagency temet: — 
Tel. : i (4133 584-0334 hitp/ www ceran.com 
in BELGIUM Fax : 1 (413) 584-3046 

A MAXIMUM OF PROGRESS IN A MINIMUM OF TIME 
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APPOINTMENTS _ 








The Edmund A Walsh School of Foreign Service 
of Georgetown University 


secks a distinguished scholar in the field of international politics. Candidates for 
this senior appointment; which will be made at the rank of Professor with tenure, 
should have a strong record of publications and interest in teaching students at both 
undergraduate and graduate levels. Georgetown is an affirmative action and equal 


opportunity employer. 












































Applications, including a letter, curriculum vitae, and three (3) letters of 
recommendation, should be sent to: 
IPOL Search Committee, c/o Dr. Peter Dunkley, 
Associate Dean for Faculty Affairs, Edmund A Walsh School of Foreign Service, 
Georgetown University, Washington, DC 20057-1014. 


The search committee will begin considering applications on January 15, 1999 


arid continue until the position is filled. 


announces an international staff position of: 
WATER & SOIL ENGINEER 
Organization 


ICARDA, one of 16 international centers supported by the Consultative Group on International 
Agricultural Research (CGIAR), cooperates with national programs of developing countries for sustainable 
improvements in the agricultural systems of the dry areas of the world. ICARDA, with a staff of over 400 
scientists and support personnel, addresses two key areas of agricultural research: germplasm improvement 
(cereals and legumes) and natural-resources management. The Center bas a global mandate for barley, 
Jentil and faba bean improvement, and a regional mandate for the improvenieot of wheat, chickpea and 
forage and pasture legumes, Major emphasis is laid on the management and nutrition of small ruminants, 
and conservation and management of natural resources in dry areas. 





International Center for Agricultural Research in the Dry Areas 
CARDA) 











PRESIDENT 


Eu 
UNIVERSITY OF MARYLAND 


UMUC UNIVERSITY COLLEGE 


The Chancellor and the Regents of the University System of Maryland invite nominations and 
applications for the position of President of University of Maryland University College 
(UMUC). UMUC is an innovative institution whose mission, throughout ite 30-year history, 
has been to serve adult students. A recognized global leader in distance education, UMUC 
delivers courses throughout Maryland, the nation, and the world. UMUC’s overseas divisions 
have offered programs to U.S. service members and their families at approximately 160 
locations on seven continents. 


We seek an entrepreneurial leader whose vision will guide UMUC as we move into à new 
educational era, building upon our global positioning and extensive on-line offerings. The 
appointment is expected to be effective at the beginning of calendar year 1999, UMUC's 
administrative headquarters are located in College Park, Maryland, USA. 


Confidential inquiries may be made to John Kuhnle or Monisha Kaplan of Korn/Ferry 
International (tel: 202-822-9444; fax: 202-822-8127; e-mail: monisha.kaplan@kornferry.com),. 
which is assisting UMUC in this search. 
Applications or nominations may also be submitted to: 
Richard E. Blewitt, Chair, Presidential Search and Screening Committee, 
Office of the Chancellor, University System of Maryland Headquarters, 
3300 Metzerott Road, Adelphi, Maryland 20783, USA. 


All communications will be held. in strictest confidence. Women and minority candidates are 
strongly encouraged to apply. EEO/AA 





Yor University of 
AJ Canterbury 


NEW ZEALAND 





The Position 

ICARDA is seeking to fill the position of Water & Soil Engineer to support ita cooperative program of 
work with the Matrouh Resource Management Project (MRMP). The position is based on site in Marsa 
Matrouh, Arab Republic of Egypt. Duties include the design and implementation of water and soil 
vonservation structures in partnership with scientists and engineers from ICARDA and MRMP; preparation 
ofintegrated watershed development plans with the full participation of local communities; assistance to 
MRMP scientists in planning and conducting adaptive research in water and soil conservation; and 
provision of relevant scientific and technical training to MRMP staff. The position is administratively 
responsible to ICARDA's Regions] Coordinator for the Nile Valley and Red Sea Regional Program, based 
in Cairo, Egypt, with scientific responsibility to the Leader, Natural Resource Management Program, based 
in Aleppo, Syria. 

Qualifications 

The successful candidate will hold a B.Sc. or higher degree in engineering with a major in water and soil, 
and at feast 10 years experience in the planning, design, and construction of water and soil conservation 
structures appropriate to dey area environments. Experience in water harvesting and watershed 
management research is a distinct advantage, Fluency in English and Arabic is required. Competence in 
appropriate computer applications is expected. 































Appointment 
The appointment will be for one year (with a possibility of extension), starting as soon as possible. 


The salary is paid im US dollars based on experience and qualifications. Benefits include housing 


allowance, paid home leave travel, a contributory savings scheme, life and health insurance package, 
dependants’ education benefit. 

Application 

Qualified applicants are invited to send: 

1) curriculum vitae with recent salary history, 

names, addresses, telex, fax and e-mail numbers of three professional referees, 

photocopies (non-returnable) of other relevant supporting documents, 


Personnel Office 
ICARDA, P.O. Box 5466, Aleppo, Syria 
"Telex: (492) 331208, 331263, or 331206 ICARDA SY 
Telephone: (963-21) 2213477, 2225112, or 2223012 
Fax: (963-21) 2213490, 2225105, or 3744622 
E-mail: ICARDA-IOBSGICGIAR.ORG 
Website: http//www.egiarongicarda 
REFERENCE: Please quote na. D/7/98 on the application (or in the subject line if applying by e-mail}, 
| APPLICATION DEADLINE: Applications must be received by 31 December, 1998. 
ICARDA is an equal opportunity employer, and encourages applications from women. 


COURSE 


THE DIRECTORY OF MBAs 
http://www.editionxii.co.uk 


Edition Xis The Directory of MBAS is the leading domestic and 
international guide to MBA programmes. Available on-line, in all. good 
bookstores and direct from the publishers (ISBN 186149 020 8). 
Tel; 444 1718330120. Fax: 444 171 9235505 
t-mail: marketGeditionxii.co.uk 
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Senior Lecturer or 
Lecturer in Economics 


(Two Positions) 
Applications are invited for two continuing positions, as 
above, in the Department of Economics. The minimum 
qualification on appointment is the PhD in Economics. An 
appointee must be willing to do research and an 
appointment at the Senior Lectureship level requires an 
established research record. For one of the positions a 
strong preference will be given to a specialist in either open 
economy macroeconomics or international finance. The 
ability to teach these subjects at both the undergraduate and 
postgraduate levels is essential. 
The Department comprises an academic establishment of 17 
and emphasises the traditional core subjects of 
Macroeconomics, Microeconomics and Econometrics. The 
ability to teach in one or more of these core areas is required. 
The New Zealand academic year begins around late 
February although the appointment can begin at any time. 
Preliminary interviews can be conducted at the AEA/ASSA 
meeting in January 1999. 
Full details will be airmailed on request to the address 
below or: <hr.acad.appts@regy.canterbury.ac.nz>. 
Academic enquiries should be’ made to: 
<ec99@econ.canterbury.ac.nz>. Information about the 
Department and the University may be accessed 
on:<www.canterbury.ac.nz>. 
Applications, quoting Position No. EC99, close on 15 
November 1998 and should include the names and addresses 
of three referees, a sample of research and evidence of 
teaching ability. Applications must be addressed to: 


fhe Registrar, Attention: Human Resources Section, 
University of Canterbury, Private Bag 4800, 
Christchurch, New Zealand. 


The University has à policy of equality of 
opportunity in employment. 
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Do you have a goal? 


We can offer you new prospects! 








The future evolves from visions. But they must be based on a sound 
footing. And at Deutsche Post, you can rely on the fact that they are. 
Experience and expertise in synergy with new ideas and concepts are 







paving the way for the future. If you are considering new prospects for 
your future career - you will find a promising basis for advancement 
at our company. The willingness to perform, quality awareness and 
dedicated commitment to our customers are the attributes that will 
enable you and our company to progress. Of this you can be certain. 













Deutsche Post would like to expand its global leading position by providing innovative services and also to seize the 
challenges posed by growing liberalisation in the postal sector as an opportunity. Against this backdrop, the International 
Mail Division is looking for two dedicated members of staff for its International Relations Division who will be capable 
of reorienting and shaping the following fields at the Directorate General in Bonn in this spirit with their future-oriented 
ideas and concepts. 


Deputy head of division 


Strategic relations Reference number 243-320/1eco 


Your duties will include managing relations with international partner companies and international organisations, 
establishing and looking after effective visitors’ management for the International Mail Division and co-ordinating 
consulting activities. 











You have a university degree in a relevant field, 3 to 4 years relevant professional experience, experience abroad and 
in the field of lobbying. You have a good command of languages, German would be an asset. 


Officer in charge 


Visitors' management Reference number 243-320/2eco 


You will be responsible for looking after and organising visits abroad for the International Mail Division and for 
looking after and updating the database in respect of information about postal companies. Furthermore, you will process 
enquiries made by people at home and abroad. 







You have a university degree in a relevant field, are computer literate and have a good command of languages. German 
would be an asset. Professional experience and experience abroad, particularly in event management, are a requirement. 






Applicants are expected to furnish proof of relevant business orientation, to have good concept and organisational skills 
and to be able to work self-reliantly, showing flexibility. 







People with severe disabilities who have the necessary qualifications and experience are welcome to apply. If you require 
further information, please contact Mr. Gross at telephone +49-228- 182-2439. Please address your application stating 
salary requirements, the earliest date of commencement and reference number to 

Deutsche Post, Generaldirektion, Abteilung 525, D-53105 Bonn. 





Other jobs are advertised on the Internet, at http://www.deutschepost.de 


Deutsche Post Q 
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Deutsches Institut fiir Wirtschaftsforschung 
j| German institute for Economic Research 
Long-term Expert 


being sought for the Tacis project 






Russian Federation - 
Regional Policy Addressing Economic, Social and Legal Asymmetries 






Scope of work: 

* joint leadership of the Working Group "Legal and Institutional Framework " 
{in cooperation with the Russian project director and Dr. Iris Kempe): 

* significant input to the Working Group "Regional Economic and Social Policy"; 

* development of analyses, memoranda, policy advice papers, reports to the EU 
Commission, etc; 

* coordination of project work with the Russian government and governments in pilot 
regions; 

* cooperation with research organisations as well as with the governing bodies of 

.; facis and participating institutions; 

© oe independent publication work and press relations. 










The project will run until November 2000. The expert's contract will be for 16 months, 
mainly in the project office in Moscow. Along with broad scientific qualifications in the 
relevant fields, requirements for this position include a professional work background in 
Russia and in the EU, and administrative experience. Working languages are English and 
Russian; English writing skills and command of Winword, Excel and communications 
software are required. Only EU nationals may apply. 










Further information: Dr. Herbert Wilkens, German Institute for Economic Research, 
Koenigin-Luise-Str. 5, 14191 Berlin, Germany. 

Phone; 449-30-89789-369, Fax: 449-30-89789-305. hwilkensGdiw-berlin.de 
http//www.diw-berlin.de/InteraationalProjects/rusreg/english/ (case-sensitive) 










| The University of Reading |989 


Agricultural and Food 
Economics 


Research Fellow 


Removing Constraints to the Development 
of Small-Scale Food Processing 
Enterprises in Sub-Saharan Africa 


The Department seeks to appoint a researcher to work on the 
above research project which is co-ordinated by Dr Spencer Henson 
and Dr Rupert Loader. This 33-month project involves a 
comparative study of constraints to the development of 
small-scale food processing enterprises in Kenya, Zimbabwe and 
Cameroon. The project is funded under the European Union's 
INCO Programme and involves four other partners in France, 
. Zimbabwe, Kenya and Cameroon. 


The successful applicant will be expected to take a leading role in 
both administering the project and conducting the research. 
Applicants should have a good degree and be able to 
demonstrate research capabilities in the broad area of food or 
agricultural economics. 


This post'is for. a fixed term of 33-months. The salary is in the 
range £17,570 to £19,197. 


If you would like to discuss informally this post before 
applying, please do not hesitate to contact Dr Spencer Henson, 
Tel: 0118-931 6775; e-mail: S.J. Henson G reading.ac.uk 
or Dr Rupert Loader, Tel: 0118 931 8966; e-mail: 
rupert.loader 9 rdg.ac.uk. i 


Application: forms and. further. particulars available from 
Personnel Office; The. University of Reading, Whiteknights, 
PO Box 217, Reading RG6 GAH. Tel. 0118 931 6771 
(answerphone). Closing date for applications 6 November 1998. 
Please quote Reference R9850. ... - 

























































































Executive. earning $50K-500K-- Career searching into, within or out of 
Asia/Europe/U.S.? A new position is closer than you think! Free info. 
www.CareerPath.co.uk 























JOB HUNTING INTERNATIC 









E-mail: cpasia@bkk.loxinfo.co.th 
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The creme always rises to the top, 
so why shouldn’t you? 


Looking for the way to achieve that higher level of income? 1f. 
you're an international senior executive, over 40, and currently 
earning *100K per year, we can assist you in attaining your 
goals. At Resume Broadcast International, our team will manage 
your career search with the expertise you have come to expect. 
Our commitment is not just 40 hours per week, but 24 hours a 
day, 365 days a year. Contact us at Tel: (909) 866-4213, Fax: 
(909) 866-4244 or E-mail: 102224.3306@compuserve.com 
today and watch the doors to opportunity open tomorrow. 


Resume .;$ 
Broadcast 
International 

























Resume Broadcast International 

PO BOX 2892, Big Bear Lake, California CA92315, USA. 
Tel: +1 (909) 866 4213, Fax: +1 (909) 866 4244 

Email: 1022243306 @compuserve.com 






























NATO HEADQUARTERS 
BRUSSELS 


Office of Information and Press 








is looking for a 


PROGRAMME OFFICER 
(CENTRAL AND EASTERN EUROPE) 


to reinforce its External Relations Section which runs an extensive visits and 
seminars programme in NATO' 28 Partner countries. 


You are a national of a member country of NATO and have: 

€ a university education and at least five years’ experience in information/ 
communications; 

€ a strong command of English and French, and also Russian 
(and/or Ukrainian]; 

€ an excellent knowledge of international affairs and security issues with a 
proven interest in the Central and Eastern European countries; 


€ experience of public speaking (including in Russian and/or Ukrainian); 
a MMNNNER MENU MEE 


Applications should be sent with a detailed Curriculum Vitae, 
quoting reference OIPEREC, before 12th November 1998, to: 
Recruitment Officer, NATO Headquarters, 1110 Brussels, Belgium 
Only those candidates who meet the specified requirements and whose 


applications pass the initial screening will receive o reply. 
Telephone enquiries will not be answered. 
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APPOINTMENTS _ 


THE WORLD HEALTH ORGAN IZATION 


seeks a 


DIRECTOR, RESOURCE MOBILIZATION 


PRROG EOBIECTIVE: 
-. To increase the level of financial and other resources mobilized from voluntary sources for the work of WHO technical programmes. 


. THE SUCCESSFUL CANDIDATE WILL: l 
E Advise on policies and define targeted strategies for resource mobilization 


. Maintain high-level contact with the donor community to provide information on WHO's funding priorities 

. Develop new ideas for fund-raising, forge a new relationship with the private sector, and strengthen links with 
intergovernmental organizations and multilateral financial institutions 
Advise WHO programmes and offices on resource mobilization Strategies and facilitate a coordinated approach 
Manage the collection and dissemination of information on actual and potential donors 
Plan regular meetings with donor representatives to review current programmes and to consider new proposals 


QUALIFICATIONS: E 
University degree, preferably at the postgraduate level, in a subject such as political science, economics, law or international affairs. Additional 
qualifications in public health and business desirable. Diplomatic skills together with ability to innovate. Mastery of effective communications, 
written and oral, and of public relations. Proven record of fund-raising or voluntary grant management for major projects, with over 15 years of 
experience at increasing levels of responsibility in the public and/or private sector. Knowledge of the health sector and of WHO an asset, together 
with extensive network of relevant contacts, Excellent command of English or French and a good working knowledge of the other language: 
Knowledge of additional languages of major donor countries an advantage. 


The appointment is based in Geneva, Switzerland, An attractive package of salary, international allowances and benefits is offered, 





tiu Applicants are requested to submit either an application form (Personal History Form) which is available on the Wel bsteab ^ SER 
ittp//www.who.ch/per/vacancies; or a detailed curriculum vitae. The application/CV should reach the following offi 0 October joting: ^ 
Se relire “PRONE” ee eae 





Head, Professional Candidates (PRC/RMB) World Health Organization 
20, avenue Appia - CH-1211 Genéve 27 (WHO Facsimile N° 791.41.77) 


WHO has a smoke-free environment & Applications from women are encouraged 


GS GO RAO ee mw a Aberdeen S @ GS AeA ee mw 
Inspirational role - international prospects 


Economist 


Ask any oil and gas analyst which company is. most likely to 
see global expansion in the next few years and the answer 
¿will be TOTAL. We have embarked on a journey that 
will double production outside the Middie East, making us 
one of the top-performing and most ambitious upstream 
exploration and production companies in the world. Our 
activities cover Latin America, the Far East, the FSU and 
. Africa, and we need professionals who. see a role in the 
North Sea and West of Britain as a springboard for wider- 
ranging opportunities. 
We are looking for an enthusiastic, self-motivated individual 
to join our strategic planning team as an Economist. The 
work is highly varied ranging from long-term strategic 
planning through to project-specific analysis. You will have 
good analytical skills, be highly numerate and be expected to 
perform and present economic, commercial and Strategic 
analysis for our company business needs. 


This is a high-profile role, offering the autonomy and 
empowerment to. prove yourself. Success will be rewarded 
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with significant career advancement in the UK and 
internationally. You must have a good first degree, preferably 
with a post-graduate qualification, and a minimum of two 
years’ experience. You will be self-motivated with well 


developed communication and interpersonal skills. A second ns 


language will be an advantage. 


f this role appeals to you, then send your CV, with fuil salary z 
details, to Lesley Maxwell, Human Resources Advisor. Total 
Oil Marine plc, Crawpeel Road, Altens, Aberdeen AB12 3FG. 


Closing date: 30th October 1998. 


ri / | 
TOTAL 
ddd 











APPOINTMENTS — 












The . 

Economist 
TO ADVERTISE. WITHIN THE CLASSIFIED SECTION, CONTACT: 
Philip Wrigley 


London 
(44-171) 830 7000 


Suzanne Hopkins 
New York 
(1-212) 541 5730 

















Dow Jones Newswires | 


is seeking a News Editor to coordinate its energy coverage for the Asia- 
Pacific region. The job is based in Singapore. A competitive package 
will be offered to the right candidate for this senior position within our 
expanding news operations. The successful candidate will have: 


e At least three years’ experience working as a reporter or editor 
covering energy markets or the energy industry; knowledge of the 
Asia-Pacific energy markets would be an advantage 


e Experience in managing or directing other reporters 


Send a cover letter (including salary expectation), curriculum vitae and 
examples of your recent work to: 


Human Resources Manager 
Dow Jones Newswires 
10 Anson Road #32-08 
International Plaza 
Singapore 079903 


DOWJONES 


Lectureships in Economics and Econometrics 


Department of Economics 


Melbourne, the intellectual and cultural capital of Australia is home to the 
University of Melbourne, recognised internationally for excellence in teaching 
and research. 


































The Position: The Department of Economics is a leading department in 
Australia with a strong postgraduate program and an outstanding group of 
economists and econometricians, all of whom have high research profiles. 
The Department invites applications for a number of Lecturer positions and 
applicants in all fields of economics and econometrics will be considered. 


The Person: Applicants should normally hold a Ph.D in economics or be in 
the process of completion. 


The Benefits: Salary $AUS48,636 - $AUS57,756 p.a. (Lecturer-Level B). 
Employer superannuation contributions 17 percent and salary packaging 
available. Appointees from interstate or overseas will be eligible for 
assistance with travel and removal expenses. 


Employment Type: These are full time (continuing) positions. 


Contact: Further information and a position description available from 
Professor John Freebairn, Head of Department of Economics, 
+61 39344 6414 (Tel.), +61 3 9344 6899 (Fax) 
e-mail address, j.fréebairn@ecomfac.unimelb.edu.au. 
World Wide Web Address: 
http/www.ecom.unimelb.edu.au/ecowww/home.html 


Applications To: 
Director, Human Resources, The University of Melbourne, Parkville, 
Victoria, 3052; fax +51 3.9347 2087 by 4 December 1998. 


You may also apply at our website http//www.unimelb.edu.au/hrm/jobs/. 
Quote position number. Y3160420 and include the names, phone and 
facsimile numbers and: E-mail addresses of three referees in your application 
às. well as- results Trom any postgraduate coursework taken for those 
completing à Ph.D: Be ue 


The University of Melbourne is ari equal. opportunity employer. 





The World Bank's New Delhi office seeks a local economist consultant for 
18-30 months, in the public finance/macroeconomics area. The economist 
will be expected to contribute to World Bank reports, draft short analyses 
and briefs on key issues; closely follow one or two sectors of the economy, 
participate in discussion of general economic issues in the Indian 
economy, especially national and state public finance; support project 
work with economic analysis. The consultant will work with the World 
Bank's State Finance Team and the Poverty and Economic Management 
Team in the Delhi office, with reporting responsibility to the manager of 
the Bank's Poverty and Economic Management Team. 


The economist should have a Ph.D. in economics or the equivalent, with a 
strong focus on public finance and at least five years of experience in an 
academic or research center, or economic consulting firm. The economist 
should have excellent analytical skills and proven ability to write clearly, 
concisely, and tactfully, as evidenced by publications in the form of books, 
articles in journals and periodicals, invited contributions in books, or 
policy analyses. The economist should have a proven ability to 
communicate orally. The economist also should have strong interpersorial 
skills, and proven ability to work as part of a team ín an environment with 
short, fixed deadlines. Female applicants are especially urged to apply. 


The position will be in the New Delhi office for a fixed term of 18-30 
months, with no extensions. For this reason, it is likely that the economist 
will be on leave from another position. The salary will be in Indian 
Rupees based on the World Bank's local salary scale, which is competitive 
with the upper echelon of Indian firms. There is no housing allowance. 


The selection process will involve an initial round of screening, after 
which selected candidates will be asked to send copies of some of the 
items listed on their resume, for the selection of a short list of candidates 
to be interviewed. The candidate should submit a resume to: 


Ms. Nira Anand, Head, Human Resources, The World Bank, 
70 Lodi Estate, New Delhi 110 003. 
Fax No. 4619393 and E-mail Address: nanand1@worldbank.org. 





SCHOLARSHIP 





THE DAIWA ANGLO-JAPANESE FOUNDATION 
Daiwa Scholarships 
1999 


Up to seven Daiwa Scholarships, tenable in Japan for twenty months, will be 
awarded in April 1999 by the Trustees of the Daiwa Anglo-Japanese Foundation. 


The purpose of the scholarships is to enable outstanding young UK graduates in 
any academic discipline, career or performing and creative art, to acquire a lasting 
knowledge of Japanese life and culture and of spoken and written Japanese. 


Successful candidates will take up their scholarships in Japan in September 1999. 
"The first year (including a month's homestay) will be spent at a Japanese Language 
School and will be followed by a combination of language training and work 
placements. 


In addition to free language tuition and free travel to Japan, Scholars will receive 
grants at an annual rate of not less than 3,000,000 Japanese Yen to cover 
accommodation and living costs. 


Candidates must be citizens of the UK, 20 or over on 1 January 1999, and have 
completed their first degree by the summer of 1999. Candidates already engaged in 
research or a career may also apply, but graduates in Japanese or candidates who 
already have an equivalent proficiency in Japanese will no be considered. 


Candidates will be expected to combine high personal and intellectual qualities with 
potential for leadership, Preliminary selection will be January and February 1999. 
Candidates on the final short-list will be interviewed by the Trustees in April 1999. 


Further information and application forms may be obtained by post or fax from: 


The Director General 
Daiwa Anglo-Japanese Foundation 
Daiwa Foundation Japan House 
13/14 Cornwall Terrace 
London NWI 4QP 
Fax: 0171 486 2914 


Requests for application forms must be received by Monday 14 December and completed 
“applications must be submitted at the latest by Thursday 17 December 1998. 
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_ FELLOWSHIPS - 






























999 International Fellowship Opportunities 


| Eisenhower Exchange Fellowships announces a competition for U.S. 
{| citizens. in leadership positions with significant professional 
-| experience (10-20 years) for Fellowships to: 


HOUBLON-NORMAN- 
FUND FELLOWSHIPS 


The Trustees of the Houblon-Norman Fund invite 

applications for Research Fellowships tenable at the. 
Bank of England during the academic year 1999/2000. 
The appointment will be for full-time research on an | 
economic or financial topic of the candidate's choice, 

preferably one that could be studied with particular 
advantage at the Bank of England. The length of the 
appointment will be by agreement with successful 
applicants, but will not normally be less than one 
month, nor longer than one year. Senior Fellowships will 
be awarded to distinguished research workers who have 
established a reputation in their field. Fellowships will 
also be available for younger post-doctoral or equivalent 
applicants, and for these, preference will be shown to . 
British and other EC Nationals. The award will normally 

be related to academic salary scales. 
















..] Hungary: Education- pre-university and public education; 

i) Technology in education, economy, communications: 
Health systems-social security systems; Brownfields 
development 


“Ireland:  State/federal relations; National/international government 
s relations; Education and social inclusion; Employment, tax 
and industrial initiatives 


Malaysia: Computer technology and systems in education; Science 
and technology policy; Telecommunications policy 

Peru: Politics and government administration with interest in 
Latin America 

Taiwan: Economic development through  public/private 


partnerships; regional cooperation in East Asia; 
Management of Asian financial crisis 















Fellows will meet with top level authorities. in government, and 

business throughout the. country for à period 4-10. weeks. Benefits 

] include all travel costs and living allowance for Fellow and spouse. 
Applications due November 30, 1998. 


Request applications from : 
J. Harti, EEF, 256 S. 16th St., Philadelphia, PA 19102; 
FAX: (215) 546-4567; E-mail: Jhartl@eef.org 






Application forms (to be returned no later than 30 
November 1998) and details are available from the 
Secretary of the Fund, Miss Margot Wilson, Secretary's 
Department, HO-1, Bank of England, Threadneedle 
Street, London, EC2R 8AH. 











When applying, please indicate in which publication 
you saw the advertisement. 


CONFERENCE 


White House Weekly presents... 
“Internationalizing a Global 
Navigational Satellite System: Should 
the United States Share Control?” 

Brussels, Belgium @ January 25-26, 1999 


Visit our website at http://www.kingpublishing.com/h-1.html. 
or call (202) 662-9710 for more details. Fax: (202) 662-9719. s 


BUSINESS & PERSONAL 















|. The United Nations University 
JR UNU/IAS 


: « <> Institute of Advanced Studies 
| Ph.D. Fellowship at the United Nations 
‘University Institute of Advanced Studies 


The Institute of Advanced Studies of the United Nations University 
(UNU/IAS) is a multi-thematic research and training centre located in 
Tokyo, Japan. Its programmes are directed at pressing global issues of 
concern to the United Nations, making use of advanced research 
methodologies and with an interdisciplinary approach. 










































|: Fellowships of eight months are offered to Ph.D: candidates to carry out their 
doctoral research in a subject area closely related to one of the following 
current thematic areas of the UNU / IAS: (1) Eco-restructuring for Sustainable 
(F Development, (ii) Mega-cities and Urban Development, (iii) Multilateralism 
| and Governance and (iv) Science, Technology and Society. Applicants must be 
| at the dissertation stage of their Ph.D. and their home aniversity must have 
“| accepted their research topic. Successful applicants will carry out their 
;| research in Tokyo under the. supervision of UNU/TAS faculty members 

and/or, affiliated UNU/IAS network scholars. Language proficiency in 
| English is required. Fellowship awards include a monthly stipend, subsidized 
accommodation, and a return ticket between Tokyo and the fellow’s country 
of residence. Please note that residing at the UNU/IAS guesthouse for the 
eight-month period is a prerequisite of the fellowship. Applicants from 
developing countries are particularly encouraged to apply. 








Save 30-70% on International Calls 
"Justice rated #1 in Callback 


1997 international Telecommunications Association. 


* Business, residential, and 
cellular savings. 










* Earn Free air travel with 
WorldMiles program. 


* join the prestigious 
Justice Agent Program. 


USTICE | 


TECHNOLOGY CORPORATION 


It’s just what you're looking for. 
Mention this ad for a sign-up bonus. Agent inguirles welcome. 
1-310-526-2200 . 1-310-526-2100 fax . www.justicecorp.com 







Application: Fellowships commence in the winter, spring and fall of each year 
with the following respective deadlines: 20 November 1998 for the winter 
(Feb) 1999 round; 20 March 1999 for the spring/summer (June) 1999 
round. Application forms can be downloaded from the UNU/IAS WWW 
homepage (http: /www.ias.unu.edu). obtained by e-mail 
(unuias@ias.unu.edu) or by writing to the address below. Candidates must 
complete an application form, and provide the following documents: 
curriculum vitae, dissertation outline, supporting letter(s) or reference from 
Ph.D. supervisor(s) and academic record. Only completed applications will be 
considered and replied. 


















Ph.D. Fellowship Programme 
United Nations University /Institute of Advanced Studies 
5-53-67 Jingumae, Shibuya-ku, Tokyo 150, Japan 
Fax 81-3-5467 2324 
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BUSINESS & PERSONAL 


Invitation to join our network for Accountants, 
Lawyers and Offshore Professionals. 


Eurotrustee Group offers accountants, lawyers & offshore: prof nals the outstanding 
opportunity to act mondial like the larger players in the tax, law & offsti ustry. Joining our 
international legal Network will open up new bu s opportunities far you and attract mare 
clients. As a partner ALL new business leads related to your jurísdiction (ill be directly referred 
fo you as the local Member Firm, expanding your busit or a Mem ip Fee of only $80. 
per month. As Member Firm of the Eurotrustee Group you will benefit from: 


































e Protected exclusivity within your territory 

Participation in our worldwide advertising campaigns 

The use of our internationally recognized Corporate Identity 
The use of our Name and Logo 

Global referral service within our Network 

Direct links with international offshore & onshore partners 
Your company profile on our Internet Home Page: wwWw.eurotrustee.com 
Your company profile in our corporate brochure 

e Group Insurance Program with Lloyds of London 


eeeoeeee 


To Hind out more visit the ultimate Offshore Companies Internet Site: vww.eurotrustee.com or 
ask for our corporate brochure. if you are keen to secure your exclusive position and to develop 
your business into the international arena, please present your professional credentials to: 


[E Eurotrustee Group Tek 31-20-6014510 + Fax: &331-20-6014400 












DI budent tioni d teabate trant E-mail: eurotrustee@eurotrustee-group.com 
Home Page: www.eurotrustee.com 


The Original 


kallback’ 


Lowest International Rates 







Il to the U.S. from: 


Hong Kong....35¢ Germany......25¢ 
Spain..............45¢ Italy.............. 34€ 
Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........27€ 
























eposit _ 


Instant Activation 
Fiber-Optic Networks 
Itemized 6-Second Billing 
Ideal for Home, Office, 
Hotels and Mobile Phones 






No Set Up Fees 


Agents Wanted 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info@kallback.com 








BUSINESS OPPORTUNITIES 






















OFFSHORE COMPANIES BECOME A SUCCESSFUL 
* Ready made companies CONSULTANT IN 
* Full corporate administration YOUR OWN FIELD 


* Trade services (UC, shipping) 

* Banking/Accounting services 

* China business development services 
Contact Stella Ho for immediate 


Write for free details to: 






The American 





services & company brochure Consultants League, 
NACS LTD Dept. E7, 
Roari 1108, Albion Plaza 30466 Prince William Street, 
2-6 Granville Road, TST, Princes Anne, 


Kowloon, Hong Kong 
E-mallinace@nk supernet 
Tep 18852: 2724. 1223 
Fax: (8821 2722 A373 


Maryland, USA 











or FAX (410) 651-4885 
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NEW AUTHORS 
PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED: 

Fiction, non fiction, Biography, Religious, 
Poetry, Childrens, 

AUTHORS WORLD-WIDE INVITED. 

WRITE OR SEND YOUR MANUSCRIPT TO:- 

MINERVA PRESS 

2 OLD BROMPTON RD. LONDON SW7 3DQ. 

















f 7. START YOUR OWN 
IMPORT/EXPORT AGENCY , 
No capital or exp. req. No risk. Work a 
from home. PartFull time. Help Desk. 
Established 1946. Clients in 120 countries. 
Free Booklet. r 
WADE WORLD TRADE  ' 
Dept 2024 50 Burnhill Road ' 
Beckenham Kent BR3 3LA 5 
Tek +44 (0) 181 650 0180 (24hrs) 1 
Fax: +44 (0) 181 663 3212 1 
http//Awww.wadetrade.com 
"--wm-mmmwmwwmmmmm! 


dom oa - ^ ow om mom 


U.S. CORPORATIONS AND 
LIMITED LIABILITY COMPANIES 
(LLCs) SET UP INSTANTLY IN 
DELAWARE, OR OTHER STATE, BY 
PHONE, FAX or INTERNET 


Your headquarters may be anywhere in the [| 
USA or other country. No minimum capital 
requirements, No lawyers necessary. Mast 
major corporations are incorporated in 
Delaware, FREE Delaware Incorporation 
Handbook (7th Edition), Registered agent, 
shelf corporations, legal office address in 
Delaware and mail forwarding. Independent 
offshore agents wanted, VISA/MC/AMEX 
CALL ANYTIME Tel: 1.800.423.2993 
(toll free) or +302.996,5819 
Fax: 1.800,423.04523 (USA/Canada only) 
or Fax: 4302,996.5818 
E-mail: inc, infoG delbusinc.com 
Internet: http://www.delbusinc.com 
Delaware Business Incorporators,inc. 
3422 Old Capitol Trail, Dept. TE 
Wilmington, DE 19808-6192 
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FREE CASH GRANTS! College. 
Scholarships. Business. Medical bills. 
Never Repay. Toll Free 1-800-218- 
9000 Ext. G-4265 US Only. 





AMERICAN BUSINESS VISAS. U.S. 
specialist for entrepreneurs and ex- 
ecutives. Tel/Fax: +44 (0)1992 578 609. 





TÉMOIGNAGE. Scrupulous Canadian 
professor emeritus will witness 
event/meeting and report objectively. 
Dr. Ralph Maud fax (604) 731-9255. 





GOV'T FORECLOSED homes from 
pennies on $1. Delinquent Tax, 
Repo's, REO's. Your Area. Toll Free 
(1) 800-218-9000 Ext. H-4265 for 
current listings. 





2ND PASSPORTS / Driver's Licences 
/ Degrees / Camouflage Passports / 13 
Countries / Secret Bank A/Cs / Awards. 
GMC, Fax: +3120-5241407; E-Mail: 
400413.3245@compuserve.com, 
http://www.global-money.com 


H B U 


MAN K BERVICK Sc 
A » Modern, comfortable N 
Serviced irene ofer Boat Vatue tor Money, 
Unbeatable location in Kensington, 
2 person apartment from £70 per ua oh 
4 person apartment from £115 per n 


TENN 


Tourist Board Commended 


ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW7 4DG. U.K. 


A D N 


R E 




























4402 TEANECK ROAD - SUITE 114 + TEANECK, NEW JERSEY - 07666 - USA 
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BUSINESS & PERSONAL 


US: Immigration, À 
For free kit contact 


on Diego, 5r [RE USA 
OHS TOTES 
88 SOLUTIONS INC. E A. 5786238. 





FINANCIAL ADVISORS 
SAVE CLIENTS UP TO 
50% ON BANK LOANS! 


w/COLLATERAL LOANS 
PAY INTEREST ONLY. 
ENROLL IN OUR 
TRAINING PROGRAM. 


ERIC A. KLEIN, ATTY. 
INTERNATIONAL DEVELOPING 
ENTERPRISES AGENCY (IDEA) 

PHONE: (212) 751-0800 

FAX: (212) 686-4442 (24 HRS) 

e-mall:panglobQaol.com 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


OTHER JURISDICTIONS AVAILABLE 


PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13WIMPOLE STREET 
LONDON W1M 7AB 


TEL: 0171 436 8100 
FAX: 0171 436 8188 


E-Mail: CoForm3 @Fiduciary.Co.uk 
http//wwew.FiduciaryGroup.com 


IMMIGRATE TO CANADA 
*We Can Help" 


Offshore 
Banks 
a Formation 





TAX-FREE 
companies world-wide 


formation and administra 
of companies opening of bank accounts 
tel/fax/mail forwarding services 


LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United KingdomOY9 OSF 
Raymond Terry Gibson. Fax: «4- 1481-832 381 
Hungary LAW ECO Kft-Main Customer Service 
{| Xa Raday sr, aper 
C 





OFFSHORE COMPANIES. 


tax savings, 





you achieve substantial tax savings. 


For more information, to receive our FREE 
explanatory booklet on offshore and 
international tax planning and trusts or to 
arrange a discussion free of obligation or 


| charge, please contact: 


The International Company Services 


Limited Group 
fre Offshore Professionals 


FRE ECONOMIST OCTORER 17TH 1998 


INTERNATIONAL TAX PLANNING 
We can provide innovative solutions to your 
complex tax problems. We can assist you in 
setting up and managing a structure to help 


. TAX PLANNING & TRUSTS 


Since 1977, The ICSL Group has specialised 
"jn advising on the use of offshore companies 
and trusts to achieve personal and corporate 


HONG KONG ~ Simon Hanley 
Tek: 4852 2542 1177 
Fax: +852 2545 0550 
Email: hkGICSL.com 


ISLE OF MAN ~ Diane Dentith 
Tek +44 1624 801801. 
Fax: +44 1624 801800 
Emal: iom@iCSL.com 


LONDON ~ Peyman Zia 
Tek +44 171 493 4244 
Fax: +44 171 491 0605 

Email: ukGICSL.com 


CARIBBEAN -~ Paul Winder 
Tel: +1 649 946 2828 
Fax: +1649 946 2825 

Emalt teh@ICSL.com 


USA ~ Jerry Bakerjian 
Tek 41 954 943 1498 
Fax: +1 954 943 1499 
Email: usaciCSL.com 


Web Site - httpz/www.ICSL.com 
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WORLD WIDE 


y of the Estate and 
35 


OFFSHORE 
SOLUTIONS 
FROM THE 
WORLDS No 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciplined 
professionals inciuding lawyers, 
chartered accountants, chartered 
secretaries, economists and 





bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using all of the 
major low tax areas. 


Companies available 
from US$350 


LUXEMBOURG SINGAPORE 
Eveline Karls Diana Bean 

Tet 4352 224 286 Tek +65 $35 3382 
Fax; «352 224 287 Fax. «65 $35 3991 
FINLAND HONG KONG 
Jenny Kompulainen Raymond Choi 

Tet «3589 0969 2569 MBA MUA (Dip) 

Fax: +358 96960 2505 Tek +892 25220172 
HUNGARY Fax: «852 25211190 
Laszlo Kiss 8c (Econ) SHANGHAI 

Tet +36 13510959 Bart Dekker tum 
Fax: +36 13519058 Tel: «86 21 6248 4355 
CYPRUS Fax: 488 21 6248 1421 
Chris Vassiliades USA 
Attorney-atLaw Kevin Mirecki 

Tek 4357 247320 Tek +1 714 854 3344 
Fax: «357 2 463463 Fax: 41714 854 6967 


For immediate service and 
our 110 page colour 
brochure contact: 


ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
iste of Man, Great Britain, IM99 4EE 
E-mail: economist&ocra.com 
TEL: +44 1624 815544 
FAX: «44 1624 817080 
LONDON - RICHARD COOK, asc 
Tel «44 171 355 1006 Fax: 44 171 492. 4973 
1509002 CERTIFICATED 





Offshore Information on 
www.ocra.com 
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COMPANIES 
BY LAWYERS 


SCF is one of the world's largest. tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs will 
be dealt with in an atmosphere of 
utmost privacy and confidentiality, 


Ld 
WORLDWIDE OFFICES CAN 
Go PROVIDE: EX 


€ COPYRIGHT & PATENT REGISTRATION 
@ ASSET PROTECTION TRUSTS 

@ VESSEL/YACHT REGISTRATION 

@ FISCAL MIGRATION/2ND CITIZENSHIP 


LOWEST 1° YEAR 
& ANNUAL FEES 
ARTE E 


For confidential & friendly. 


LONDON OFFICE 
90-100 SYDNEY ST, 
CHELSEA LONDON, 

SW3 6NJ 
TEL: + 171-352 2274 
FAX: + 171-873 9688 
E-mail: offshore@scigroup.com 


FREEPHONE: 0800 262 856 
www.scfgroup.com 


DUBLIN OFFICE 
27-29 LWR PEMBROKE $T, DUBLIN 2 
TEL: + 353-1-662 1388 f 
FAX: + 353-1-662 1554. f 
E-mail: offshore@scigroup.lolie 


Other European Offices 
Athens, a Lisbon, Monaco; Mosi, 
Nicasia & Sofia cc 0°. 


For a free colour brochure on 
how you can save taxes please 
complete this coupon below: 


























OUTPUT, DEMAND AND JOBS: Britain's jobless rate rose to 6.3% in the three months to | 
August. American retail-sales growth slowed to 5.3% in the year to August. Austria's GDP | 


growth slowed to 436 in the year to the second quarter. The table now includes combined 
data for the “euro-11”, the countries that will adopt Europe's single currency in January. 



























































% change at annual rate The Economist poll industrial Retail sales Unemployment 
G GDP forecasts production (volume) % rate 
7  3mths! 1year — 1998 — 1999 3mthst 1 year tyear latest year ago 
Australia + 31 4 39 Q2 * 33 + 22 +10 199. +28 a2 815» — 85 
Austria na » A0 Q +28 *27 -J40 + 5.2 May — *22 am 45 Au^ 44 _ 
Belgium +49 +35 0 +28 +24 na 4 61 ult +46 May 13.2 Sep — 139 
Britain +22 +30 Qt +23 +08 $30 407 Ag! + 29 aug 63 A 7.1 
Canada ——— 18 + 310 +30 »21 -40 - 13 ul + 36 in 83 sep — 90 
Denmark 408 «1602 427 +22 na 49 Aug + 58 Aug 6.5 Aug 7.8 
France 26 4 31 92 929 + 24 442 45.3 un + 29 iul 118 Aug 125 
Germany £04 1702 *26 422. £61 46349. + 18 Aug 107 sep 117 
italy t21 *11Q +18 £23 .— -30 +13 Awg + 2.2 m 123 su 120 
Japan -33 -1802 -23 ~ 02 2244 - 91 Ag o 7 37 Nl 4.3 Aug 34 .— 
Netherlands € 28. 4 34 Q2 + 36 + 29 ~ 52 ~ 15 Aug + MS Apr 41 Aug 56 — 
Spain 4-35 39 Q2 +38 435 +44 € 6 Jul na — 187 Aug? 20.7 
Sweden $7.8 441 92 +29 + 26 +57 + 71 jo + 81 Aug 6.1 Sept 730 
` Switzerland 13 220 420 + 18 na * 47 Q* + 15 Aug —— 32 Sep — 49 
United States + 18 + 36 Q +34 +19 mig * 31 Aug. + 5.3 Aug 46 Se 49 
Euro-11 * 04 «180 +28 +26 +32 +32 n -02 Aw — 111 Aug 117 





*Not seasonally adjusted, teverage- of latest 3 months compared with average of previous 3 months, at annual rate, New. series. SJun-Aug; claimant count 
tate 4.6% in September. **Jun-Aug.! ! Economist estimate: weighted average of countries listed above 








PRICES AND WAGES French consumer-price inflation fell to 0.6% in the year to Septem- 


. ber; Spain's dropped to 1.6%. Britain's edged down to 3.2%, while its producer-price inflation 
: slowed to 0.3%. British workers received a pay rise of 4.6% in the year to July, an increase of 


1.1% in real terms. In the euro-11 group, consumer prices rose by 1.2% in the year to August. 






























































% change at annual rate The Economist poll 
Consumer prices* consumer prices forecast — Producer prices* Wages/earnings 
3mths! 1year 1998 — 1999 3 mths! 1 year 3mthst — 1year 
‘Australia $24 +07 Q FE £23. X13 iig +05 +28 Q 
< {u Austria -0A +09 Aug * 10 + 13 - A43  - 0.8 Sep na na 

e NO S ns x " 

; Belgium. + 03 + 08 Sep £12 +13 0.8 sul +66 + 28 @ 

. Britain NJ 13 43250 — £32 * 24 0.3 Sep + 66 46) 
Canada +04 + 08 Ag o til * 1.6 Qt Ag + 530+ 5.2 dh 
Denmark +12 + 1.6 Aug + 2.0 +23 13 Aug + 5.0 +42 Feb 
France ~ 08 +06 Sep ^ .* 09 412 = 12 Aug * 18 +24 Ap’ 
Germany +11 £08 Sep oUEd19 13. ~ 42 9p — 03 * 15 uw 
italy + 0.9 + 1.8 Sep +17 + 18 " ~ 0.3 Aug +23 + 22 Aug* 
Japan -22 - 0.3 Aug *03 - 65 . z L5 sep na - 2.4 NW 
Netherlands +42 +17 sp *21 +22 -2.5 Aug +40 + 36 Aug 
Spain +27 * 16 Sep +20 + 23 -1.1 Aug + 01 + 2.0 Q2 
Sweden na —- 0.5 Sep +05 *11 ~ 1A Aug + 69 34i Ju 
Switzerland nil + 0.1 Sep +02 + 07 ~ 22 Sep na + 05 1997 
United States +22 + 16 Aug +17 422 ~ 0.8 Aug +33 + 4.0 Sep 
£Éuro-11 nl + 12 Aug +14 415 ~ 0,3 jun na + 2.2 QU 











*Not seasonally adjusted, "Average of latest 3 months compared with average of previous 3 months, at annual rate. **New series, tteconomist estimate: 
weighted average of countries listed above 





COMMODITY PRICE INDEX 
Wheat prices rallied to five- 
| month highs in Chicago this week, as in- 
| vestors bought on hopes of an American 
| food-aid package to Russia. Drought-hit 

Russia's wheat harvest is forecast to be 36% 





| 

| 

| 

| lower than last year; yields are the lowest | 
| for decades. America has plenty of wheat | 
| to spare. Wheat supplies have risen 10% | 
| this season and are now the largest foru | 
| 
| 
| 
| 
| 


| years. End-of-season stocks are forecast to 
| be the highest since 1990-91. American 
farmers received only $2.39 a bushel for 
their wheat in August, the lowest price for 
| adecade. To help farmers, the government 
may offer more loans; it also plans to take 
| more land out of production under its 
"conservation reserve programme". 





















































| 1990-100 % change on 
| Oct 6th Oct 13th* — one one 
| . month year 
| Dollar index 
| All items 85.5 874 +05 -202 
| Food — 9/8 1007 * 26 -203 
| Industrials 
All 74.7 759  —- 19 -20! 
Nfa? — 876 885 - 08 -178 
Metal 67.0 682 - 27 -218 
Sterling index 
All items 90.5 (9312. = 12. -241 
Food Nu 103.5 105.6 + 09 -242 
Industrials 
All EEA. 796 ~ 35 2240 
Ma! 0927 RB = 24 -219 
Metals 70.9 716 - 43 -256 
SDR index l 
Alt items 83.8 842 ~ 21 -224 
| Food 95.9 97.0 - 00 ~ 22.5 
| Industrials 
| A 0 733 731 - 44-223 
| Nut 7 359 853  - 33 201 
| _Metals —— 657 658  - 52-239 
| Gold 
$peroz 296.35 29685 +25 ~ 95 
Crude oil North Sea Brent 
$ per barrel — 14.10 1317 + 03  -337 














 MMERRUHLULULULEDURRADAUOERURERAUOLBLUNURULUBVRUERERAIULLURUEREÉUHALHAUIUEAUNALAUNNOR 
MROBOTS They may not be about to 
conquer the world, but their ranks are 
swelling fast. A record 85,000 industrial 
robots were installed last year, according 
to the United Nations. Of the 712,000 ro- 
bots reckoned to have been in operation at 
theend of last year, 413,000 were in Japan, 
where there was one robot for every 36 
people employed in manufacturing. Sec- 
ond-placed America is far behind, with 
only 77,100 robots, but itis catching up. Its 
robot numbers are forecast to jump 49% to 
114,800 by the end of 2001, while Japan's 
will rise only 5% to 433,400. Worldwide, 
the number of robots is expected to reach 
873,100 by the end of 2001, an increase of 
23%. Part of the reason for this fast growth 
is that robot prices are falling quickly, 
while human labour costs continue to rise. 





Total robot 
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STOCKMARKETS Hope, if not calm, returned to most stockmarkets, partly as a result of 
Japan's new banking-reform plan. Wall Street rose 2.9% in the week to October 14th. Europe 
notched up bigger gains: Frankfurt was up 5.6%, Paris 7.2% and Stockholm 10.3%. 





FINANCIAL INDICATORS 
























































Share price indices % change on . 
1998 one one record Dec 31st 1997 
Oct 14th high low week year high in local 
Australia 2,4656 28814 24582 - 29 nr - 14.4 
Austria 10645 ^ 16286 982.1 * 36  -258 -38.7 
Belgium 3,0410 — 36321 — 24050 + 79 4255 -163 
| Britain 50384 ^ 61790 ^ 46487 * 43 - 43 1&5 
Canada 55955 — 78223 53357 +24 -215 728.5 
Denmark 568.1 778.8 567.0 - 26 ~132 ~ 271 
| France 2,1366 2,997 18731 +72 +100 -237 
Germany 43185 61714 39625 +56 +30 -300 
| italy 11407 1,6544 1,053.2 * 28 «141 314 
Japan 130707 17,2643 129481 ~ $5 -246 -664 
Netherlands 9340 ^ 13156 827.6 * 90 + 1) -290 
Spain 699.0 947.6 632.6 + 55 +177 ~ 26.2 
Sweden 2,8617 39556 24117 103 TI -277 
Switzerland 5,9225 84120 5,126.5 + 84 + 18 -29.6 
United States 7,968.8 9,338.0 7,5391 + 29 ~ M 147 
< Wond” 9614 11430 896.5 + 35 - 07 -159 


















p *Morgan Stanley Capital international index includes above markets and eight others, in dollar terms. 





] MON EY AND INTEREST RATES American Treasury bonds—supposedly the safest of safe 
| havens—were hit by panic selling on October 9th. Yields on the 30-year benchmark bond 
jumped above 5%. German government bonds were hit too: ten-year yields rose above 4%. 






























































Money supply* Interest rates % p.a. (Oct 14th 1998) .. 
% tise on yearago over- —3-mth money market banks bond yields Euracurrency 
narrow broad night — latest year ago prime gov't! corporate — 3 mths bonds 
+81 +68 Aug 465 ^ 485 4.90 875 S06 5.87 ^ 488 462 
+20 at — 338 —— 359 335 6.50 — 439 na na 709 
+54 M 387 354 337 725 ^ 434 538 350 386 
+88 Aug 763 — 722 735 825 5.07 607 ^ 719 500 
-` Cana *4! Aug 540 466 3.19 725 495 623 528 482 
| Denmark. +62 Aug 500 ^ 475 4.01 725 471 740 488 4.60 
`: france +44 Aug — 338 —— 350 3.56 655 — 425 468 347 383 
à l 9 ^40 Aug 339 3.58 363 290 408 418 3.53 386 
italy +24 +95 wW — 3.88 4.63 6.08 788 ^ 459 519 455 419 
Japan. X80 +39 Aug 0.23 043 0.43 150 — 088 110 — 011 068 | 
Netherlands — «7.| +87 Aug — 3.16 335 353 — 525 417 487 ^ 328 397 
Spain: +10.8 +01 Aug — 415 —— 398 513 $50 — 452 476 403 406 
|. Sweden +64 439 Am 410  — 425 425 —  4]| 484 550 433 468 
| Switzerland — «52 +12 i — 113 131 181 — 313 276 313 11 197 
| United States -01 +94 Ag 531 51 549 825 456 6/3 532 A35 





T Ten-year bond rates (United States 30-year 4.83%, Japan No.203 0.85% new benchmark). 








*Nairow:; M1 except Britain MO, broad; M2 or M3 except Britain M4. Sources; Banco Ambroveneto, Banco Bilbao Vizcaya, Belgian Bankers’ Assn, Chase 
‘Manhattan, CA IB Investment Bank, Commerzbank, Crédit Lyonnais, Credit Suisse First Boston, Den Danske, Deutsche, Generale, 1P. Morgan, Paribas, Royal 
i Bank-of Canada, SE-Banken, Svenska Handelsbanken, WEFA Group, Westpac, Datastream/ICV. Rates cannot be construed as banks' offers. 
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| peak of 4.3% in 1986. The European Union 
| willalso run a surplus, of 11% of Gor. The 





| liticallysensitivecurrent-account deficitis | 
| likely to widen to 3.3% of GDP next year, 
| according to the imr’s latest forecasts. Asa | 


| tion of *advanced" economies. 













@ EXTERNAL BALANCES America's po- 


share of cpp, the gap will come close to | 
1987's record of 3.6%. Japan's surplus is ex- 
pected to hit 4% of Gpr, not far below its- 


chart shows the rmr’s forecasts fora selec- | 








































TRADE, EXCHANGE RATES AND RESERVES The yen notched up further gains as Japan proposed a new plan to recapitalise its bust: 
banks, and as hedge funds continued to unwind yen “carry trades”. Its trade-weighted value rose 4.6% in the week to October 14th. The.) 
. dollar had a quieter week: its trade-weighted value was down 0.3%. The p-mark was down 0.8%. 






























































































*Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. AN others ciffob. 719900100, 














SForward rates for delivery January 1st 1999, calculated by J.P, Morgan. §§Not seasonally adjusted. * *New series, 


Trade balance*, $bn Current account, $bn Exchange rate Currency units per $ Currency units Foreign reserves* $bn . 
latest latest 12 latest 12 mths trade- t Oct 14th year ago latest — yearago 
| month months Oq Mth year ago Stee, 
Australia ~ 0.28 Ag - 33 - 162 q 79.0 924 1.59 
Austria - 033 ims — 55 - 33 i 103.7 102.7 116 
| Belgium + 101 feb + 134 + 125 n 1038 ^ 1024 (339 361 
Britain - 232 M  - 273 + 68 Q« 1014 1003 ^ 059 
Canada + 104 Ju + 115 ~ 13.1 @ 753 84.5 1.55 t 
Denmark * 02804 + 25 + 052 1080 1045 6.25 (749 150 
| france —- + 234 — 4 286 + 38.5 jul 107.4 105.8 551 . 887 940 3 7661 659 
| Germany + 542 Aug + 76.1 + 18 Aug. 105.5 1035 1.64 
| italy +230 an + 273 +309 un — 786 76.4 1,627 
| Japan + 981 Ag +1174 +1135 Aug 126.7 126.0 119 
Netherlands + 1.27 x55 ) — ^ 2060 1033 018 — 185 
Spain -130 + 709 — — 77 773 140 
| Sweden + 123 Aug + 54 — 794 866. 794 758 J 
| Switzerland — « 0.25 i4 + 221 Q2 109.8 105.2 1.34 $146 
| United States -20.94 u — -2244 7 4 1049 NN QU 
i 
| 
i 
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Bank of England. t£xcluding gold, IMF definiti 

















EMERGING-MARKET INDICATORS - 











8 ECONOMIC FORECASTS Every three 
months The Economist polls a group of 
forecasters and calculates the average of 
their predictions for growth and current- 
account balances for 25 emerging econo- 
mies. Since the last poll in July, our seers 
have become gloomier about GDP growth 
in all thecountries in the table. The biggest 
change is in Russia: in July the average 
forecast for growth in 1999 was 1.996; now 
output is expected to decline by 5.4%, on 
top ofa 3.8% drop this year. But even this is 
modest compared with the cumulative 
2096 decline expected in Indonesia over 
the two years. China is expected to remain 
the star, with 7% growth in both years. 












































W LATIN OUTLOOK Last time Latin 
America was tipped to be the world’s fast- 
est growing region, but as contagion has 
spilled over from Asia and Russia, growth 
forecasts have been savagely cut. Brazil 
had been expected to grow by more than 
3% in 1999; now the panel forecasts that its 
GDP will shrink by 1.3%. 














| 
| 
| 
| 
| 
| 
| 





3 Russian Economic Trends. 


| Monetary Authority; Centre for Monitoring Indian Economy, Bank Negara Indonesia; Malayan Banking; Philippines National Economic and Development 








ECONOMY Indonesia's GDP plunged 16.5% in the year to the second quarter. In the year to 
August, South Korea's industrial output fell by 11.8% and Malaysia's by 10.9%. Thailand's | 
dropped 13.9% in the year to July. Russia's annual inflation rate leapt to 67.6% in September. 
This week we have added Egypt to the table; Portugal is now included in “euro-11” data. 
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% change on year earlier Latest 12 months, $bn 
GOP Industrial Consumer Trade Current “Latest Year ago 
production prices balance account 

China + 68 Q +10.2 se — — 1.4 Aug 4449 sep +29.7 1997 — 1406 wi 126.0 
HongKong - S09 -45@ + 27 -142 ag  - 61 99 — 921 aw — 853 | 
india + 5.0 19978 + 2.4 Aug + 1458 - 77 ^u — 6 1997* 25.1 aug 26.8 | 
Indonesia -165 o5 - 309: + 82.4 sep +20.4 ji = 2.4 a1 19.0 Aug 19.3 | 
Malaysia - 880: ^ -109 mg + 56 mg  * 88g  - 4B 195 4 O 207 | 
Philippines ~ 1.2 a2 712.1 sul + 10.0 sep -5A tut ~ 2.2 R .90 i 9B 
Singapore +16%  - 66 Ag - O8Au +30 Ag +144 Q2 709!u. —— 8070 — | 
South Korea ~ 66 Q -118 Aug + 69 Sep 4317 sep +30.9 aug 450 Aug 319 | 
Taiwan £52 + 46 Ag + OA Sp +6959 +55Q 836 4 888 | 
Thailand - 04 1997 -13.9 iu + 7.0 Sep +10.0 i + 29 Q 259 Ag 25.0 | 
Argentina + 69 0 + 07g + lis - $8 Ag  -li5a 244 Aug 198 — | 
Brazil + 15 a - 23 Aug  * 3.6 Ag  - 65 sep  -325q 68.0 w 588 | 
Chile + 5.4 2 + 0.9 ut + 4.8 Sep ~ 36 aug 58g 14.5 Jul 16.9 i 
Colombia £570 - 48 jul + 17.8 sep - 325  -5 6 1997 87 a — ^ 99 i 
Mexico 143m +54 ni + 15959 —- 58g -131Q 298 Ag 258 | 
Venezuela + 5.1 1997 na + 34.3 sep + 7.8 tus + 6.0 1997 109 Aug 452 | 
Egypt + $3 1957 + 8419 + 4.3 05a  -12m 18.5 Moy 184 — | 
Greece * 35 09 482m * 525p  -179 Ww — 48 Mm —— 160 x BEO | 
israel 20m + 26m + 32^g  -67»»9  - 22Q 215 ay 185 | 
South Africa *04Q - 4.0 jut + 76 dug + V3 Aug  -220 — 41 Aw 44 | 
Turkey + 2.6 @ ~ 0.1 Au + 80.4 sep -225 M - 18 jun 221 mg  — 179 
Czech Republic —- 2.4 a2 + 1.1 Aug * 8.8 Sep -= 2.6 Aug ~ 1.6 a2 114 Aug 2 a 
Hungary + 5.1 Q2 *13.6 Aug + 12.5 sep ~ 15 Aug - 1.1 Au 97 » .3 
Poland . + 530 * 6,1 Aug + M3Ag — -116 aw — - 3.5 Aug 3261 Ag o 19.6 
Russia -~ 82 aug ~ V1.5 Aug + 676 Sep 411.9 jun + 3.3 Q4 10.8 Ju 20.2 


"Estimate. Tincludes gold. #Visible and invisible trade balance. §New series, #Year beginning April st. 








FINANCIAL MARKETS Most emerging markets rallied on hopes that Japan's plans to bail 
out its banks may signal a turning-point for market confidence. Hong Kong rose 14.1%, Ja- 
karta went up 13.9% and Seoul notched up a gain of 10.4%. Even Moscow joined the party, 
rising 18.3%, albeit from a low base. But Athens fell 3.9%, despite a Greek interest-rate cut. | 
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Currency units Interest rates Stockmarkets % change on 2| 
2 per$ per £ short-term Oct 14th Dec 31st 1997 | 
Oct 14th yearago Oct 14th % p.a. one inloal — in$ 
week currency terms | 
China 8.28 8.28 1414.95 1377 — 4241 + 47 * 47 | 
Hong Kong 7.75 7.74 13.2 6.66 88400 — 4141 = 176  - 17S 
India 42. 36.2 7241 9.96 .— 28907 -39  - 210 - 268 | 
Indonesia 8825 3,575 ^ 15048 56.30 |.3032 ^ 4139 — - 245  - 530 | 
Malaysia — — 380 315 6.48 697 3842 * 36  - 354  - 38 | 
Philippines ^ 434 339 739 1256 13242 +92 ~ 292  - 348 | 
Singapore 1.61 1.55 2.75 3.78 985.8 * 70  - 356 - 327 | 
South Korea 1,348 915 2298 8.62 346.1 £104 - 80 + 157 | 
Taiwan 333 285 567 625 681951 +22 = 167  - 182 | 
Thailand 38.1 370 64.9 9.20 285.1 + | 
Argentina 100 100 170 19.50 3962 + 
Brazil 119 110 2.03 4119 64450 + | 
Chile 461 — 413 786 1858 — 33503 nil,  - 343  - 375 | 
Colombia 1590 .— 1263 271 35.98 776.2 | 
Mexico 10.18 774 174 36.55 35954 +65  - 312  - 45. S | 
Venezuela 571 498 973 52.30 3,624.5 ! 
Egypt. 3a 3.40 $81 8.82 94739. | 
Greece —— 283 276 483 12.79 1,855.4 | 
israel _ 4.18 3.51 7.12 7.98 259.5 | 
South Africa 5.66 4.67 9.65 20.13 5,275.5 | 
Turkey 279,500 178,500 476,575 80.00 19973 | 
Czech Republic — 285 — — 325 48.6 1328 3423 | 
Hungary 317 195 — 370 1871 4,3527 
Poland 3.51 3.40 5.98 $1289 | 1046.7 - 
Russia 14.49 5.87 2471 6000 . 7508 








Sources: National statistics offices, central banks and stock exchanges; Datastream ACV; EIU; Reuters; Warburg Dillon Read; J.P. Morgan; Hong Kong 


Authority. Hoare Govett Asia; FIEL; Baring Securities; Merrill Lynch; Bank Leumi Le-Israef; Standard Bank Group; Akbank; Bank Ekspres; Deutsche Bank; 
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Your sales forecast just dropped. 
Are sales management and the sales force 
giving you the same number? 


Do you 
kno 









You can spend millions of dollars on application software and still not have the information you need to run your 
business. That's because most application software automates just the back office—or just the front office. Oracle” Applications 
integrate your entire business—sales, service, supply chain, manufacturing, accounting, projects, human resources 
Everything. Our applications capture all che information needed to provide a complete view of what's going on 


in your business. Every decision you make is based on up-to-date information and impact on shareholder value 


ORACLE 


Visit www.oracle.comlinfol6 today. A PP lications 


We call it business intelligence. And it's from Oracle. Now you know 


If you'd like to know even more—and who wouldn't—call Oracle 





India 9 $72 0570 





Australia 1300 360 248 * China 86 10 6218 1155 * Hong Kong 852 2865 262 


Indonesia 62 21 572 3222 * Japan 813 5750 1441 * Korea 822 369 9500 * Malaysia 603 261 


New Zealand 0800 279 485 
Philippines 632 812 3551 © Singapore 65 339 6116 * Taiwan 886 2 719 3966 * Thailand 662 632 9400 * Vietnam 844 97 


1998 Oracle Corporation. All nights reserved. Oracle 1s a registered trademark of Oracle Corporation 
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it's sma 


always 


On its ten-year, billion-mile mission, the Inter- 
d national Space Station will not make pit stops and 
its air system can never break down. So the grease for its fans 
and motors is not just a detail. It had to pass nearly as many 
tests as the astronauts and in the end a Mobil synthetic 
grease was the winner. What's exciting is that we did not 


create this grease for outer space. You can buy the same 


long trip, 
hoose Mobil. 





material (Mobilith SHC” 220) for your bicycle, bus or paper 
mill. Which, to us, shows the value of how we do research, 
trying to make things better than necessary. No one asked 
us to develop synthetic lubricants, but we did—that is how 
real innovation works. You aim to exceed present-day expec- 
tations so that when the future arrives, you're already there. 


To learn more, visit us on the Internet at www.mobil.com. 
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LETTERS 


Srg—Your article on Tony Blair 
and the Labour Party (October 
3rd) was perceptive. His hold on 
the party depends largely on 
changing the rules to give power 
to the centre. Democratic rights 
for members have been massive- 
ly reduced, notwithstanding the 
commitment to give power to 
members through one-member- 
one-vote ballots. 

Equally worrying is New 
Labour's repeated failure to obey 
its own rules. Ballot papers have 
been issued to lapsed members 
for recent National Executive 
Committee elections when the 
rules state that those more than 
six months in arrears cannot vote 
in internal elections. Party man- 
agers believe that those who leave 
are more likely to be Blairites and 
have bent the rules accordingly. 

You suggest that what Mr Blair 
has done to his party he may do 
to the country as well. The 
process has begun. By decreeinga 
party list system of proportional 
representation for Euro-elections 
New Labour has ensured there 
will be no choice of candidates. 
The party will control who gets 
elected through control of thelist. 
The effect has been the purging of 
independent-minded candi- 
dates in favour of centrally cho- 
sen apparatchiks. 

Stafford TREVOR FISHER 


pmm————"————"————————À me 


Second-class citizens 


SiR—You urge South Koreans and 
Japanese to like each other more 
(October 3rd). In the same issue 


The Economist, 25 St James's Street, London SWIA 1HG FAX: 0171 839 2968 


you offer a profile of Hitachi. In 
1970, an ethnic Korean in Japan, 
Pak Chong Sok, got a job offer 
from Hitachi after applying 
under his Japanese name. 
Hitachi found out he was Korean 
and the job offer was subsequent- 
ly withdrawn. The ensuing law 
suit was a landmark. 

I arrived in Japan in 1990. 
Since then Ihave only onceseena 
Korean name on office person- 
nel lists, retail-employees’ name 
badges or in television credits. In 
effect, the 700,000 ethnic Koreans 
in Japan are barred from being so 
in Japanese public life. That is 
one reason why Koreans dislike 
Japanese. Who can blame them? 
Tokyo T.M.CHANNING 


ii ig ern Sc atl 
Power points 


Sig—You associate National 
Power (“Power crazy”, October 
10th) with the reproving advice 
that, “Rather than going global, 
electricity bosses should perhaps 
concentrate on efficiently 
shrinking their domestic busi- 
ness and returning cash to share- 
holders.” In fact, National Power 
has successfully managed a 55% 
reduction in its British business, 
and returned money through 
two share buy-backs and a £1 spe- 
cial dividend. Against this back- 
ground and the liberalisation of 
power markets across the world, 
we decided to expand our core 
business in overseas markets. 
Although you say disparaging- 
ly that of our £720m ($1,190m) 
profits in 1997-98 only £30m 
came from abroad, these have 
grown from zero in just four 
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years. The value of our interna- 
tional business, in its own right, 
would put it in the rrsk 100. 
National Power has not suf- 
fered from low prices in Aus- 
tralia, as you state, because we 
took out contracts protecting 
income over the first few years. 


Prices are now in fact rising. . 
Swindon, ANDY ROE 
Wiltshire National Power 
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Advertorial admonition 


Sırt is an insidious trend in 
modern publishing that PR mate- 
rial from global conglomerates 
appears in the guise of objective 
journalism. I refer to the advertis- 
ing series Pfizer Forum Europe, in 
particular "Should Farmers Stop 
Using Antibiotics?" (October 
10th). The position of the “article” 
(on a page facing a genuine arti- 
cle), and its appearance as an au- 
thoritative scientific statement, 
may persuade casual readers of 
the case advocated, not realising 
they are being manipulated by 
propaganda masquerading as 
informed comment. 

Itis apparent that a number of 
tricks are used in order to per- 
suade, rather than inform. It 
states that the views expressed in 
a recent House of Commons 
report overlook “five important 
realities”, then fails to enumerate 
them. Its argument is based on 
the unsupported assumption 
that intensive farm management 
and mass production of meat are 
essential for human well-being. 
And, in highly emotive language, 
it asserts that the opponents of 
antibiotics are likely to be 
responsible for “wreaking envi- 
ronmental havoc on millions of 
square miles of our planet's 
dwindling open land." 
Richmond, 

Surrey MICHAELWITCHALLS 
nm———o———— a 


Morocco's "disappeared" 


Srr—You say of Morocco (Sep- 
tember 19th): “Not only have vir- 
tually all political detainees been 
released, but some have filed 
suits against the state for dam- 
ages.” Indeed, positive changes 
have taken place in Morocco in 
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"release in 1991-94 of some 400 


political prisoners and prisoners 
of conscience. However, some 
serious concerns remain. 

Since the 1970s scores of politi- 
cal prisoners sentenced in unfair 
trials remain in jail and the issue 
of "disappearances" remains 
largely unresolved. More than 
500 people, mostly Sahrawis, 
who disappeared after arrest by 
the security forces between 1964 
and 1987, remain unaccounted 
for. Thebodies ofscores who died 
in secret detention have never 
been returned to their families. 
The "disappeared" who were 
released in 1991 have received no 
compensation; instead, most 
have been subject to surveillance 
and harassment by the police. 
Those who lodged complaints 
did so in vain. 

The Moroccan government 
should now free all remaining 
prisoners of conscience, re-try or 
release political prisoners and 
release all the “disappeared”. The 
bodies of those who died in 
secret detention should be hand- 
ed over and the survivors and 
families of the dead should be 
compensated. Justice should be 
brought to those responsible for 
the crimes. 

Davip BULL 

Director 

London Amnesty International uk 
n—^——^—"—"——X—X——————— - i 


capital idea 


sir--a casual visit to any internet 
chat channel should convince 
Sceptics that the capitals johnson 
dislikes (october 3rd) will 
inevitably die out. already, neti- 
quette demands lower-case for 
informal enotes and chats. this 
could lead to a situation where 
classically trained english schol- 
ars would be viewed by the vast 
majority of the population— 
assuming email becomes as per- 
vasive as the language itself—as 
ignorant and uninformed. 

canberra john dow 


Sır—l disagree with Johnson that 
capital letters are unnecessary. 
Reading his article was sufficient 
proof that they are useful; it was 
theonly piecein that week's issue 
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Executive Director 


London 


The International Institute for Environment and 


Development's goal is to improve people's livelihoods in 
the context of effective and sustainable natural resources 
management. 

Established over twenty five years ago, IED is an 
independent, non-profit organisation, and is a leader in 


sustainable development 
consensus building and action. 
This is an excellent opportunity for a suitably qualified senior 
individual to lead one of Europe's leading policy research 
organisations in.the field of environment and development. 
vA staff of 60 in the UK offices work collaboratively through 
a global network of partner institutions and 
individuals. With a complex project portfolio 
based mainly in the South, we have a 
turnover of around £5 million. 
We have recently completed a strategic 
planning review which will provide the post- 
holder with an exciting opportunity to 
implement a new strategy, to manage 


research, policy studies, 


1 
Jee 


Starting salary c. £55,000 + benefits 


change, and to maintain the momentum of fresh thinking 
within the organisation. 

We are looking for someone with strategic vision and 
familiarity with policy at the highest levels, and with the skills 
needed to position and direct IED as a continued leader in 
its field. The post-holder will have senior management 
experience in environment and development and an 
understanding of the international funding environment. 

The post-holder will exercise leadership while supporting 
IIED's collegial, creative and teamworking style. They must 
be able to communicate effectively with a broad group of 
stakeholders, including the private sector, government, and 
Civil society organisations. 

For further details and an application form, 
please write to the Personnel Manager at 
HED, 3 Endsleigh Street, LONDON WC1H 
ODD or fax on +44 171 388 2826 or email 
on Personnel@iied.org. Information packs 
will be forwarded by mail only. We welcome 
international applications. 


CVs will not be accepted. 


IIED aims to be an equal opportunities employer and welcomes applications from women or members of ethnic minorities. 


University of Bristol 


REGISTRAR 


Chief Officer responsible for supporting the academic enterprise 









JHE UNIVERSITY 


e Leading research-based University of international standing, 
aiming at excellence in learning and teaching. 


^e One of the largest Universities in the UK with faculties of 
Arts, Engineering, Law, Medicine, Science and Social Sciences. 

€ Turnover £170m. Employs 4,700 staff. 

THE POSITION 


@ Lead and manage all support services. Ensure provision 
of effective business processes and systems to support 
the University. 


“e Anew position and member of 3-person top management 
team. Lead new ventures and change initiatives, Active 


£80,000 
PACKAGE 


ASSOCIATES 
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SHP 





involvement in strategic planning working closely with 
Vice Chancellor. 


@ Manage £40m budget. Maximise cost effectiveness. 
QUALIFICATIONS 


è Substantial general management experience gained in the 
private or public sector. 


@ Strong financial skills. Experienced in the management of 
significant resources and developing employee relations. 


e First class interpersonal skills and ability to influence and 
effect change. Intellect, enthusiasm and empathy for 
University life, 


Please send a full cv and current salary 
details, quoting ref: 981004, to John Ellis, 
SHP Associates, Aldermary House, 
10-15 Queen Street, London EC4N TTX. 
Tel: 0171 815 8888. Fax: 0171 815 8800. 
E-mail: shpa@shpa.co.uk 
Internet: http:/ /www.shpa.co.uk 















V EXECUTIVE FOCUS _ 


MANAGING DIRECTOR 
West Africa 


of a specialised financial establishment 
operating in an international environment 


Based in Lome, you will occupy the first post of Managing Director of this 
establishment which became operational three years ago. 


Under the authority of the Board of Directors which comprises both public and 
private shareholders, you will, inter alia, develop the activity of the company 
by an appropriate commercial action vis-a-vis the banking sector and ensure 
that the company’s structure and organisation expand according to the growth 
expected and the risks taken. 


With advanced training in economic, legal and financial disciplines, you will 
have a minimum of five years experience a¢quired in one or several high level 
posts within a financial establishment. 


Your knowledge of the public and private sector will be appreciated 
particularly with regard to the negotiations which you will be required to 


conduct. 


You are familiar with the banking regulation in West Africa (UEMOA and 
other ECOWAS Member States). 


You are preferably a national of an ECOWAS Member State. You are 
conversant with general accounting and the managerial control of a financial 
company coupled with proven experience in the field of bank credit and 
guarantees, 


Finally you are proficient in English and French and computer literate. 


If you meet these criteria, please submit a candidacy dossier including a 
detailed curriculum vitae and an application letter indicating your salary 
expectations, latest 30 November 1998 to the General Secretariat of the GARI 
Fund 68, Avenue de la Liberation - Immeuble BOAD 

B.P. n° 985 Lome (Togo). Fax: (228) 21 35 05. 


The activity reports of the last two financial years of the GARI Fund can be 
consulted at the above-mentioned address. 


Specialists 
in public finance 
and management 


Oxford Policy Management, 
6 St, Aldates Courtyard, 

38 St. Aldates, 

Oxford OX1 1BN 


Tel: +44-1865-207300 
Fax: +44-1865-250580 
admin@opmi.co.uk 











Oxford Policy Management offers a wide range of 
policy and organisational services to public sector 
and international clients. 


We. are now looking to make two new full-time 
appointments to support the growing portfolio of our 
Public Finance and Management Programme. This 
provides skills in macroeconomics, financial and 
strategic planning, and organisational change 
management. Our aim is to support improvements in 
budget and public expenditure management systems, 
civil service restructuring, and local government 
reform, 


OPM is seeking to recruit a senior public finance 
specialist with at least 10 years experience at 
managerial or senior consultancy level dealing with 
issues of public expenditure management and the 
reform of government. 


We are also seeking a middle level consultant 
specialising in public expenditure issues, but with the 
aptitude to contribute to the full range of the 
portfolio. A minimum of five years working 
experience is required. 


Both positions require a higher degree in an 
appropriate discipline . (economics, management 
studies, or public administration) and all candidates 
will need to demonstrate a good understanding of 
public sector economies and finance. 


If you wish to join a vigorous young company 
committed to best-practice policy, send an application 
by post, fax or e-mail to Andrew Lawson, stating the 
post for which you are applying and enclosing your 
curriculum vitae. Terms and conditions are highly 
competitive, 


Applications close on 15th November 1998, 


Oxford Policy Management is an equal opportunities 
employer. 





Looking for a new challenge? 


DG CONSULT is a member company of the renowned DG BANK Group in Frankfurt, Germany. The company provides 
services to private firms, banks and the major public donor agencies in the fields of management consultancy, banking 
and finance, and agribusiness in Central and Eastern Europe and Asia. 

sectors, as well as outstanding conceptualisation 
We further 
creativity, entrepreneuríal spirit and 


W Our Small, dynamic team is rapidly growing. To 


meet increasing. demand for our services, we have and communication skills. expect 
opened serveral new positions for 
both Head Office and International a hands-on attitude. Necessary is 
Project- Work. in 


Consulting, Banking and Finance, 


Consultants 


Management initial experience (for the Junior 


Banking & Finance 


Consultant posts) or several years 


Agribusiness, Management & (for the Senior Consultants) in one 


MIS 
Agribusiness 


Information. Systems for either or more off our fields of activity. 


permanent. staff or independant m We offer excellent compensation 
m The 


ideal candidates will have postgraduate or equivalent 





associated consultants. and benefits packages, an 


opportunity to share in the firm's growth and relocation 


training in business, economics or other relevant assistance where necessary. 


To apply, please send your CV and salary history in confidence to: Dà CONSULT GmbH, Reference EC/10, Friedrich- 
Ebert-Anlage 2-14, 60325 Frankfurt am Main, Germany 


DG CONSULT @ 
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Freedom to develop new insights... 


apply intellectual curiosity... 


enjoy real personal development. 


SENIOR CONSULTANTS 


Attractive package: intellectual honesty, integrity, ‘less is more’ culture 


Career wise, you're successful. You've made all the 
right moves and been recognised for your 
contribution. So what is missing? [t may be being 
able to get away from the day-to-day pressures to 
experiment and seek out genuinely innovative 
solutions; or it may be finding space for your own 
learning and personal development; it may even be 
achieving a balance in the quality of your working 
and personal life. Whatever it is, we'll give you the 
freedom to discover it. 


Within the highly supportive and educational 
environment of Ashridge, we believe in an alternative 
style of ‘consulting’, where harmonious working, 
researching and learning is delivering mutual benefits 

- to clients as well as to our consultants. Forget long 
stints away from home and 18 hour days - we'll 
provide you with the time and resources to 
constantly refresh your knowledge and equip you to 
develop your most original thinking ever. It's thanks 
to this radical ethos that we can deliver lasting and 
substantial commercial advantage to leading 
European blue-chip companies. 


These companies turn to us because we create impact, 
which is rooted in fundamental change; whilst senior 
players from traditional consultancies turn to us 
because we offer a different way of working. One 
where multiple assignments are the norm and more 
than two days a week away is the exception. 
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Together with a second degree (MSc or MBA), you have 
a strong background in consulting with board-level 
credibility, and you are fluent in à second language. 
Your five plus years' international experience may have 
been gained with a management consultancy or as an 
internal consultant within a. major developing 
organization. But what really makes you stand out is 
your passion for learning; your craving for intellectual 
freedom. The trappings of status no longer drive you - 
the quality of your working life does. 


As well as opportunities.to supplement the basic 
salary, we offer 25 days' holiday, generous pension, 
car allowance and private health insurance. If you 

are interested in finding out more, please write or 
e-mail with career history to Judith Ellard at Ashridge 
Consulting, Ashridge, Berkhamsted, Hertfordshire 
HP4 INS. E-mail: judith.ellardGgashridge org.uk 
Telephone: 01442 841187. 


ASHRIDGE 


The International Trade Centre (ITC) 
in Geneva, Switzerland yy 
is looking for a Zw 
Chief, Office for Asia-Pacific, 
Latin America and the Caribbean, P.5 level WTO OME 
Division of Technical Cooperation and Coordination 


UNCTAD CNUCED 


The incumbent will keep abreast of the changing world trade situation as it 
affects trade development and ITC’s potential contribution in the two 
regions; determine priorities for cooperation in trade promotion and 
development with national and regional authorities; coordinate the 
formulation and implementation of country and regional project proposals; 
supervise the team of desk officers and establish effective working relations 
in countries, regional organizations, with UN Agencies and other 
development cooperation partners. 
Qualifications and Experience required: Advanced university degree in 
economics, business administration, international relations. Over 10 years 
experience in development cooperation work at the international level 
preferably with extensive experience in both Asia and Latin 
America/ Caribbean and in dealing with trade development issues and trade 
promotion activities. Proven skills in negotiation and in project and 
programme formulation, Demonstrated managerial skills. Computer literacy. 
Proven ability to work with minimum supervision with people of different 
national backgrounds. 
Languages: Fluent in English and Spanish with highly developed written 
English skills, Working, knowledge of French or another UN language would 
be an asset. 
Date of Entry: 1 April 1999. 
Type of appointment: two year fixed-term, renewable; 
Indicative minimum gross annual remuneration: approximately 
USD116,000 including post adjustment, plus a number of additional benefits 
where applicable e.g. education allowance, repatriation grant, six weeks’ 
annual leave. Post adjustment element is subject to change. 
Applications should be mailed to: 
The Chief, Personnel Section 
International Trade Centre UNCTAD/ WTO, Palais des Nations 
CH-1211 Geneva 10, Switzerland 
or faxed to: +41 22 730 08 03 
Applications E-mailed will not be considered. Applicants are requested to 
complete a United Nations Personal History form (P.11) available, upon 
request, either at local UN offices or from ITC. Applicants will be 
contacted only if they are under serious consideration. 
Deadline for application: 8 November 1998 





Director 


Donald H. Jones Center for Entrepreneurship 
Carnegie Mellon University 


The nationally respected entrepreneurship program at Carnegie Mellon's 
Graduate School of Industrial Administration seeks innovative, energetic 
and motivated person with demonstrated successful entrepreneurial 
accomplishments. The job requires. significant entrepreneurial and/or 
investment venture capital experience with emerging companies and the 
ability to lead and direct the center's educational and research activities. 
The right candidate must be comfortable with managing all activities of the 
Donald H. Jones Center for Entrepreneurship established in 1990. The 
program offers courses to graduate business students, undergraduate 
business, engineering and science students and a variety of continuing 
education programs. The center also sponsors research activities related 
to entrepreneurship. The position is available because the current director 
is retiring. 


Other desirable qualifications for the position include: academic experi- 
ence with entrepreneurship programs, including research, experience in 
technology-related entrepreneurial companies, a desire and ability to teach 
graduate-level courses, the ability to communicate and function in an 
academic environment and an interest in fund raising. 


* Salary is negotiable and outside activities are encouraged for up to 20 
percent of the time. 

* Carnegie Mellon is a world class research university and a leader in the 
commercialization of innovative research. 


interested applicants should submit a resume and cover letter to Dr. llker 
Baybars, Search Committee for Director, Donald H. Jones Center for 
Entrepreneurship, Carnegie Mellon University, Graduate School of 
Industrial Administration (GSIA), 5000 Forbes Ave., Pittsburgh, Pa. 15213. 
Applications must be received by January 15, 1999. 


Carnegie Mellon is an equal opportunity/affirmative 
action employer with particular interest in identify- 
ing women and minority applications for faculty and 
staff positions. 


Please quote Ref: 1TC/VN/14/1998 in any correspondence 











































UNOPS ASIA OFFICE 


VIETNAM - LEGAL SYSTEMS REFORM 









As the largest United Nations programme in the Middle East, UNRWA provides 
education, health care, relief assistance and social services to 3.5 million 
registered Palestine refugees in Jordan, Lebanon, the Syrian Arab Republic, the 
West Bank, and the Gaza Strip. 


For the management of its world-wide as well as local recruitment operation, 
UNRWA is seeking an experienced professional for the post of 


Head, Recruitment Section 


based at the UNRWA Headquarters in Gaza. He/she is responsible for Agency- 
wide international professional recruitment, local recruitment at HQ Gaza, for 
reviewing recruitment recommendations from Field Offices, and for 
coordination of internal transfers and rotations. He/she also proposes staff 
development initiatives and oversees HQ Gaza training programmes. 
Recruitment work involves job analysis, advertising, assessment of candidates 
through interviews, tests, references, etc. Requirements: University degree in 
Human Resources Management, Business Administration or related field plus at 
least 8 years’ professional level experience in recruitment, staff development and 
training in a large governmental, international or commercial organisation, with 
at least 3 years at managerial level. Excellent spoken and written English with 
very good drafting ability. Desirable: Knowledge of UN system, knowledge of 
French & Arabic, work experience in Middle East. Remuneration: This P4 level 
post carries an annual nét (tax. free) salary starting from $72,000 (single) and 
$80,600 (with dependants) plus attractive fringe benefits package (home leave, 
family visit, education grant, health plan, pension fund, dependency and mobility 
allowance and generous leave provisions). Gaza is currently a non-family duty 
station. Spouses, but not children, may reside with the staff member in Gaza. An 
element of compensation is paid where staff members have to maintain a second 
household. 






The United Nations Office for Project Services (UNOPS) manages and 
implements technical and financial assistance to support nations in their 
quest for sustainable development. 


UNOPS Asia Office is seeking to recruit three international professionals 
with a strong background in legal systems reform and governance to 
undertake an independent mid-term evaluation mission of three 
interelated governance projects in Vietnam from late November to mid 
December 1998. Three national professionals will be recruited separately. 


UTEM 


The three projects aim at strengthening legislative, judicial and public 
procuratorial capacities at national and provincial level in Vietnam. The 
Projects are co-financed by UNDP and the Danish Government, and are 
executed by the Office of the National Assembly, the Supreme People's 
Court and the Supreme People's Procuracy. UNOPS is the co- 
implementing agency. 


The evaluation mission is to assess performance during the first year of 
implementation and make recommendations for the future execution of 
the projects. 


The mission leader must have at least fifteen years of academic and 
practical experience in legal systems reform, preferably with a focus on 
Asia, and must be conversant with governance issues, He/she must have a 
PhD in Law, Governance or a closely related field; and outstanding 
analytical, organisational, interpersonal and English writing skills. 


Mission members will have at least ten years of experience in legal 
systems reform. One of the: two international mission members will 


Applications before 12 November 1998 to: hen national 
furthermore possess experience in legal information systems technology. 


Head, Recruitment Section (VN/29/98) UNRWA HQ Gaza, 
Fax No. (+972-7) 677.7555, from. where additional information can be obtained. 
Mail address: c/o UNRWA, P.O. Box 700, 

A-1400 Vienna, Austria or c/o UNRWA HQ Amman, 

P.O. Box 140 157, Amman 11183, Jordan. 


Normally many applications are received. Only those applicants 


Qualified individuals or institutions should contact Mr. Gerald Gunther, 
Associate Portfolio Manager UNOPS Asia Office, by e-mail at 
ggunther@unops.org or by fax at +60 3 253 1505. 


For.more information on this assignment and to register on our electronic 
consultancy: roster for future assignments: kindly visit the UNOPS Asia 
Office homepage at www.unops.org my 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
i 
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Arthur D. Little is the leading international consulting company in 
environmental and safety management. This is in line with the tradition 
i established 130 years ago by Dr. Arthur Dehon Little, the organization's 
* NEW YORK © LONDON © HONG KONG + founder. 


Arthur D. Little has extensive experience in working with organizations to 


RE CENT G RA DU ATES identify and realize ecological business opportunities. By combining different 


management approaches with an excellent knowledge of industry and local 


C ON SULT AN CY R OLE S issues Arthur D. Little develops cutting edge solutions throughout the world. 


To complement our team we are seeking 


Tempest is an international strategic consultancy, ] Management Consultants 
specialising in global equity markets. Environment. Health Safety and Risk 
5 ? 


The group currently seeks a number of outstanding Your duties as à project manager will include developing management 
individuals to join their multinational teams in New York, systems in cooperation with our international clients and ensuring that 


š Environment, Health, Safety and Risk issues are integrated into corporate 
London and Hong Kong, to be trained to consultant level. processes. This involves: initiating and managing the necesar dange and 
EEA, learning processes within organizations, leading interdisciplinary teams and 
PN creating unique and innovative solutions. 
Candidates should have: Responsibilities will include: P ial candid h Jie d haf iaci 
A) j k otential candidates have completed. their studies with a first-class degree ina 
* Good communication and * Collation and analysis of relevant field as well as a pote background in management and a : 
interpersonal skills both qualitative and environment. Your solid practical experience in the industrial or service sector 
$- First class academic quantitative data gains you a high degree of credibility with our clients. 
; background * Liaison with senior Fluent English, knowledge of at least one other foreign language, an 
© Language skills: management, internationally entrepreneurial initiative, as well as excellent social and communication skills 
fluency in at least two * Consultancy presentations | are essential for this position. If vou are no older than 40 years of age and 


languages io clients | eee in international projects, then we look forward to 


This is an excellent opportunity to join a dynamic organisation Please send your written application to: 
which can offer genuine and rapid promotional prospects. ] Christine Progin, Human Resources Switzerland 
Salary will reflect experience and ability. | Arthur D. Little (Switzerland) Ltd. —— 
In the first instance, please forward your CV and covering letter Seestrune 185, CH-8800 Thalwil / Switzerland 


to the Directors at Tempest Consultants. } 


29, THROGMORTON Street, LONDON EC2N 2AT =, The world’s most creative consultants 

















jog 
ECONOMIC RELATIONS DEPARTMENT 4 
Pus 
The Chief Economist and Head of Economic Relations Department will play a key role in the FCO senior management. Bosse 
The appointee will be responsible for economic work across the organisation, Li 
The main functions will include: pde 


a 


LEC 


" 


e to deliver high quality economic analysis and economic policy advice to ministers and senior officials on issues 
bearing on the FCO's objectives; 

e to ensure that economic analysis and skills are properly deployed in foreign policy formulation and implementation; 

eto make a full contribution to the Whitehall policy process on economic issues bearing on FCO objectives; 





; F oreign & @ to drive forward the Comprehensive Spending Review proposals for an economic specialism in the Diplomatic Service; 
 -OGoóommonwealth eto keep the FCO in touch with developments in economic thinking elsewhere, including by use of research and id i 1 
; Office programme budgets and by speaking to and writing for outside audiences. pui 


Candidates should have British nationality and be economists of high professional standing with experience of international 
economic policy-making at senior level gained in government, international institutions, the private sector, academia 
or the non-profit sector in Britain or overseas. They should have strong managerial, motivational and presentational 
skills and a proven ability to deliver objectives. 

The post will be based in London with some overseas travel, 

Starting pay will be in the range £53,450 to £89,000. There is a non-contributory pension scheme and 30 days leave 
per annum.The post will initially be a fixed term appointment of three years with the possibility of extension or 
conversion to a permanent post, 

For more details and an application form {to be returned by 13th November 1998), write to Capita RAS, innovation Court, 
New Street, Basingstoke, Hampshire RG21 7JB, or telephone 01325 745170 (24 hours) or fax 01256 383786/383787. 
internet: http://www.rasnet.co,uk/ Please quote reference B3982. 


Alternatively for an informal discussion please call Barry Hilton during office hours on 01256 383621. 


S 4c in representing Britain, the FCO aims.ta reflect the diversity of British society. Women, members of minority ethnic groups and disabled people 
saw are currently under represented. Applications from these groups are therefore particularly welcomed. 


CAPITA RÁS 
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| as the information necessary to facilitate the planning and control of the centre's activities. | 


EXECUTIVE FO: 





Chief Financial Officer - 
Ref: CFO/10/98 


General: 


The. International Livestock Research Institute (IERI) is a non-profit: international | 


research organisation, serving a global mandate to improve productivity of small-holder 
livestock systems and to protect the natural resources that support these systems. ILRI bas- 
staff and activities in. Latin America, Asia and Africa and headquarters in Nairobi. and 
principal facilities in Kenya and Ethiopia. ILRI is one of the 16 research centres supported 
by the Consultative Group on. International Agricultural Research. (CGIAR), which 
comprises over 55 member countries, international organisations and foundations. The 


co-sponsors for the CGIAR are the World Bank, the Food and Agriculture Organization 


(FAO), the United Nations Development Programme (UNDP). and United Nations 
Environment Programme (UNEP). 


The Position: 


ILRI seeks a Chief Financial Officer who, as a member of sealer management of the | 


Institute, will provide the necessary leadership of the financial operations of ILRI as well 


The CFO is the source of professional advice on Institute financial matters, He/she will 
supervise all accounting functions and financial systems of the Institute. 


| Location: ILRI Headquarters - Nairobi, Kenya 


Qualifications and Experience: 


The successful candidare will have: demonstrated successful experience in financial | 


management of a complex organisation in an international setting; excellent interpersonal 
|. skills; excellent communication skills in both spoken and written English; a willingness to 
travel. CPA, CA, or equivalent is required. Tt will be an advantage to be multi-lingual and | 
to be knowledgeable about international agricultural research and/or development. 


Conditions: 


The contract for this position will be for an initial three-year term with the possibility of | 
extension. Salary, dependent on experience, will be denominated in US dollars, ILRI | 
provides internationally competitive compensation and benefits, including employer-paid | 
medical, life and disability insurance and retirement benefits. Relocation, annual leave | 
travel and education allowances are also provided. On-site, furnished accommodation, | 


subject to availability, or, a housing allowance is provided. 
Applications: 


Applicants should send a cover letter, curriculum vitae and the names and addresses | 


(including telephone, fax and email) of three referees to the 
Human Resources Manager, ILRI, P.O. Box 30709, Nairobi, Kenya 
Telephone: 254-2-630743 Fax: 254-2 631499 Email: ILRI KENYA@cgnet.com. 


| Screening of applications will begin on 11 November 1998 and will continue until the 


post is filled. 
To find more about ILRI, visit our Website at: hrtp:/ /www.cgianorg/ilri. 

ILRI is an equal opportunity employer. Qualified women and professionals from developing 
countries are particularly encouraged to apply. 








Palestine Mortgage 
and Housing Corporation (PMHC) 


A private shareholding company is currently being established 
to make long term funds available to commercial banks and 
mortgage lenders in Palestine. The Palestine Mortgage and 
Housing Corporation is currently seeking a qualified 
candidate to fulfill the following position: 


1. General Manager - Chief Executive Officer: 


* University degree, preferably MBA 

* Ten years experience in the field of credit, specifically in 
Management positions 

* Strong demonstration of ability to negotiate at the 
highest levels 

* Strong Leadership ability 


The candidate should possess the ability to formulate a 
vision/policies, plans, and strategies/train and manage staff/ 
liaise with high-ranking government officials/and deal with the 
press. Excellent oral and written communication skills in 
Arabic and English; excellent negotiation skills; demonstrated 
problem-solving and decision-making skills and demonstrated 
team leadership are required, 


Please respond by November 7, 1998 to: 
E-mail: Aqaria@Palestinian.net 


PADICO - Mr. Khalil Khalil 
P.O. Box 3687 

Telefax: 02-298-6505/6 
Al-Bireh, Ramallah, West Bank 
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OLIVER & OHLBAUM ASSOCIATES LTD 


Strategy Advisers at Board Level to the Media, Sports and 
Entertainment Industries 


O8&O-has provided advice to many of the major players involved in 
recent developments in the UK and European television, radio, 
publishing, on-line and sports markets. 


We atre a very small company concentrating on providing either deal 
focussed advice ~ sale and purchase of rights and companies etc. — or 
strategic insight at the highest level within a client's organisation. We 
combine. intellect, industry knowledge and practical experience, 
helping our clients turn knowledge into realisable value. 


We work closely with other professional advisers such as investment 
banks and lawyers. We also publish occasional reports on the major 
trends within the sectors in which we specialise. 


O&O requires a market analyst to interpret and communicate trends 
and developments in the UK and other major European media, sports 
and entertainment markets. The role will involve competitor profiling, 
company and asset valuation, revenue forecasting, strategy simulation, 
data analysis and market research specification. 


The applicant must be self-motivated, intellectually curious, able to 
work to deadlines and to integrate into a small team. A graduate 
economics or financial background would be useful and computer 
literacy and numeracy are essential. Knowledge of at least one 
European language other than English would be desirable. 


Salary will reflect the individual's experience and potential 
contribution. The job will be based in west London. 


Please send CV and salary details to: 


Victoria Oliver, Oliver & Ohlbaum, The Workplace, 105 Ladbroke 
Grove, LONDON W11 1PG 


T Save the Children 


PROGRAMME CO-ORDINATOR 
£30,000 - £40,000 









This is an opportunity for a highly motivated individual to join 
a dynamic international organisation at the cutting edge of 
children’s welfare, Save the Children works for children 
everywhere. With member organisations in 26 countries, 
programmes in over 100 and a budget of some £215m, Save 
the Children works for a world which respects and values 
each child, which listens to children and learns, and where ail 
children have hope and opportunity. 










You will co-ordinate and develop the programme activities of 
the Alliance and its individual members and help to improve co- 
operation. You will actively support members in jointly 
developing programme policies and advocacy plans. 
Facilitation, communication and negotiation skills are important 
requirements as well as international programme experience. 








You should be fluent in English. Knowledge of other languages 
such as Spanish or French is desirable. 










Closing date for applications is 24th November 1998. 
Interviews will take place between 7th - 11th December 1998. 










Further information and application packs are available from 
International Save the Children Alliance, 275-281 King Street, 
London W6 9LZ, UK. Tel: -44(01181 748 2554 

Fax: +44(0)181 237 8000. E-mail: info@save-children-alliance.org 
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T UNIVERS 


| MBA by Distance 


Learning 


Prestigious Chosen year after 


year for The Economist Intelli- | 


gence Unit's Which MBA? A critical 
guide to the world's best programmes. 
Performance-Based No GMAT 
or Bachelors degree is required. 
International More than 8,000 
active students in. 120 countries-— 
over 3,000 in North America. 
Non-Residential Exams are held 
twice each year in locations across 
the US, Canada, and worldwide. 


Call or write today for information: 


Heriot-Watt University 
MBA by Distance Learning 
North American Distributor 
6921 Stockton Ave., Suite 10 
El Cerrito, CA 94530 USA 





If you are a busy professional, the 
flexibility of tbe MBA program 
you choose can be as important as 
its quality. Fortunately, vou don't 
need to compromise, Heriot-Watt 
University offers a uniquely flex- 
ible international MBA: earn your 
degree entirely by distance learn- 
ing in one to seven years, Study 
wherever you live, at a pace that 
suits your needs. On-campus study 
in Edinburgh, combined with 


distance learning, is also available. 


US/Canada phone 800-406-7096 
Fax 510-528-3558 
Phone 510-528-3777 
E-mail HW@degree.net 
Visit www.degres net/mba 


Business Week magazine as one of the best executive education sc. 


THE ASSOCIATE ENSTITUTE OF 
THU UNIVERSITY OF BRADFORD., UK 


A NIMBAS-Bradford 
MBA degree is a powerful 
boost for your business career 


NIMBAS, the Associate Institute of the University of Bradford, 
UK, enables University graduates to earn the prestigious University 
of Bradford MBA degree in the Netherlands or in Germany 


ONE-YEAR FULL-TIME MBA 
TWO-YEAR PART-TIME MBA 


NIMBAS also offers this part-time MBA programme in 
cooperation with the Bundesstadt Bonn, in Bonn, and in 
cooperation with the Fachhochschule Mainz, in Mainz, Germany 


TWO-YEAR EXECUTIVE MBA 


Seven intensive study sessions in the Netherlands, the UK, Germany and France 
NIMBAS is AMBA (London) accredited 


NIMBAS 


OF MANAGEMENT 





GRADUATE SCHOOI 


NIMBAS, Nie 


ROS Graduate School of Business Administration 
DARDEN | University of Virginia 


| Darden has been consistently ranked by 


DUCATION 
ools in the world. Each 


year we deliver over 100 open-enrollment and custom executive education program offerings to more than 4,000 executives and 
practicing managers from 500 organizations worldwide. Most programs range from 1 to 2 weeks in duration. 





|General Management 
CG) The Executive Program 


15153 Developing Managerial Excellence: A 
Program for High-Potential Managers i 


C3 Managing Critical Resources 


CY Strategic Management for Line Managers 
|-Leadership and Organizational Change | 
C Creating and Sustaining the High- 


Performing Organization 


10 Creating the Future: The Challenge of 


: dransformational Leadership 


[C] Human Resource Forum: Key Strategic 
Human Resource Issues for the Next 


C] Service Excellence: People, | 
Process, and Information 


| 
| ~Finance 


[ Appraising Strategic Alternatives 
to Create Value and Reduce Risk 

Financial Management for 
Non-Financial Managers ; 

© Mergers and Acquisitions: [^ 
Strategy and Implementation 

-Marketing and Sales 

C) Business-to-Business Marketing 


CJ Channel Management for 


CJ Strategic Marketing Management 


~Operations 

O Manufacturing Management Program: 
Developing World-Class Capability 

C3 Service Operations Strategy 

-Special Topics 

71 Bargaining and Negotiating: A Learning 

Laboratory 

tJ Competing in a Deregulated Electric Utility 
Environment: Lessons for the Twenty-First 
Century 


7] Creating Successful Alliances and Partnerships | 


Darden Minority Business Executive Program 





Business-to-Business Marketers 
CJ Fundamentals of Pricing Strategy: 
Conceptual Tools and Strategic — | 7] Managing in the Global Business Environment 
3 PTS dst | Cl Managing the Corporate Aviation Function 
= oütes Management and Marketing | 73 Multiparty Negotiations 
ilio pees ECON 10/24/98 


Strategy E EUL ien 
, The Darden Schoo! Foundation, University. of 
Fax 804-982-2833 Email Darden_Exed@Virginia.edu 


|... Century 

| ©) Leadership for Extraordinary Performance 

[EI Managing Individual and Organizational 
Change 

T Power and Leadership | 


© Developing Leadership Capability in the 


| Management 
| Corporate Aviation Function 
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The Flyback Chronograph 
The screw-in crown, push-buttons and 
caseback guarantee the Flyback chronograph's 
water-resistance to lOO meters. 


LONDON: CARLEY & CLEMENCE, 23, GROSVENOR STREET - WIX 9FE TEL. 44-171- 416 4160 - FAX 44 171-499 3671 


SINGAPORE: SMH S.E.A.. TEL. 65-275-6388 HONG KONG; SWISS PRESTIGE, TEL. 852-2735 4248 
TOKYO: SMH JAPAN. TEL. 81-3-5565-8597. TAIWAN: MEFRAG AG TEL. 886-2-2346 7228 
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Will China be next? 


M UCH of the outside world’s preoccu- 
pation with China in recent years has 
been with that country’s strengths: would a 
rich China be a threatening one, could such a 
China be absorbed comfortably in regional 
and global institutions, how much money 
might be made from selling goods to a billion 
richer Chinese, how many jobs lost to im- 
ports from that same productive billion? It is 
time, however, for the focus to shift. The most 
important question today is not how strong 
China might become but rather how weak it 
now is. The danger of an economic collapse is 
growing. Such a collapse would hurt Asia di- 
rectly, and would damage the rest of the 
world too. The biggest potential danger, however, is of eco- 
nomic trouble leading to political chaos. If that transpires, all 
bets would be off. 

Will it? Officially, China is destined to enjoy economic 
growth of 8% both this year and next, and the government 
tells anyone and everyone that it will hit that target, come 
what may. Against signs of slowdown, it has launched a big 
programme of public spending on infrastructure. China’s 
economic leaders are determined and impressive people, 
popular on the international circuit for their frank talk, their 
willingness to hand their e-mail addresses to anyone with a 
complaint, and, most particularly, for their promises not to 
devalue the Chinese yuan or the Hong Kong dollar. And then 
there is the stalwart Chinese worker: having at last achieved a 
higher standard of living in the 1980s and 1990s after 30 di- 
sastrous and painful years, surely he is not going to take to the 
streets at the first sign of economic trouble? 


The force of reality 


To try to assess the situation in China, and to understand its 
wider importance, it is as well to begin there: with the stalwart 
Chinese worker. The past two decades certainly have brought 
new opportunities, new freedoms and new wealth to many 
urban Chinese, at least in the coastal region. It is also true that 
in other countries, most notably Russia, predictions of popu- 
lar unrest have frequently proved wide of the mark, as ordi- 
nary people showed themselves reluctant to take to the streets 
despite severe hardships. 

The same could well prove true in China. But one group 
that is far from confident about this is the Chinese leadership 
itself. On the face of it, what China most needed in 1997-99 
was an economic pause. After the helter-skelter growth of the 
previous five years, when property booms and speculation 
were rife and structural reforms of state-owned enterprises 
and dodgy banks were rare, the emphasis needed to shift to 
reform. Last year, President Jiang Zemin made such reform 
his slogan; so, last March, did his new premier, Zhu Rongji. 
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Such reform must by its nature be painful, 
since it involves closures, mergers, privatisa- 
tion, unemployment. This year, President 
Jiang and Premier Zhu lost their nerve, and 
reform has been postponed. Slow growth and 
large-scale unemployment was a risk they felt 
unable to take. They, at least, do not believe 
the Chinese worker is as stalwart as all that. 

Their belief, it seems, is that slow growth 
would be disastrous, both for China and for 
their own jobs. No one can be sure in ad- 
vance, but their worries could well be justi- 
fied. The legacy of 50 years of communism is 
that the party has no intellectual or moral 
hold on its people, just a material and a na- 
tionalistic one. Prosperity is its chief source of legitimacy; 
once that is endangered, there is only nationalism to fall back 
on. This summer, after three years of more open political dis- 
course, the party's rhetoric reverted to its old form, with calls 
to rally against national threats from floods and from the 
Asian financial crisis. The 8% target is the rallying point. 

So will it be achieved? It looks highly unlikely (see pages 
19-22). Official statistics are becoming more and more dubi- 
ous, but even on the basis of official growth of 7.2% in the first 
nine months of the year, an annualised rate of 10.4% needs to 
be achieved in the next three months if the target is to be met. 
Instead, exports are sagging, deflation is taking hold and un- 
sold inventories are ballooning. Despite the counter-blast 
from public works spending, an annualised rate of 5% or so 
looks more plausible. 

The prospects next year look just as tough: the debate 
about the outside world is whether it will get a bit bleaker ora 
lot bleaker, so either way exports will again be under pressure. 
Foreign firms have been cutting their new investment plans, 
while foreign banks, worried about the recent closure of the 
Guangdong International Trust & Investment Corporation, 
with debts of $2.4 billion, are cutting their lending. Although 
China has more of a domestic debt problem than an interna- 
tional one, its foreign debts are larger than they appear (see 
page 22) and official worry about this foreign exposure is now 
a powerful argument against devaluing the yuan. 


Abright future, frustratingly out of reach 


Against this, it can be argued that China has a bright future 
ahead of it. With entrepreneurial vigour of the Chinese sort, 
every problem in the Chinese economy can plausibly be rede- 
fined as an opportunity. Every bust, inefficient, polluting 
state enterprise is a potential efficiency gain if it could only be 
managed by different hands. Every sign of the wasteful alloca- 
tion of capital in the state-run financial system is evidence of 
how well things would proceed if only capital was allocated 
more efficiently. If it has grown this fast while being run 
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badly, think how well China could do ifit were run better. 
“or to take the political decisions necessary to move to a 


The question, though, is how to get from here to there. 
That is what is dogging the Chinese leadership, and it should 
worry outsiders, too. Long-term growth will require privatisa- 
tion of the state enterprises and banks; a freer flow of labour 
through the abolition of the household registration system; 
the legalisation of private property; and more. Such moves 
will involve economic and social pain. There will anyway 
soon be 18m-20m unemployed. Meanwhile, falling fertility 
and the one-child policy mean that China is greying rapidly, 
with a baby-less baby-boom generation fearing for its future. 
The well of actual and potential resentment is deep. Hence 


the leadership's reluctance to risk (or admit to) slow growth, 


brighter futüre. 

Lately, worries about China have focused on the will-they, 
won't-they question of devaluation, accompanied by fears 
that this would trigger a new financial panic in East Asia. Yet 
this is to miss the point. The real issues are whether China's 
growth is slowing or even grinding to a halt; whether the re- 
sulting unemployment will prompt political unrest, or a 
power struggle among the leadership; and then whether that 
will send China in a disturbingly nationalistic direction. The 
right bets, on current evidence? Yes, yes and probably. 





Once upon a time on Wall Street 


Do not be fooled by the past week's rally in share prices: the world's financial 


and economic troubles are not over 


TOCKMARKET investors are fond of fairy tales. Until this 

summer, their favourite was Goldilocks: the American 
economy, they claímed, was neither too hot, nor too cold, but 
just right. Their belief in perpetual growth seemed to justify 
ever-rising share prices. Pity they forgot that, in the story, 
Goldilocks was eventually chased away by the bears. 

After the markets fell back in July, the favourite tales 
changed: the recent talk has been of something nasty in the 
woodshed. But as in all good stories, a fairy godmother has 
arrived in the nick of time. With a flick of his magic wand, and 
two swift cuts in interest rates, Alan Greenspan has saved the 
day. Stockmarkets have rallied; America’s economy will, after 
all, continue to boom. Or so ever-optimistic investors hope. 

By mid-week, the Dow Jones Industrial Average had 
gained 13% from its low at the end of August, leaving it only 
9% below its July peak. Share prices have also bounced back 
in Asia and Europe. Hong Kong and Bangkok have risen by 
half since August. As well as lower American interest rates, 
there have been other bits of (apparently) good news to cheer. 
The Japanese parliament has, at long last, approved a plan to 
make ¥60 trillion ($500 billion) available to help the ailing 
banking system. America’s Congress has agreed to top up the 
IMF's coffers by $18 billion, which should bring in over $70 
billion more from other countries and make it easier to ar- 
range a rescue package for Brazil. There are glimmers of hope 
in East Asia, where interest rates have fallen sharply. And a 
weaker dollar has eased fears about a devaluation of the Chi- 
nese yuan. All in all, investors might conclude, the world is no 
longer coming to an end—so goodbye, bears. 

But take off the rose-tinted spectacles and the monsters 
still loom large. One bank has now said it will apply for Ja- 
pan’s bank bailout, but it is unclear whether others will fol- 
low. Financial panic may be over in East Asia, but the region’s 
economic troubles remain daunting. And now a credit 
crunch threatens in the United States, and perhaps in Europe, 
as firms have found raising new money far harder in securi- 
ties markets that have all but dried up (see page 83). Even a 
few more quarter-point cuts would not solve these problems. 

More pertinently, American share prices remain substan- 
tially overvalued by historic measures. Some bullish analysts 
have argued that recent falls in bond yields and the expecta- 


dés. 








tion of further falls in interest rates justify higher share valua- 
tions. They have even been advising investors to put more 
money into shares. Yet the main reason that bond yields and 
interest rates have come down is concern about financial tur- 
moil and a growing risk of recession. That points to shrinking 
profits—which can hardly be good for share prices. It is strik- 
ing that, even as equity strategists talk up share prices, econo- 
mists, often employed in the same firms, are becoming 
gloomier about world growth. Many forecasters now expect 
the world economy to expand by less than 1.5% next year. 
which by past standards counts as a recession. 


Alan in bubbleland 


The truth is that financial bubbles, unlike fairy tales, neve: 
have happy endings. Mr Greenspan cannot prevent a bea; 
market with a mere wave of his wand. From the 17th-centun 
Dutch tulip mania through to emerging-market madness anc 
today’s Wall Street, bubbles always burst eventually—and thi 
result is always painful. 

Wall Streets tumble since the summer has been widel 
blamed on financial troubles in emerging markets. If so, goe 
the argument, brighter prospects in Asia and an IMF packag 
to rescue Brazil should push share prices back up where the 
were. Yet in truth, America's bubble was inflated at home. Fo 
over two years the Fed all but ignored the explosion in shar 
prices and lax credit conditions. And to the extent that Ameri 
ca’s rapid economic growth in recent years has been fuelle 
by a splurge of credit and by large capital gains, both its ecc 
nomic and its financial boom remain unsustainable. A shar 
slowdown is inevitable; a recession is distinctly possible. 

Some commentators now seem to view Wall Street as | 
gauge of whether the Fed has got things right. A rise in shar 
prices is taken to mean that Mr Greenspan has understoo: 
what needs to be done to avoid troubles ahead. But this is . 
bad test. Central banks cannot and should not try to preven 
an overdue correction in share prices. They should only cust 
ion the economy from the worst consequences. The zeal wit! 
which Wall Street has cheered Mr Greenspan’s latest rate ct 
shows that investors still miss the point: even in fairy tale 
what goes up does eventually come down. 
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Travail at Wye 


The struggle to get Yasser Arafat and Binyamin Netanyahu to agree, cont’d 


UPPOSED to last a long weekend, by Thursday the Middle 
East summit at the Wye conference centre in Maryland 
had dragged on beyond a week. Bill Clinton has assiduously 
commuted each day from Washington, staying late and can- 
celling a two-day fund-raising trip to California. Jordan's 
King Hussein, who is being treated in America for cancer, was 
wheeled in for a day of persuasion: he had helped to broker 
the Hebron deal in 1997. The Israelis tried brinkmanship: 
Binyamin Netanyahu threatened to walk out on Wednesday 
night. But after so much American effort, which will continue 
long after a deal is signed, it was virtually impossible that the 
affair should end without some sort of agreement, however 
imperfect. Moreover, the current travails are over relatively 
minor arrangements. Far greater turbulence is yet to come. 
The peculiarly American form of torture, sequestering old 
foes in isolated semi-luxury until they are forced to agree on 
something, does work rather well. Jimmy Carter, Anwar Sadat 
and Menachem Begin were locked up for two weeks in 1978 
at Camp David, a resort in another part of Maryland which, 
according to Boutros Boutros-Ghali, who was with the Egyp- 
tian delegation, came to seem “more and more like a prison 
camp”. The Egyptians several times packed their bags to 
storm off home but, in the end, they and the Israelis made a 
deal. So did the Serbs, Croats and Bosnians after three weeks 
at Dayton, Ohio, in 1995. The Syrians and Israelis, who met at 
Wye in early 1996, came close to agreement but were let out 
without concluding one. This, as it has subsequently turned 
out, was a mistake: the two are now farther apart than ever. 
The Israelis and Palestinians are unlikely to be allowed to 
go home until they have, at the very least, committed them- 
selves to stick by the things that have already been largely 
agreed at Wye. America’s compromise proposal—tsrael’s 
phased withdrawal from another 13% of the West Bank, giv- 
ing the Palestinians civilian or military control over 40% of 
the territory, in return for a packet of rules about what the 
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Palestinians have to do to protect Israelis from terrorism— 
seems to have been accepted by Yasser Arafat. The Israelis, at 
mid-week, were still standing out for stricter and more com- 
prehensive security instructions. 

The grenade assault on Beersheba’s bus station on Mon- 
day, which injured more than 60 Israelis, added immediacy 
to Israel's worries. A Palestinian from Hebron, a city cruelly 
divided between 400 Israelis and 120,000 Palestinians, con- 
fessed both to this atrocity and to the murder of a rabbi in 
Hebron in August. He was not, it seems, acting on his own: the 
military wing of Hamas, which has been quiet for some time, 
has claimed responsibility for the Beersheba incident. 

The Israelis want Mr Arafat to go after Hamas, not only 
disarming it and hunting down militants but, much more 
controversially, attacking the Islamic movement's hold on 
mosques, schools and clinics. There would be no surer way of 
rallying support for the Islamists. The Palestinian Authority is 
already unpopular in the territories for its undemocratic and 
arbitrary ways. If it followed Israel's instructions, without any 
reciprocal action being taken against Palestinian-hating Is- 
raeli extremists, it would do itself in. And, for Israel, no alter- 
native to Mr Arafat's government, bad though it may be, is 
likely to be an improvement. 


No guarantee 

Israelis want to get from Mr Arafat the same assurance that 
they once got from Sadat. The Egyptian told them in 1978 that 
there would be no more war; they want Mr Arafat to tell them 
there will be no more terrorism. But this is not a pledge that 
the Palestinian, or indeed any leader, can deliver. As in North- 
ern Ireland, terrorism by the violently discontented cannot 
be eradicated. But, as in Northern Ireland, continuing terror- 
ism should not deflect the search for peace: bombers must not 
be given the power of veto. A just peace is no guarantee 
against terrorism, but it is the very best there is. 





New wars and old 


Yes, America should spend more on defence. But only where it is needed 


F THE Pentagon's masters were doing all the right things to 
adapt their forces for the 21st century, military spending 
would probably have to rise in the short term. Does that 
mean, then, that supporters of a strong America should be 
rejoicing over this week's news ofan upwards blip in funding 
for the Pentagon? Not necessarily. As well as well-founded 
concern over new challenges—terrorism, cyber-warfare, 
rogue ballistic missiles—the ballooning defence budget re- 

flects a reluctance to set priorities and grasp nettles. 
In political terms, the unexpected $9 billion boost to next 
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year's spending on defence and related areas (such as em- 
bassy security and intelligence) was made possible by a mix- 
ture of changing global circumstances and tactical expedi- 
ency. The fact that Iran and North Korea are developing 
longer-range missiles, at a faster pace, than anyone expected 
has boosted the case for anti-missile defences. The stand-off 
in Kosovo makes it imperative that America's forces in nearby 
Bosnia are adequately funded. And armed-services chiefs 
have sounded a loud alarm bell over the bundle of issues 
which they lump under *readiness"—ranging from their abil- 
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ity to retain skilled pilots to the supply of spare parts for mili- - 
tary aircraft. To these logistical arguments can be added Presi- 


dent Bill Clinton's unwillingness, at this precarious moment, 
to pick fights with the armed service chiefs. With public cof- 
fers relatively full, and the prospect of mid-term elections in 
which defence could be a pressing local issue, the line of least 
resistance lies in giving the military establishment (and all its 
constituent parts) what it wants. 


Boldness is all 

No responsible politician could ignore the recent warnings 
from America's top officers that, unless annual defence 
spending is raised by at least $20 billion, their mighty arsenal 
could turn into a “hollow force", bristling with expensive 
equipment which cannot be used because of poor mainte- 
nance and staffing. But America's political leaders lack the 
confidence to ask harder questions of the service chiefs—such 
as why the “readiness” problem has arisen so suddenly in the 
past few months, and whether it could have been averted by 
more efficient use of the existing defence budget. 

Political courage, and a readiness to question conven- 
“tional military wisdom, will be needed if America's armed 
"forces are to make the switch from fighting yesterday's wars— 
in which one country's heavy armour did battle with anoth- 
er's—to the information-age conflicts of tomorrow. Institu- 
tional and economic interests are bound to be hurt when a 
behemoth like the Pentagon re-orients itself to deal with a 
~ world that is much less predictable, but no less dangerous, 
than that of the cold war. And among defence experts who are 
< not beholden to any special-interest group, there is a growing 





Arresting Pinochet 


It was right 


HILE’S General Augusto Pinochet told the New Yorker 
that England was the ideal place to live because of its 
respect for rules and civility. These things sometimes clash. It 
was uncivil of Britain to have arrested its frail guest in his 
London hospital room at the behest of a Spanish judge, but 
doing so was within the rules of international law. It was also 
morally right. General Pinochet is not just an old man with a 
bad back. He is a former dictator with innocent blood on his 
hands. Insofar as the law permits—which the courts have still 
to decide—he should be held to account for his crimes. 

Those who think otherwise make several arguments, of 
which one is plain wrong. It is wrong to argue that the am- 
nesty the general extracted from his own country when it re- 
turned to democracy puts him beyond the reach of courts 
elsewhere. He is not, by a long shot, the world's worst former 
dictator, or even Latin America's. But there are grounds to be- 
lieve that he has violated plenty of international laws. Even if 
Mr Pinochet really was fighting a civil war, as he claimed, the 
four Geneva Conventions make it illegal in an internal con- 
flict fora government to murder or torture anyone not taking 
active part in hostilities, who has laid down their arms or is 
sick, wounded or in detention. Moreover, once he had gained 
control of the country, the murder, torture and imprison- 


16 





consensus that the Pentagon has been too slow to adjust. 





Who is to blame for this state of affairs? There are some 
obvious culprits: legislators who doggedly insist on main- 
taining military bases, and industrial assembly lines, in their 
home districts, and service chiefs who are keener on scoring 
points over rivals than on shaping America's overall defence 
posture. At a time of hard decisions about how to counter 
fanatics with biological weapons, or save lives in former Yu- 
goslavia, it is exasperating that base closures have proceeded 
much more slowly than the broader drawdown of the cold- 
war armed services. And efforts to develop anti-missile de- 
fences—which have little to show for $40 billion of taxpayers' 
money—have been frustrated by rivalry between the army, 
navy and air force. Meanwhile, political favouritism still dis- 
torts the defence budget. With unusual bluntness, military 
commanders recently told Congress that they were ordering 
too many C-130 transport aircraft—which happen to be made 
in Georgia, home of the House speaker, Newt Gingrich. 

But criticism of service chiefs, or legislators with local loy- 
alties, is in danger of missing the point. Every player in Ameri- 
ca's defence debate has a corner to defend; there is nothing 
wrong with that, so long as countervailing pressure is applied 
by policymakers who have the nation's broadest interests at 
heart. The onus is on the Clinton administration to say pre- 
cisely which fighter aircraft, helicopters or ships will have to 
be sacrificed in order to free money for electronics or in- 
formation systems that are really needed. Such hard choices 
are bound to involve a political cost. But if the urgency of 
America's defence dilemma is explained to them, there is no 
reason why America's voters should not understand. 
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ment over which the general presided clearly violated the Nu- 
remberg charter and the UN Convention against Torture. 

Another argument says that even ifa relevant body of in- 
ternational law exists, there are humane and practical rea- 
sons why it is seldom enforced. The general’s arrest has not 
only disturbed the delicate political balance inside Chile (see 
page 37), but sent the wrong message to other dictators. In 
many parts of the world, from South America to South Africa 
to Eastern Europe, despots have been eased bloodlessly out of 
power only after being promised immunity from punish- 
ment. Without such a promise, bad men would have every 
incentive to hang on violently until the bitter end. 


Just stay in your palace 

True: but beside the point in this case. It is still open to coun- 
tries to offer amnesties as they make the transition to democ- 
racy. Mr Pinochet is in his present pickle not because Chile 
has broken its promise to him but because the general made 
the mistake of swanning around the world on what turns out 
to have been the false assumption that the decision of Chile's 
polity binds the rest of the world’s courts. It is a good thing 
that it doesn’t. It may be necessary for unfortunate countries 
to promise former dictators safety at home. But coaxing them 
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from power does not require adding the bonus ofa safe tea in. 


London with Lady Thatcher. a 
Which brings in the third argument. Lady Thatcher took 
tea with the man who helped Britain in its Falklands war but 
happened to be a dictator. The dictator happens not to be the 
cup of tea of Tony Blair, who did not plan the trap that 
snapped on the general but does not seem inclined to rescue 
him. Should such changes of political fashion determine a 
man's legal fate? If so, why not arrest Fidel Castro for his al- 
leged human-rights abuses? To stretch a point, there are peo- 
ple who say that Henry Kissinger's bombing of Cambodia vi- 
olated the Geneva Conventions. Would it not be ludicrous if 
the Pinochet precedent forced people as different as Messrs 
Castro and Kissinger to fear, whenever they were abroad, that 
some judge somewhere might demand their trial under some 





human-rights statute? 


Well, no. Such people would have nothing to fear unless 
they had indeed tortured or mass-murdered or bombed in- 
discriminately. The necessary business of Realpolitik would 
be protected by the rules of diplomatic immunity (which Brit- 
ain says the general did not enjoy) that exist for expressly that 
purpose. Of course it would be wrong for just any judge apply- 
ing just any law to reach beyond his borders and pluck for- 
eigners for trial. But laws aligned with international treaties, 
as (according to the Spanish judge) in this case, are another 
matter. It would be better to make such prosecutions less arbi- 
trary by giving them to the international criminal court 
whose creation America opposes. Meanwhile, the Pinochet 
arrest marks a modest step towards the sort of world in which 
powerful people think twice before they do evil. 





Rules and referendums 


The British government's increasing use of referendums will be an advance for 
democracy only if the government accepts the need for impartial rules 


€€ FN THE face of international aggression unleashed 
against the government of the fatherland, I support 

President Pinochet in his defence ofthe dignity of Chile." The 
rantings of an extreme Chilean nationalist? No, the words 
put to Chilean voters in a referendum in 1978. 

Small wonder that many democrats have distrusted ref- 
erendums. Clement Attlee, a former Labour prime minister, 
famously denounced them as “the instrument of Nazism and 
fascism.” That is too extreme. Used conscientiously, as in Swit- 
zerland (which has held more referendums than all other 
countries put together), referendums are as pure a form of de- 
mocracy as you can get. The difference between an authoritar- 
ian plebiscite and a democratic referendum lies in the rules 
under which they are held. In most European democracies, 
referendums are governed by the constitution. But Britain 
has no written constitution. So the government can make up 
new rules for each referendum it holds. 


Stand firm or Neill 


In a recent report Lord Neill, who chairs the Committee on 
Standards in Public Life, suggested one way of defusing the 
dangers inherent in this system. He wants standard rules for 
the financing of referendum campaigns, to ensure that each 
side of the argument is properly put to voters. So it is disquiet- 
ing that the Blair government has signalled this week that it is 
likely to ignore this part of Lord Neill’s report. 

The Blairites say that it would be absurd for ministers to 
calla referendum but not to express an opinion. That is surely 
correct—but it is also a misleading caricature of Lord Neill’s 
proposals. If and when the government calls a referendum on 
British membership of a single European currency, or pro- 
posed reforms to the electoral system (see page 61), there is 
nothing in the Neill report that would stop Tony Blair and his 
colleagues from campaigning as hard as they like. 

The real issue concerns whether public money should be 
available equally to both sides, or just to the one favoured by 
the government. The Labour Party told the Neill committee 
that it opposed spending taxpayers’ money on unpopular 
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causes, such as the No campaign in the recent vote on North- 
ern Ireland’s peace deal. But if a referendum is worth calling, 
then it is also worth ensuring that voters hear both sides of the 
question equally. In the referendum on setting up a Welsh — 
assembly, the No campaign nearly did not start at all because: 
ofa dire shortage of cash—but still came close to winning. 

Lord Neill also proposes that the government should be 
banned from distributing literature on referendum issues. 
He records complaints that, in both the Scottish and Welsh 
referendums, the government's supposedly neutral literature 
biased readers towards a Yes vote. Instead the Neill report 
suggests that both sides of a campaign should receive enough 
public money to set up a functioning campaign headquarters 
and to send a free mailshot to voters. 

But what if there is a demand for more information, or a 
neutral reading of the issues? It would clearly be wrong for a 
government which supports one side of the argument to be 
the arbiter of what information is relevant and neutral. But a 
possible compromise would be for any factual briefing to be 
agreed between the two sides. Failing that, it should be 
cleared by an independent Election Commission, such as the 
one the Neill report recommends. 

Lord Neill's report was limited to political finance. So his 
recommendations, though necessary, are not enough. The 
way the question is asked can, as General Pinochet realised, 
sway the results of referendums. So can the timing of referen- 
dums, the threshold required for victory, and the length ofthe 
campaigns. All these issues should be included in the remit of 
the proposed Election Commission. There is even a case for 
allowing an independent body to decide the issues on which 
referendums need to be held: which issues are important 
enough to require a separate vote? 

Already, the present government has matched the total of 
referendums previously held in Britain. In theory, this is good 
news—it is right that people should have a direct say in big 
constitutional issues. But if referendum results are to be ac- 
cepted as legitimate, the contests have to be accepted as fair. 
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CHINA’S ECONOMY 





Red alert 


BEING 


China may be aboutto catch the 
bad not only for China but for 


Tu battered leather sofa in the library 
of Hong Kong's China Club, its horse- 
hair stuffing spewing out, was once Win- 
ston Churchill's. Its value at auction was 
raised by the amorous liaisons he is said to 
have conducted on it. Perhaps he also 
found time to lie back and think of China. 
Many books in the library’s magnificent 
collection, bearing titles such as "Crisis in 
China", “China in Transition" and "Chi- 
na's Challenge", are the sofa's contemporar- 
ies. Those by modern scholars fall back on 
similar titles. For, as usual, there is plenty to 
worry about in the Middle Kingdom. 

The concern now is that China's econ- 
omy is entering a dangerous period of slug- 
gish growth. Behind the smog of official sta- 
tistics the economy may well be growing at 
only 3-4% a year. For this vast, chaotic land 
such a slowdown amounts, in effect, to a re- 
cession. That threatens China's ability to be 
able to generate enough new jobs to reduce 
the growing army of unemployed laid off 
by the rusting state sector, or to employ the 
millions of young people who enter the 
workforce every year. 
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apanese disease. The consequences would be 
of Asia; and also explosive politically 


This has the potential to make China a 
far more worrying place. Add to the picture 
a combination ofan insolvent banking sys- 
tem, mounting domestic deflation and a 
sharp divide between the relatively wealthy 
parts of the country and the poor regions, 
and China’s stability could be threatened. 
This year, most regional leaders have been 
praising China for holding the line in a re- 
gion devastated by financial turmoil. Such 
praise is not always blinkered. An unstable 
China would be among the neighbours’ 
worst fears, not least because it threatens 
their own ability to recover. 

It is remarkable how, in a general sense, 
China is grappling today with many of the 
same problems it faced a century ago. Since 
1949 the Communists have imposed inter- 
nal order, at least in comparison with any- 
thing that came before them. A powerful 
brand of nationalism is now backed by a 
strong national defence. But the biggest dif- 
ference has been the staggering economic 
change of the past 20 years which has deliv- 
ered perhaps the greatest reduction in pov- 
erty the world has ever seen. 


Yet it took a long time for China to 
wake. Angus Maddison, an economic his- 
torian, estimates in a new paper* that be- 
tween 1820 and 1952, when world eco- 
nomic output rose eightfold, China’s 
product per head actually shrank. Its share 
of world Gpr fell from one-third to one- 
twentieth. China's income per head fell 
from the world average to a quarter of it. 
This historic perspective is important; it is 
the humiliation of the past that even today 
drives China's quest for rapid growth. 

Since Deng Xiaoping set China on the 
path of liberalisation in 1978, its Gop has 
grown, on average, by 9% a year (see chart 
on next page). Income per head has grown 
by 6% a year, faster in that period than any 
other Asian country except South Korea. 
China's GpP per head has risen from a 
quarter to half the world average. And its 
share of world Gp» has doubled, to 10%. 
China, by some measures that use purchas- 
ing-power parity, is now the world's sec- 
ond-biggest economy after the United 
States. 

What matters, however, is how long this 
advance can continue. Mr Maddison esti- 
mates that even if China's GDP growth 
slowed to 5.5% a year—a realistic goal given 
higher rates of growth in Japan, Taiwan 
and South Korea at comparable stages of 
their development—China would match 
America's level of GDP by 2015. Its economy 
would then account for 17% of the world to- 
tal, while income per head would match 
the world average. Since a China more inte- 
grated into the world economy would pre- 
sumably be a country more at ease with it- 
selfand with its neighbours, the prospect of 
such an outcome should be welcomed. 


Behind the figures 


Yet the immediate challenges to this are 
daunting. For a start, although the govern- 
ment denies it, China appears to be on the 
brink ofa prolonged slump. Growth has al- 
ready fallen from an annual peak of 13.496 
in 1992-94 to an annualised rate of 7.2% for 
the year so far, making a nonsense of the 
government's often repeated claims that it 
will reach the 8% growth target for 1998 that 
Zhu Rongji, the prime minister, famously 
"guaranteed" in March. 

The difference might a r to be hair- 
splitting of highly imprecise figures. But to 
create those vital new jobs, China needs ro- 
bust economic growth. A rough rule of 
thumb is that every percentage-point fall in 
GDP means 5m more unemployed. As it is, 


* “Chinese Economic Performance in the Long Run”, by 
Angus Maddison, OECD, 1998. 
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Got a job yet? 


around 70m, almost the population of Ger- 
many, are less than gainfully employed on 
farms or, increasingly, in cities. Hu Angang, 
a Beijing economist, predicts 18m fully un- 
employed urban Chinese next year. It is this 
rising unemployment which helps explain 
the scramble by President Jiang Zemin and 
his cohorts since early this summer to find 
growth, if necessary at the expense of 
longer-term structural reform. 

It is impossible to know exactly how 
bleak things are. China's growth figures 
have always been overstated by one or two 
percentage points, at least. Now there is 
growing confirmation that China's GDP 
statistics have become almost meaningless. 
Although the government reports healthy 
growth this year in industrial output, elec- 
tricity output (usually a good proxy for pro- 
duction) has barely risen. Meanwhile, it is 
hard to square claims of growth in con- 
sumer spending of 6.3% in the first nine 
months of the year with price deflation of 
around 3%, or with flat or even falling 
freight volumes. Suspiciously, reports that 
state-sector profits have fallen by 82% in the 
first quarter of this year were revised 
sharply upwards on October 16th, with lit- 
tle explanation. 

Last year, when Chinese domestic de- 
mand was showing signs of slowing, a 20% 
spurt in exports helped take up the slack. 
This year export growth, which looked 
strong at first, has slowed to less than 4% for 
the year so far, buckling in the face of col- 
lapsed demand from the Asian region. 
Many exporters have switched to selling 
their goods at home. That, coupled with a 
fresh wave of imported goods from the re- 
gion, many of them smuggled in, has put 
pressure on manufacturers for the domes- 
tic market, most of them state-owned. Chi- 
na's industry is probably working at about 
half its full capacity. But still factories are 
churning out goods. Unsold inventories 
have been growing at double-digit rates. 
The China Analyst, a Montreal-based 
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publication, reckons that, if growth pro- 
vided by the contribution from inventory 
accumulation is set aside, China’s underly- 
ing GDP growth could fall to an annualised 
2% in the final quarter of this year. 

Though China is ata very different stage 
of development, its current predicament 
brings to mind Japan's experience in the 
1990s. As in Japan, company profits have 
collapsed because of over-investment. Both 
countries have banking systems that are 
riddled with bad debts. China's banks are 
burdened with dud loans both to state en- 
terprises and to property speculation made 
during the boom years of the early 1990s. 
Having had their fingers burnt twice over, 
they are in no hurry to lend again. And re- 
cent stipulations that threaten to penalise 
Chinese banks that make ill-judged loans 
provide a further disincentive to lend to 
anything but state-sanctioned entities. 

As with Japan, China's leaders recog- 
nised the deflationary threat too late. They 
have failed to cut interest rates fast enough 
(real rates are about 10%) to boost domestic 
demand, perhaps because they fear that do- 
mestic savers will panic and seek hard-cur- 
rency havens, despite an officially closed 
capital account. Instead, the government is 
relying upon additional infrastructure 
spending, equivalent to a combined 3.5% of 
GDP for this year and next, to pull the econ- 
omy up. Yet there is little to suggest that a 
centrally mandated infrastructure splurge 
in China will provide much more than a 
short-term benefit. It will 
lean against the wind, but 
that wind, pushing back 
domestic demand, is a 
strong one. 

Plenty of mainland 
and foreign economists 
are cheerier than this; they 
have an enduring faith in 
the government's ability to 
keep the economy grow- 
ing. But China’s structural 
problems may now be too 
deep-seated for the govern- 
ment to be able to deliver. 
Worried about the conse- 
quences of unemploy- 
ment, or about the rising social costs (pen- 
sions, schooling, health care) that state 
companies used to bear, people are becom- 
ing afraid to spend—just as they have in 
Japan. 

Several years of Japan-like slow growth, 
not to mention recession, would be disas- 
trous for the welfare of ordinary Chinese. It 
would put China's long-term growth as- 
sumptions in serious doubt. It would 
threaten the legitimacy of a leadership 
whose claim to power is its ability to de- 
liver growth. And it could precipitate a 
banking crisis that would make Japan's 
look like a picnic. 

Among the most daunting problems is 


Brakes on 
China's GDP, 96 increase 
on a year earlier 





China's sharp west-east divide. This also 
has echoes from former times, when China 
was unable to react effectively to the west- 
ern challenge, backed, as it was, by superior 
arms. Though many reformers argued for it, 
China was unable to absorb western, 
wealth-creating technology and skills. Mis- 
sionaries aside, the foreigners all lived in 
extra-territorial “concessions”: so-called 
treaty ports along the east coast. 


Across the divide 


Rhoads Murphey, a historian, has written 
that the thriving port city of Tianjin had 
closer links with the outside world than it 
had with its own hinterland, and “the for- 
eigners remained outsiders”. The biggest 
reason for this was that China’s bureau- 
cratic system held back the emergence ofan 
independent commercial and industrial 
bourgeoisie. The bureaucracy and the 
landed gentry of imperial China were not 
producers of wealth, but consumers of it: 
they were quintessential rent-seekers. 

Today, the eastern cities that Deng Xiao- 
ping threw open to foreign investment are 
almost exactly those of the treaty ports. . 
Booming foreign investment and the lively 
international trade that followed have 
transformed the coastal region, which has 
become wealthy, outward-looking and cos- 
mopolitan: part of a network of interna- 
tional exchange. Yet the age-old problem re- 
mains; the benefits of western investment, 
technology, management and marketing 
skills have not spread be- 
yond a coastal zone that 
threatens to become rig- 
idly divorced from the rest 
of China (see map on next 
page). 

This coastal region is 
what many westerners re- 
fer to when they talk of the 
Chinese economy. But it is 
worth putting China’s for- 
eign-investment miracle 
in context. China’s cumu- 
lative $270 billion of for- 
eign direct investment has 
indeed transformed the 
country’s external trade. 
Foreign investment in 1996 was involved 
in over 47% of foreign trade, up from just 
5.6% a decade earlier. Some 120,000 foreign 
enterprises or joint ventures employ about 
17m people, equivalent to one-tenth of the 
urban workforce. Yet more than half the 
multinationals operating in China are not 
making money, according to A.T. Kearney, 
a firm of management consultants. 

Nevertheless, some observers argue that 
China’s economy has become amongst the 
world’s most open, with exports equal to 
18% of cp». But Mr Maddison argues that 
the figure, based on current exchange rates, 
is misleading. On a purchasing-power par- 
ity basis, Mr Maddison calculates, China’s 
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export ratio. is just 4.3% of Gpp. This puts 
into perspective the penetration of foreign 
investment in China’s economy. It also 
helps explain why genuine private enter- 
prise accounts for no more than 10% of Chi- 
na's national product. Agriculture still rep- 
resents the biggest part of the economy, and 
various forms of state-ownership or collec- 
tives the remainder. 

The impediment to free enterprise, as 
ever, is a rent-seeking state bureaucracy in 
much of the rest of the country. Today, it 
represents the interests of an industrial sys- 
tem of publicly owned enterprises, built by 
the Communists along Soviet lines. In what 
Francois Gipouloux, writing in China Per- 
spectives, calls the “state planners’ special 
reserve"—the inland prov- 


pinnings for free enterprise, notably ade- 
quate property rights and an impartial 
judiciary, are still lacking, both in the hin- 
terland and on the coast. 

That is not to say that China's enter- 
prises are shunning *reform". Heeding the 
central government's call for efficiency, 
workers are being laid off in droves, while 
many millions more have been sent home 
with little or no pay. “Reform” has been an 
opportunity for state managers and their 
godfathers in local government to swipe in- 
calculable quantities of public property for 
their own use; what Xiao Geng, of Hong 
Kong University, calls the “privatisation of 
profits and socialisation of losses." During 
two decades of reform, state-enterprise 
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province has long been a challenge for 
Beijing, which is on guard against centrifu- 
gal forces in the coastal region. The collapse 
earlier this month of Guangdong Interna: 
tional Trust & Investment Corporation 
(Grric) the provinces investment arm, 
highlighted a problem that is as much po- 
litical as it is financial. Local *warlordism" 
is a challenge to the central leaders, albeit 
not on the scale of earlier this century. 


Follow the money 


The costs of delaying meaningful reform 
(ie, in most cases, closure) of the state enter- 
prises are being met today in China's bank- 
ing system. Since 1984, when the govern- 
ment said it would phase out financing 
enterprises through the cen- 





inces of Shaanxi, Guizhou, 
Yunnan, Qinghai, Ningxia 
and Xinjiang—the state con- 
trols about 60-80% of indus- 
trial output. This is a region of 
satanic pollution, shoddy 
products, mounting state 
losses—and little private in- 
vestment to speak of. 

Even if the government in 
Beijing officially welcomes 
foreign investment in China’s 
central and western regions— 
or investment from other 
parts of China, for that mat- 
ter—the dead weight of rigid 
state enterprises stifles the 
development of the various 
strands (subcontracting, flexi- 
ble. work practices, compe- 
tition) that go to make up a 
modern industrial fabric. In 
these regions, Mr Gipouloux 








Contribution of foreign- | 
funded companies to 





argues, the debate about 





| Source: China Statistical Yearbook | 





development has become 

nothing less than one of Chinese versus for- 
eign sovereignty. The regions’ inhabitants 
are the losers. 

The sharp dividing-line in China be- 
tween two incompatible models of devel- 
opment is already a political headache for 
China's leaders, and is likely to become 
“more of one. They have, in the past year, be- 
‘come more committed to “reforming” the 
state enterprises, as well as to cleaning up 
the state banking system that bears the bur- 
den of enterprise losses and is, as a conse- 
quence, insolvent. Yet the leaders lack the 
resources to impose their will: the central 
government's ability to collect taxes, for in- 
stance, has shrunk alarmingly. Tax reve- 
nues were 30% of GDP in 1989. They are 
barely 12% today. 

Besides, the thrust of reforms is still 
aimed at improving the socialist "effi- 
ciency" of the state system, not at embrac- 
ing full capitalism. Privatisation of heavy 
industry, telecoms, energy and the banks is 
out of the question, even if smaller enter- 
prises are being let go. The legal under- 
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losses have risen 20-fold, to 74 billion yuan 
($10 billion) by the government's own, un- 
derstated reckoning. Surging unemploy- 
ment, sluggish domestic demand, rising 
levels of unwanted inventories and an un- 
certain international economy: the at- 
tempted reforms could scarcely be taking 
place against a harsher backdrop. 

The coastal region provides problems 
of a different kind for a Chinese leadership 
perennially concerned about national 
unity and control. The region’s pull has at- 
tracted the bulk of China’s 100m or so mi- 
grant workers, roaming the country in 
search of higher pay. These workers fall in- 
creasingly outside the state’s supervision. 
The 3m-odd migrant workers in Shanghai 
are, for instance, officially non-persons; 
nevertheless their daily needs strain the 
city’s resources to breaking-point. 

Then there are the provincial political 
powers themselves to contend with. Re- 
cently, the Communist Party secretary of 
Guangdong was suddenly recalled, under a 
cloud. Reining in China’s most gung-ho 


tral budget, state companies 
have been borrowing from 
the banks. By 1988, according 
to Nicholas Lardy of the 
Brookings Institution in 
Washington, Dc, state indus- 
trial firms’ debt-equity ratio 
had risen to 82%, By 1995, the 
figure had risen to 570%; it is 
assuredly higher today, were 
the figures available. 

This means that Chinese 
companies are more heavily 
indebted than South Korea's 
chaebol, even before taking 
into account either their over- 
valued assets and inventories 
or their unfunded pension li- 
abilities, which the World 
Bank puts at 50% of Gpp. Such 
high indebtedness makes Chi- 
na’s state enterprises acutely 
vulnerable to an economic 
slump. But slump or no, Chi- 
na’s state enterprises as a 
group are efficient destroyers of wealth. It 
would be cheaper to close them all down, 
and still keep paying the workers. 

The condition of the big four state 
banks mirrors the appalling state of the en- 
terprises, to whom over four-fifths of their 
lending is directed. The reported profitabil- 
ity of the four banks—which together have 





150,000 branches and 1.7m staff—has fallen © 


by five-sixths over the past decade. They 
have a return on assets of just 0.3% (HSBC'S 
return on assets is 1.6%). 

The real picture is undoubtedly much 
bleaker, for China has a lax system of ac- 
counting for bad loans, and unpaid inter- 
est on non-performing loans is usually 
booked as profit. On generally accepted ac- 
counting standards, concludes Mr Lardy, at 
least three of China’s four state banks—the 
Industrial & Commercial Bank of China, 
the Agricultural Bank of China and the 
China Construction Bank—are insolvent 
by a very wide margin indeed. Bad loans, if 
they were properly accounted for, might be 
$270 billion-360 billion, equivalent to 30- 
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40% of GDP. One of the gloomiest estimates 
of Japanese banks’ bad loans is 30% of Gpp, 
and Japanese banks are well-capitalised by 
Chinese standards. 

Ifa meltdown has so far been averted, it 
is because the stability of China’s financial 
system has been underwritten by a high 
rate of savings, of almost 40%. Inflows of 
household savings have ballooned, rising 
from 18% of all bank deposits in 1980 to 
around 60% today, and banks are sitting on 
nearly $600 billion-odd of household de- 
posits—liabilities for the banking system 
that are matched by a dud pile of assets. 
This hugely inefficient intermediation of 
funds, in effect, represents the massive bilk- 
ing of urban and (particularly) rural house- 
holds by the state sector. Presumably, bar- 
ring serious reform, there will one day have 


Reading their lips 


| 
| 
| 
| BEUING 
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66 Q'YTATESMANLIKE" is the term for 
which  editorial-writers reach 
when describing Chinese leaders' resolve 
not to devalue their currency, the yuan. 
China's selflessness, Britain's prime min- 
ister, Tony Blair, has said, is something to 
which tribute should be paid. People fear 
that if China devalued, Asia would suc- 
cumb to another round of debilitating de- 
valuations, bringing down even the Hong 
Kong dollar. In fact, China is following its 
own self-interest. It knows that to devalue 
the yuan could do more harm than good. 
Certainly, some inside China are lob- 
bying hard for devaluation: China's ship- 
builders, for instance, which have been 
clobbered by the fall in the currencies of 
South Korea and (until recently) Japan. 
Moreover, some foreign observers argue 
that deflationary pressures will make de- 
valuation irresistible, for lower export 
prices would help combat them. They 
also point to growing capital flight this 
year, and a weakening yuan on the black 
market, as signs that the government's 
nerve is not expected to hold. 

Currency controls, over $140 billion 
in foreign reserves, and a trade surplus of 
probably over $50 billion this year: all are 
reasons for believing that the government 
will not devalue. Now there is a new rea- 
son: concern about China's foreign debt. 

This issue has been brought into 
sharper focus by the recent closure of 
| Guangdong International Trust & Invest- 
ment Corporation (GrTIC), with $2.4 bil- 
lion in foreign debts. GrriC is one ofa net- 
| work of such groups, mostly owned by 

provincial governments, that have com- 
|! bined foreign debts of over $10 billion 
| anda history of squandered investments. 
Now, the central government is set to 


to be a reckoning. Either the government 
will try to inflate its way out of its obliga- 
tions, or there will bea run on state banks— 
or both. 

Plenty of mainland and overseas econ- 
omists are scathing about crisis-mongers 
who write paragraphs such as those you 
have just read. How, they ask, can there be a 
banking crisis if the government stands 
four-square behind deposits? Besides, has 
not the banking system survived crises be- 
fore, notably during the high inflation of 
the early 1990s? Yet this assessment is 
blinkered, for a number of reasons. First, a 
banking crisis, even if today it is a hidden 
one, already carries great costs for the real 
economy; by providing capital only for the 
undeserving, it greatly constrains China's 
potential for growth and job-creation. Fur- 





Worried about their money 


close more of them. That makes foreign 
lenders even more nervous; most are 
stopping new loans altogether. A devalua- 
tion would worry them more, because it 
would undermine the ability of all Chi- 
nese entities to pay back debt. 

By the official count, neither China 
nor its lenders should have all that much 
to worry about. The country's debt ratio— 
the ratio between external debt and hard- 
currency income—stands at a comfort- 
able 75% or so, well below the 100% level 
that starts to ring alarm bells. Moreover, 
foreign direct investment accounts for 
four-fifths of all capital inflows to China. 
Thecountry is not as reliant on short-term 
borrowing as were its neighbours. 

Yet one lesson from the past 15 
months is that official debt figures can be 
gross understatements. The question is 


ther, it might not take more than a few jolts 
for China's savers to lose confidence in the 
banking system; already, there is resent- 
ment by depositors told they are unable to 
withdraw funds at short notice. 

No one knows how far China might be 
from a full-blown domestic banking crisis. 
But a further slowdown in the country's 
economic growth will surely bring one 
closer. The possibility of China devaluing 
its currency and the level of its foreign debt 
continue to raise concern, especially as 
nearly all foreign banks have now stopped 
lending (see box). This might be just the sort 
of nudge that can turn nagging doubts 
about an economy into a crisis. And a crisis 
big enough to provide the China Clubs li- 
brary with a whole new set of volumes. 





how much bigger than the official count 
are China's reported debts of around $120 
billion. Half as much again is a reason- 
able first guess. Several types of borrow- 
ing do not show up in the data. For in- 
stance, lending by mainland branches of 
foreign banks does not, though it 
amounted to $27 billion in mid-1998. 

There are also borrowings by “red 
chips"—Hong Kong-registered arms of 
central, provincial or local governments 
listed on the territorys stockmarket. 
Strictly, red chips are not mainland firms. 
But much of what they borrow has been 
invested in China, so part of their debt 
ought to count in China's foreign-cur- 
rency exposure. Also, some foreign direct 
investment, particularly from Hong 
Kong, is actually lending in disguise. In 
several mainland infrastructure projects, 
the lenders get guaranteed foreign-cur- 
rency returns: debt by any other name. 

China’s rising foreign debts clearly 
worry the authorities. Early this year they 
tightened rules on the amounts main- 
land companies can borrow. The State 
Administration for Foreign Exchange 
(SAFE) has rattled off a series of measures 
to plug the holes in China’s (officially 
closed) capital account. One official esti- 
mates that a quarter of outflows through 
the current account is in fact disguised 
capital flight: dollars earned from false 
invoicing, illegal foreign-exchange deals 
and other nefarious activities. With capi- 
tal flight reckoned to be as big as inward 
flows of foreign investment ($35 billion- 
45 billion a year), this official says that 
plugging just half of the foreign-exchange 

eaks would be a signal victory. 

Further instances of ill-judged lend- 
ing may well emerge. But a yuan devalua- 
tion would greatly aggravate China’s for- 
eign-debt problem. It is another reason to 
think that Communist rhetoric, this time 
at least, has a ring of sincerity to it. | 
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be 
Massimo D'Alema, a one- 
time Communist, was sworn 
in as Italy's new prime min- 
ister. He will lead a coalition 
government, the country's 
56th since the second world 
war, which includes Commu- 
nists, Greens and the ex- 
Christian Democrats of 
Francesco Cossiga. Carlo 
Azeglio Ciampi stays on as 
treasury minister. 


Germany's incoming Social 
Democratic chancellor, Ger- 
hard Schróder, unveiled his 
new Red-Green government. 
Oskar Lafontaine, a left- 
winger, got the (expanded) fi- 
nance job; Joschka Fischer, 
Green leader, took foreign af- 
fairs. In a blow for free- 
marketeers, Jost Stollmann, a 
businessman, turned down 
the (shrunken) economics job. 


After another week of protests 
by teenage pupils in France, 
the government announced 
emergency plans to improve 
conditions in schools. Some 
300,000 pupils took part in 
demonstrations across the 
country. 


General Wesley Clark, NATO's 
commander in Europe, went 
to Yugoslavia to tell President 
Slobodan Milosevic to speed 
up the withdrawal of Serb 
soldiers and policemen from 
the province of Kosovo, in 
line with the agreement 
reached last week. Despite 
that deal, there were sporadic 
attacks on some villages. Ob- 
servers were trying to estab- 
lish who was to blame. 


In the first round of par- 








liamentary elections in Mac- 
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edonia, which broke away 
from Yugoslavia in 1991, the 
right-wing opposition got the 
biggest share of seats. The sec- 
ond round takes place on No- 
vember 1st. 


Getting there 


The bargaining session at 
Wye in America between 
Binyamin Netanyahu and 
Yasser Arafat, continued with 
prodding from Bill Clinton. 
Despite Israeli brinkmanship, 
a deal seemed close. Jordan’s 
King Hussein lent his help for 
a day. Negotiations were tem- 
porarily set back when over 
60 Israelis were injured in a 
grenade attack carried out by 
a Palestinian terrorist at a 
Beersheba bus terminal. 


After a two-day meeting in 
southern Turkey, the Turks re- 
ported that Syria had agreed 
not to give any help to Tur- 
key's separatist Kurdish 
movement, the PKK, or to al- 
low the PKK's leader, Abdul- 
lah Ocalan, into Syria. 


More than 700 people died, 
and another 1,000 suffered 
burns, in Nigeria when a 
leaking fuel pipeline ex- 
ploded. Many had been try- 
ing to collect the spilling pet- 
rol. The government said that 
no compensation would be 
paid to the affected families 
because the leakage was 
caused by vandalism. 


A firing squad in Sierra Le- 
one executed 24 soldiers who 
had co-operated with the for- 
mer military junta. 





The three-month ceasefire in 
Guinea-Bissau broke down 
and residents fled the capital 
to escape artillery fire. 


Overture 


The Taliban, who control 
most of Afghanistan, said 
they were willing to put 
Osama bin Laden on trial in 
Kabul if the United States 
provided evidence linking 
him to American embassy 
bombings in Kenya and 
Tanzania in August. 


Representatives of North 
and South Korea, America 
and China met in Geneva in 
a renewed effort to bring per- 
manent peace to the penin- 
sula. Japan agreed to pay $1 
billion, promised in 1995, to- 
wards the cost of two nuclear- 
power plants in North Korea, 
to replace reactors believed 
capable of producing weap- 
ons-grade plutonium. 


| China's first international 


conference on human rights 
was held in Beijing, attended 
by representatives from 27 
countries. 


Win some 


President Clinton signed a 
$500 billion spending bill, in- 
cluding an unexpected $9 bil- 
lion boost in the defence bud- 
get. It also gave him authority 
to waive most of the eco- 
nomic sanctions against In- 
dia and Pakistan imposed af- 
ter both conducted nuclear 
tests earlier this year.The re- 
sult was construed as a vic- 
tory for President Clinton; 
prospects for the Democratic 
Party in the mid-term elec- 


| tions improved accordingly. 


Mike McCurry, newly retired 
as the president's press secre- 
tary, attacked him in a speech 
for being **exasperatingly 
stupid" in his private life. 


White House lawyers rejected 
a demand by Paula Jones 

















| not refuse extradition if 


| ple died in a fireball after 


| try to negotiate peace with 
| the guerrillas. 





for $2m to settle her sexual- 
harassment suit against the 
president. The pursuit of the 
case could complicate the 
president's defence against 
impeachment by Congress. 








General Pinochet, Chilean 
dictator of 1973-90, was ar- 
rested in London on a war- 
rant from a Spanish judge in- 
vestigating the crimes of his 
regime and seeking his extra- 
dition. In Chile, supporters 
were enraged, critics de- 
lighted to see a way round his 
immunity (first as army com- 
mander, then as a life sena- 
tor). Chile's government pro- 
tested to both European ones. 
An issue for the courts, said 
Britain's, but hinted it would 


Spain asked. Disgraceful, said 
Margaret Thatcher. 


The legislatures of both Ecua- 
dor and Peru voted to accept 
the arbitration of the four 
outside *guarantors" (headed 
by Brazil and the United 
States) on their frontier 
dispute. 


In Colombia, nearly 60 peo- 


ELN guerrillas dynamited an 
oil pipeline. President Andres 
Pastrana threatened punish- 
ment, but said he would still 


After a long refusal to talk, 
Mexico's Zapatist rebels said 
they would talk after all—to a 
congressional peace commit- 
tee, not the government. 
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Happy blip 


A boost in confidence from a 
surprise cut in American in- 
terest rates, combined with 
better corporate results than 
expected, even from Ameri- 
can banks, carried the Dow 
Jones Industrial Average to 
its biggest gain in months. A 
spate of mergers worth $25 
billion also pointed to a re- 
covery of nerves. 


The European Commission 
has at last accepted that Eu- 
rope cannot escape world tur- 
moil. It trimmed its forecast 
for the euro-11 countries in 
1999 from 3.2% to 2.6%. Lion- 
el Jospin, France’s prime min- 
ister, promptly called for in- 
terest-rate cuts. 


Bank shares 
$ terms, May 1st 1998-100 


The market was awash with 
rumours that Deutsche 
Bank might buy Bankers 
Trust. Neither would com- 
ment on talk that Germany's 
biggest bank is making an- 
other attempt to break into 
America. Bankers Trust, 
meanwhile, announced a 
third-quarter loss of $488m, 
compared with a net profit of 
$246m a year earlier. Dismal 
trading was to blame. 


Buoyed by the Dow, the 
Nikkei also rose. The biggest 
jump, 3%, came after Indus- 
trial Bank of Japan said it 
would be the first bank to ask 
for cash under the govern- 
ment's new bail-out scheme. 


Japan's largest securities firm, 
Nomura, fell victim to the 
turbulence in financial mar- 
kets. It lost a net Y207 billion 
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($1.5 billion) in the first six 
months of 1998-99. The firm 
plans to cut 2,000 jobs 
around the world. 


Given a rocket 





jo 2 
Ariane-5, Europe's new 
launch rocket, at last blasted 
off successfully. The Europe- 
ans hope this will preserve 
their lead in the commercial- 
satellite market, which has 
been threatened by the 
Americans. 


After heads have rolled at two 
European banks it is the turn 
of BankAmerica, forged 
from the old BankAmerica 
and NationsBank. David 
Coulter resigned as president 
after unexpected provisions 
against bad loans to a stock- 
broker in the third quarter. 


Another recently merged en- 
tity, Citigroup (made up of 
Citicorp and Travelers), also 
had a bad third quarter. 
Bond-trading losses of $1 bil- 
lion at its investment bank, 
Salomon Smith Barney, 
helped to cut net profits by 
53% to $729m. 


A $14.5 billion deal between 
McKesson, America's biggest 
drug distributor, and HBOC, 
which provides software to 
hospitals and doctors, soon 
turned into a $12 billion deal 
after investors, unpersuaded 
by the two firms' synergies, 
sold both. 


Healtheon, a Californian- 
based online health-care net- 
work founded by James 
Clark, who also founded 








Netscape Communications, 
suspended an initial public 
offering because of market 
turbulence and said it would 
raise $40m through a private 
placement instead. 


Two American consumer- 
products mergers were an- 
nounced. Newell is to buy 
Rubbermaid for $5.8 billion, 
and Clorox is buying First 
Brands for $2 billion, includ- 
ing $440m in debt. 


Kroger will confirm its posi- 
tion as America's largest gro- 
cery chain, with annual sales 
of $43 billion, if its purchase 
of Fred Meyer for $7.5 bil- 
lion (plus the assumption of 
$4.8 billion in debt) goes 
through. This is the latest in a 
round of supermarket 
consolidation in America. 


Plans to create Germany's 
fourth-largest bank are in 
trouble. The DM4.s billion 
($2.7 billion) purchase of 
NordLa by Bankgesellschaft 
Berlin, whose share price has 
halved since April, has been 
delayed again. Preliminary 
talks started four years ago. 


Trade gap 


Sharp words were exchanged 
when America's trade repre- 
sentative, Charlene Barsh- 
efsky, urged Europe to do 
more to absorb Asian im- 
ports. The EU's trade commis- 
sioner, Sir Leon Brittan, re- 
jected the criticism, noting 
that imports to the Eu had 
risen strongly in recent 
months. The exchanges came 
as the gap in America's trade 
in goods and services rose to 
a record $16.77 billion in 
August. 


America signed an agreement 
with South Korea over im- 
proving access to the South 
Korean car market, averting 
threats of sanctions against 
car imports to America. Sepa- 
rately, Hyundai, a car maker 
already dominant in its 
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home market, won the bid- 
ding for the insolvent Kia, a 
rival, and demanded further 
huge write-offs from creditors. 


The case against Microsoft 
opened in Washington, pc. 
The antitrust suit, brought by 
America's Justice Department, 
is expected to last six weeks. 


Pearson, a London-based 
media group that is shedding 
its leisure interests, is to sell 
its waxworks-to-theme-parks 
Tussauds Group to 
Charterhouse Development 
Capital, a buy-out fund, for 
£352m ($598m)-less than it 
had hoped. 


Telecom Italia beat 
Ameritech to a 25% stake in 
neighbouring Telekom Aus- 
tria, paying a hefty ASch27.23 
billion ($2.35 billion). Aus- 
tria's telephone carrier is be- 
ing privatised over the next 
years. 


A new pan-European 
telecoms alliance is emerg- 
ing. Mannesmann of Ger- 
many is forming a joint ven- 
ture with Italy’s Olivetti. The 
two will invite others to join. 


Third-quarter net profits at 
IBM rose by an unexpected 
10% to $1.49 billion from a 
year earlier. Even more unex- 
pected was the 8% jump in 
sales to $204 billion. 





iy 
Canada’s Northern Telecom 
and Japan’s Matsushita have 
joined up to build experi- 
mental digital networks 
meant to reach those parts 
not yet reached by mobile 
telephones in Europe, Asia 
and the United States. 
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Changing the script in 


the Philippines 


MANILA 


Aman who was widely regarded as a clown is suddenly South-East Asia's most 
popular leader. Just what is Joseph Estrada up to? 


F YOU want to play a hero, it helps to 

take on a convincing villain. Joseph 
Estrada, the former B-movie actor who be- 
came president of the Philippines in June, 
could not have picked a better one. In re- 
cent weeks, Mr Estrada has emerged as the 
leading critic of Malaysia’s prime minister, 
Mahathir Mohamad, who sacked and then 
arrested his former deputy, Anwar Ibra- 
him, amid a swirl of public protests. The 
handling of Mr Anwar's case has outraged 
many people in Malaysia and elsewhere. 
But the principle of non-interference that 
governs the regional club, the Association 
of South-East Asian Nations (ASEAN), has 
kept Dr Mahathir’s counterparts in neigh- 
bouring countries from weighing in. By 
breaking ranks, Mr Estrada has breathed 
new life into his presidency. 

Speaking at a regional forum in Singa- 
pore last week, Mr Estrada drew thunder- 
ous applause when he told a questioner 
that he would like to see his “good friend” 
Mr Anwar treated with due process. Back in 
Manila, he granted an audience to Nurul 
Izzah, Mr Anwar' eldest daughter, report- 
edly relaying his wish that her father “keep 
up the fight”. 

On October 20th, pro-Mahathir protest- 
ers gathered outside the Philippine em- 
bassy in Malaysia. Dr Mahathir also ac- 
cused foreigners of involvement in anti- 
government riots and of urging protesters 
to overthrow the government. Mr Estrada 
appeared to back off a bit, saying that his 
statements reflected his “personal feeling” 
rather than official policy. But just as this 
distinction failed to appease Dr Mahathir, 
it did little to weaken Mr Estrada's popular- 
ity athome.A delegation of Philippine con- 
gressmen still plans to attend Mr Anwars 
trial on charges of sodomy and corruption 
when it begins on November 2nd. And Mr 
Estrada still says he wants to visit his friend 
later next month, when he is in Malaysia 
for the annual Asia-Pacific Economic Co- 
operation summit. 

This sudden display of international 
statesmanship comes as a surprise to those 
who have seen Mr Estrada in action. Until 
recently his presidency had been plagued 
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by a series of public gaffes and miscues. Al- 
though he is popular with many ordinary 
Filipinos, especially the poor, he is uncom- 
fortable with businessmen and journalists. 
Whatever confidence he has inspired on 
policy matters derives from his pledges to 
leave the heavy lifting to his cabinet, which 
is staffed with several competent ministers. 
Some commentators have given warning 
that Mr Estrada poses a bigger threat to his 
country than does the regional economic 
crisis. So if a political lightweight such as 
Mr Estrada can score points criticising Dr 
Mahathir, why have the region’s other lead- 
ers been so slow to join in? 


Against the strongmen 

On most counts Mr Estrada is not the most 
impressive head of state in the region. Al- 
though critics of Indonesia’s president, B.J. 
Habibie, say he is too fond of technology, 
few doubt his mastery of the subject. Singa- 
pore's prime minister, Goh Chok Tong, has 
risen to the top of a meritocracy that re- 
wards only the best and brightest—such as 
his predecessor Lee Kuan Yew. And even Dr 
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Nurul Izzah meets Estrada the star 


Mahathir himself has been praised for his 
personal role in helping Malaysia to de- 
velop so rapidly over the past two decades. 

Yet for all their personal strengths, 
ASEAN'S other leaders are in no position to 
point fingers at Dr Mahathir. Mr Habibie 
has hinted to him privately that he is not 
happy about the way Mr Anwar has been 
treated. But Mr Habibie’s own government 
has been beset by demonstrations since he 
took office in May, after his precessor, 
Suharto, was forced to resign. And Mr 
Habibie has not yet been subject to an elec- 
tion. He says parliamentary elections will 
be held next year and that the country’s 
highest legislative body, the People’s Con- 
sultative Assembly, will be convened in De- 
cember 1999 to choose a new president. 
Until then, he has no intention of going. 

Singapore's leaders, too, have long ar- 
gued that the results of their policies justify 
the country’s authoritarian approach to 
governance. They may take indirect shots at 
the illiberal economic policies Dr 
Mahathir is now pursuing, but they are 
hardly keen to mount a strenuous defence 
of “western” notions of human rights. 

Mr Estrada is in a much stronger posi- 
tion to lead the charge against Dr Mahathir, 
not because of his own merits but because 
of his country’s. Whereas Malaysia has a 
strong leader and weak courts, for example, 
the courts in the Philippines are considered 
the most able in the region to stand up to 
their government. Moreover, Mr Estrada 
has come to power through a reasonably 
open electoral process, and one that al- 
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LTHOUGH some Asian countries are 
stressing their desire to maintain 
open trade regimes, the Philippines is es- 
pecially worried about a different kind of 
protectionism: the return of its overseas 
workers. The Philippines is the world’s 
largest exporter of labour. By some esti- 
mates, 4.5m Filipinos work abroad, send- 
ing home $5 billion-10 billion a year. 

When the currency crisis first hit the 
region in mid-1997, the Philippines wor- 
ried that a rise in unemployment across 
East Asia, combined with coun- 
tries’ desires to protect their own 
nationals, would lead to mass re- 
patriations. So far, that spectre has 
not fully materialised. 

There is no mistaking the coun- 
try’s fondness for its overseas work- 
ers. Besides their familiar role as 
domestic servants and entertain- 
ers, Filipinos are also sought after 
as middle-managers, bank tellers 
and clerical workers across the re- 
gion, partly because of their profi- 
ciency in English. Tens of thou- 
sands of Filipinos are also 
deployed as merchant mariners on 
ships around the world. 

All of those workers are a valu- 
able source of income for many 
families, and their repatriated 








lowed his two predecessors to assume their 
office peacefully and democratically. 

Despite Mr Estrada’s weakness, there- 
fore, the process by which he assumed lead- 
ership gives him strength. And the benefits 
of that process are all the more apparent be- 
cause of the region’s economic troubles. 
The contrast between Mr Estrada and his 
predecessor, Fidel Ramos, is a perfect exam- 
ple of the rationale that some other ASEAN 
leaders use to justify their resistance to de- 
mocracy. Whereas Mr Ramos's policies 
were widely regarded as putting the Philip- 
pines on the path to rapid development, 
Mr Estrada, before he was elected, was not 
considered up to the job. 

Yet the early indications suggest that 
Filipino voters were smarter than the pun- 
dits thought. Mr Estrada and his cabinet 
have held to the policies pursued by Mr Ra- 
mos, in spite of the temptations to deviate 
supplied by the regional crisis. In Singa- 
pore, at the same time as he was criticising 
Dr Mahathir's treatment of Mr Anwar, Mr 
Estrada was taking a swipe at the capital 
controls that Malaysia has adopted in an 
attempt to duck the effects of the crisis. Mr 
Estrada has also promised to continue the 
privatisation drive begun by Mr Ramos. 
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Filipinas send a message home 


A different kind of foreign policy 


earnings have started numerous small 
busineses. Given their contribution to the 
economy, the labour department has a 
special office to take care of them. And the 
government offers incentives to keep the 
money coming. Overseas workers, for ex- 
ample, are exempted from airport fees 
and other travel taxes. They are also given 
their own express lane at immigration, 
and allowed to avoid the “hassle” of clear- 
ing customs when returning home with 
bulging bags and suitcases. 
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And he scored huge points in the opinion 
polls earlier this month by helping to bring 
the national airline out of bankruptcy, 
without offering government money. 

Moreover, his appeal to ordinary voters 
hasallowed Mr Estrada to press ahead with 
measures that his predecessor neglected. 
The most important is a commitment to ag- 
ricultural reform, which Mr Estrada says 
should focus on improving agricultural 
productivity and increasing transport links 
between farms and cities. 

Whether Mr Estrada can carry through 
any of these reforms remains to be seen. He 
is barely a hundred days into his adminis- 
tration, and the capacity of the Philippines 
to snatch defeat from the jaws of victory 
should never be underestimated. But, at the 
moment, the Philippines can offer some 
lessons to other countries in the region. De- 
spite all the fears, voters have put in place a 
competent cabinet that appears commit- 
ted to more economic liberalisation, show- 
ing that even in ASEAN they can be trusted 
with a choice. In the meantime, the coun- 
try's weak president is now free to criticise 
his counterparts for misusing so much of 
their strength. 





During Christmas, the government 
also runs several programmes to make 
overseas workers feel appreciated. It of- 
fers special prizes to, say, the 100,000th re- 
turning worker, and it helps to co-ordi- 
nate treats which are provided by the 
private sector. "We're very grateful to our 
overseas workers for the services they pro- 
vide our economy," says Nimfa de Guz- 
man, planning officer in the overseas em- 
ployment administration. "This year, 
we're trying to cook up something extra 
special for them at Christmas." 

Although the total number of workers | 
£oing overseas increased slightly during | 
the first half of this year, the overseas em- 
ployment administration thinks 
things could be getting worse dur- | 
ing the second half, especially for | 
household workers. Earlier this 
year it was forecasting big overseas 
job losses in South Korea. And 
when an amnesty ends in Malaysia 
at the end of October, many who 
are working there illegally could be 
repatriated. 

Criticism of Malaysia's govern- 
ment by Joseph Estrada, the Philip- 
pines' president, will not help mat- 
ters. This week, while Malaysians 
demonstrated in front of the Phil- 
ippine embassy, the Malaysian 
government announced that it 
would be allowing in 120,000 new 
foreign workers—from Indonesia 
and Thailand. 


China and Taiwan 
First steps 


BEIJING AND TAIPEI 


HERE might not, on the face of it, be 

much of substance that came out of the 
trip to Shanghai and Beijing on October 
14th-19th by Koo Chen-fu, chairman of Tai- 
wan’s Straits Exchange Foundation. But it 
was history, of sorts. This was the first high- 
level exchange between Taiwan and China 
in three years—in fact, since Taiwan’s presi- 
dent, Lee Teng-hui, sent China literally bal- 
listic when he managed to get a visa to visit 
the United States and deliver a speech at a 
college reunion. 

Mr Koo’s trip was the first meeting in 
five years with his mainland counterpart at 
the Association for Relations Across the 
Taiwan Straits, Wang Daohan; back in 
1993, cross-straits relations held out much 
hope for the future. When President Jiang 
Zemin agreed to receive Mr Koo at the 
Diaoyutai state guest house, it marked the 
highest-level contact across the Taiwan 
strait since 1949. 

Mr Koo is the sort of person that China's 
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gerontocrats prefer to do business with. He 
is 81 years old and a billionaire, whose love 
of Beijing opera has led him to build a the- 
atre in Taipei. Mr Koo is also a leading 
member of the old guard of Taiwan’s ruling 
party, the Kuomintang (KMT). Indeed, his 
critics in Taiwan say he has barely taken on 
board the democratic changes on the is- 
land over the past decade. 

The charge is a little unfair. Even main- 
land Communists have now come to real- 
ise that the rise of parties in opposition to 
the KMT, notably the Democratic Progres- 
sive Party (DPP), at the very least alters the 
cross-strait dynamics of the effort to attain 
the holy grail of reunification. There is the 
tacit admission that China’s missile “exer- 
cises” of 1995-96 hardly helped swing pub- 
lic opinion in Taiwan to the idea of reuni- 
fication. Indeed, a Taiwan government 
poll puts support for speedy reunification 
at just 1%; only 14% of Taiwanese appear to 
support “eventual reunification”. 

This summer, a conference of Taiwan 
“experts” was convened on the mainland 
to consider the possibilities of adapting a 
policy towards the island that had re- 
mained largely unchanged since 1986— 
when the KMr was the sole, dictatorial, 
party. In local elections last year most of 
Taiwan's local government fell into DPP 
hands. Legislative elections in December 
could put the KMT into a minority in par- 
liament. With a paucity of charismatic suc- 
cessors to Mr Lee, even a ppp presidential 
victory in the election due in 2000 cannot 
be ruled out. The party says any change in 
Taiwan's national status must be decided 
by a referendum “at the appropriate time". 
How much the realities of office would 
soften the pPP's pro-independence stance 
is still open to question. China says it will 
invade if ever independence is declared. 

Time, Mr Jiang might feel, to get talks 
£oing again. For Mr Koo's visit China qui- 
etly dropped its long-held precondition for 
talks, namely that Taiwan should recognise 
that there is but “one China", and that the 
People's Republic is it. Still, China's hand 
was strengthened when Bill Clinton de- 
clared in June that America would not sup- 
port Taiwanese independence. And even if 
China dropped its “one China" precon- 
dition, it still insisted on it in front of Mr 
Koo. It also called for political negotiations 
to begin. 

Taiwan does not particularly want to 
begin them. It fears that by going down that 
path, it will be driven against its will into 
reunification. That is why Taiwan insisted, 
asever, that talks should first be about more 
mundane matters: fishing disputes, the 
safety of Taiwanese businessmen on the 
mainland, and—a particular favourite— 
compensation for mislaid mail. 

By politely reminding his hosts that the 
Taiwanese are hardly likely to want to join 
with a Leninist-party dictatorship, and by 
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pointing out that, in effect, “two Chinas" 
are a fact of life, Mr Koo returns to Taiwan 
with newly-won respect. Mainland offi- 
cials, on the other hand, do not enjoy that 
sort of talk, however mild. The Taiwanese 
delegation, said one Chinese official, 
“should seriously consider the conse- 
quences of its attitude.” 





The sniping begins 


TOKYO 


ACKING the heavy artillery to topple the 
government, the opposition parties in 
Japan have started to adopt guerrilla tac- 
tics. Their first victim looks like being 
Fukushiro Nukaga, the cabinet minister re- 
sponsible for Japan's Self-Defence Agency 
(SDA). Mr Nukaga's only mistake was his 
failure to notice the landmine lurking be- 
neath a defence scandal that has now 
blown up in his face. To try to save Mr 
Nukaga, as well as himself, the prime min- 
ister, Keizo Obuchi, has fired some of the 
SDA's top officials. But that has not stopped 
the demands for Mr Nukaga's head. 

If he had been politically more astute, 
Mr Nukaga could have turned the affair to 
his advantage. While health minister in 
1996, Naoto Kan, the popular leader of the 
new Democratic Party of Japan (DPJ), rose 
to fame by exposing a cover-up involving 
HiVv-tainted blood that the Ministry of 
Health and Welfare knowingly allowed to 
be administered to haemophiliacs (some 
500 of whom subsequently died of Arps). 
But instead of hounding the culprits at the 
SDA, Mr Nukaga went along meekly with 
the defence agency's own brazen attempts 
to sweep the scandal there under the carpet. 

That may have worked in the distant 
murky past, but not since the Tokyo Public 





ASIA 


Prosecutor’s Office established its awesome 
reputation for nailing government wrong- 
doers. Twice last month the prosecutor's 
young investigators barged their way into 
the spa’s headquarters to prevent officials 
from shredding still more evidence. They 
have already indicted Masuo Morodomi 
and Kenichi Ueno, two former officials in 
the agency’s central procurement office. 
Both are being held on suspicion of having 
let two subsidiaries of the NEC group off 
Y3.6 billion ($30m) of the ¥4.8 billion their 
companies had overcharged the govern- 
ment, in exchange for providing agency of- 
ficials with cushy jobs after retirement. 
Some nine former and current NEC group 
executives have also been arrested for 
breach of trust. 

All of which might have been just an- 
other case of bureaucratic corruption, dis- 
missed by an ever cynical public. But hav- 
ing failed to mount an effective no- 
confidence motion against Mr Obuchi's 
government in the all-important lower 
house of the Diet (parliament) for its han- 
dling the country's banking crisis, Mr Kan 
and his opposition colleagues have now 
moved their guerrilla campaign to the up- 
per house where they have a majority. On 
October 16th, the senior chamber voted to 
adopt a censure motion against Mr 
Nukaga—the first such resolution passed by 
the upper house since the constitution was 
promulgated in 1947. 

It is true that, unlike a censure motion 
against the cabinet or a minister in the 
lower house, a no-confidence vote in the 
upper house is non-binding. Even so, the 
outcome can be politically damaging. After 
the vote the prj barred Mr Nukaga from at- 
tending an upper house oversight commit- 
tee. The opposition has now threatened to 
boycott meetings of the upper house audit 
committee if Mr Nukaga tries to partici- 
pate. But there is even worse in store for the 
government. The bills needed to get new se- 
curity guidelines in place 
in support of the security 
treaty with the United 
States, as well as a joint bal- 
listic missile defence pro- 
gramme planned with the 
Americans, will be held 


hostage by the opposition 
if Mr Nukaga stays. 
What bothers Mr 


Obuchi and his colleagues 
in the ruling Liberal Demo- 
cratic Party is that, having 
demonstrated the effec- 
tiveness of their new tac- 
tics, the opposition could 
start knocking off one cabi- 
net member after another. 
There are more than 
enough potential embar- 
rassments in the govern- 
ment to make unwitting 
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have gun licences. 





nade or firing a warning shot. 


ministers sitting ducks. 

The real aim of Mr Kan and his col- 
leagues, of course, is to force the govern- 
ment to resign amid accusations of corrup- 
tion and incompetence. That would allow 
the prj to fight a general election while still 
hot from its popular upper-house victory 
last July. While hardly the closest of bed-fel- 
lows, Mr Kan and Ichiro Ozawa, the head- 
strong boss of the Liberal Party, have now 
agreed to combine forces in a bid to oust 
Mr Obuchi before February. By then, Mr 
Nukaga is likely to be long gone. 





Kirgizstan 


The man who 
knows best 


TASHKENT 


HE president of Kirgizstan, Askar 

Akaev, is having trouble with his parlia- 
ment again. During the country’s seven 
years of independence, parliament has re- 
peatedly opposed his attempts to intro- 
duce market reforms. This time it has been 
opposing his plans to privatise land. 

Old communists and new nationalists 
argue that land is a national asset over 
which the state should retain certain rights. 
Mr Akaev proposes outright private owner- 
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It is thought that around 500,000 ri- 
fles and handguns are in circulation in 
Cambodia. Around half are held by secu- 
rity officials. Of the rest, only about 
10,000 are registered to the police and ci- 


Cambodia's city of guns 


HE authorities in Phnom Penh have  vilians by the authorities. Mr Sophara 
been trying to persuade residents to 
give up their guns. So far the appeal can 
hardly be regarded as a success: one AK-47 
automatic rifle has been surrendered. But 
the capital's determined first deputy gov- 
ernor, Chea Sophara, who is in charge of 
| the operation, is not giving up. Next 
month the police will be going from door 

| to door seeking weapons and, if any are 
produced, enquiring whether the owners 


can seemingly claim one success. Guns 
have disappeared, at least for the time be- 
ing, from Tuk Thla market in Phnom 
Penh, where until recently an AK-47 could 
be bought for about $40. 

Before there can be a permanent solu- 
tion to the gun problem, Cambodia 
clearly needs to make itself a safer society. 
Many had hoped that the July general 
election would usher in an era of peace 
and stability. Instead, Cambodia has 


Decades of civil war and continuing once again become engulfed in political 
political instability have left Cambodia's 
population reliant on guns. Rising crime 
has made many families feel they need 
firearms to protect themselves. But the 
very availabilty of guns means that even 
minor arguments may be settled vio- 
| lently. Disputes in a school playground partly to blame for the increase in crime. 
have ended with a parent throwing a gre- Over a two-week period this month there 


bickering and uncertainty. The economy 
has slumped, and foreign aid—which ac- 
counts for nearly half of Cambodia's bud- 
get—is being withheld by many donors 
until a stable government is formed. 

The countrys economic woes are 


were at least 15 armed robberies of for- 
eigners, as well as a spate of kidnappings 
of local businessmen. Teenage bong thom 
(big brother) gangs are thought to be re- 
sponsible for many of the attacks which 
have taken place on foreigners. 


ship. He says this will boost agricultural 
output and he is probably right. 

Mr Akaev's economic ideas seem 
sound. But his inclination to disregard par- 
liament is disturbing. Often, when he is 
faced by parliamentary intransigence, his 
response is to seek to change the constitu- 
tion rather than his cherished decrees. 
Counting on popular support—leavened 
by a tendency to arrest political oppo- 
nents—he prefers to call national referen- 
dums. The latest was held on October 17th 
and, as usual, won him an overwhelming 
vote of support. 

Over the past four years, Mr Akaev has 
steadily eroded the political checks and 
balances of Kirgizstan's postindepen- 
dence constitution. In 1994 a referendum 
reduced the number of members of parlia- 
ment from 313 to 105. A referendum in 1996 
gave the president more power and parlia- 
ment less. In the same year Mr Akaev cre- 
ated the Security Council, which decides 
many important issues, but is not account- 
able to parliament. In July this year, the 
countrys imaginative Constitutional 
Court provided a means for Mr Akaev to 
stand for a previously unconstitutional 
third term as president. 

As well as privatisation of land, this 
month's referendum proposed a number 
of other changes. One was to reduce the 
number of elected representatives in the 
lower house of parliament from 70 to 38, 





Innocence and an AK-47 


The police are said to be mounting 
more patrols to combat the gangs. But 
confidence in the police is not high. There 
are fears that the new door-to-door inqui- 
ries may provide an opportunity for offi- 
cials to extract bribes or target families 
known to be opposition supporters. 





with the number of nominated and indi- 
rectly elected members in the upper house 
to be increased from 35 to 67. Another pro- 
posal was to enshrine press freedom in the 
constitution. Coming from a president 
who has jailed opposition leaders on 
flimsy libel charges and has forced the clo- 
sure of critical newspapers, the promise 
looks hypocritical. 

The constitutional changes may pose 
more of a threat in the hands of a future 
ruler than in Mr Akaev's. He is a reformer. 
His economic programme, endorsed by the 
IMF, has generally been successful. Con- 
centrating power in his hands, some would 
argue, merely brings faster progress to- 
wards a market economy. 

But it may not always be like that. Dis- 
content with his regime has grown over the 
past year. Restricting democratic activity 
risks moving legitimate opposition on to 
the streets, where it could turn violent. 

A presidential election is due in 2000. 
Mr Akaev is likely to win, but perhaps not 
decisively. In a country prone to regional 
and sometimes ethnic disputes, centralis- 
ing power in the office of president will 
make the post fiercely contested, legiti- 
mately or illegally, by rival regional fac- 
tions. Under the constitutional changes, a 
reactionary successor would find it easy to 
reverse Mr Akaev’s reforms and plunge the 
country’s economy into crisis. 
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Ole Fritz keeps charmin' along 


GREENVILLE, SOUTH CAROLINA 


How one ofthe South's diminished Democrats hopes to hold on 


HE challenger, every telegenic feature 

powdered and smoothed, looks into 
the camera: “I think it's time to expect more 
from a United States senator. First ofall, we 
should expect more civility. We should ex- 
pect a United States senator not to demean 
us, to not belittle us, to not use language 
that insults us and embarrasses the whole 
state" The senator in question, Ernest 
“Fritz” Hollings, is unmoved. All his Re- 
publican opponent, Bob Inglis, has done in 
six years in the House of Representatives in 
Washington is “whine and complain and 
holler pork ... We've been up there for 32 
years and whenever anybody needed any- 
thing they came to old Fritz.” 

But will they do so for another six 
years? For all the pork he has deliv- 
ered through his five terms in the 
Senate (he claims credit for every- 
thing from interstate highways to the 
sparkling new BMw plant at Spar- 
tanburg), Fritz Hollings is now the 
only statewide-elected Democrat in 
South Carolina, a rare survivor in a 
Republican tide sweeping through a 
modernising New South in which 
the rural base of the old-guard Dem- 
ocrats seems ever less relevant. In the 
11 states of the old Confederacy, the 
Democrats now hold only three of 
the governorships, seven of the 22 
Senate seats in Washington, and 54 
of the 125 House seats. 

True, Bill Clinton of Arkansas 
and Al Gore of Tennessee—both be- 
set by scandal, either real or alleged— 
still keep the White House in Demo- 
cratic hands, but it is Republican 
southerners, Trent Lott of Missis- 
sippi, Newt Gingrich of Georgia and 
Dick Armey of Texas, who rule the 
Senate and House and discomfit the 
president with talk of impeachment. 
Whereas in 1990 the Republicans 
did not control a single state legisla- 
ture in the South, now they rule both 
houses in Florida, the lower houses 
in both North and South Carolina 
and the senates in Texas and Vir- 
ginia. Other states seem ready to fall. 

No wonder, then, that this week’s 
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live television debate in Greenville seemed 
a conflict not so much of ideas but of eras. 
Bob Inglis, a 39-year-old lawyer from “up- 
country” Greenville, is the choirboy epit- 
ome of Newt Gingrich-style Republi- 
canism:an ideological commitment to low 
taxes, conservative Christianity and term 
limits (he pledged to spend no more than 
three terms in the House and promises, if 
elected, to spend no more than two in the 
Senate). Fritz Hollings, 76, is the silver- 
haired patrician from “low-country” 
Charleston who has spent 50 years in poli- 
tics, the past 32 of them in Washington, 
twisting arms and slapping backs on South 
Carolina's behalf. 





Appreciating their consideration 


Their styles reflect their eras. Mr Inglis 
leaps out of his bright-red campaign bus 
(“Finally, someone’s listening,” says the slo- 
gan) in Columbia to lecture small business- 
men on the virtues of a balanced budget, 
the prospects for privatising Social Security 
and the venal risks that beset professional 
politicians—hence his term-limits pledge 
and his refusal to accept donations from 
political action committees. Mr Hollings 
walks in stately fashion through Green- 
ville’s local government offices, reminisc- 
ing with matronly ladies about friends 
long since gone from the political stage and 
courteously expressing “appreciation for 
your consideration in November". 

This race, the Hollings camp concedes, 
will be very close. After all, Mr Hollings 
scraped to victory in 1992 with only 50% of 
the vote, losing in the dozen largest coun- 
ties and surviving only because of huge ma- 
jorities in the low country. If he is to win 
this time, he must not only persuade black 
voters, around 30% of the electorate and 
overwhelmingly Democratic, to turn out, 
but he must win some Republican votes 
too. On the face of it, it isa tall order. 

But not impossible. One reason 
is that even in ultra-religious South 
Carolina Mr Inglis's hair-shirt good- 
ness (rather than rent an apartment, 
hesleepson an inflatable mattress in 
his Washington office) can seem a 
trifle cloying, even unconvincing. 
He may call for term limits, but six 
years in the House and potentially 12 
in the Senate would add up to a sub- 
stantial political career. And is he 
really so outraged by profanity that 
when he refers to Mr Hollings's in- 
sults—for example, that Mr Inglis is 
*a Goddamn skunk"—he has to say 
“G-D skunk”? 

A second reason is that Mr Hol- 
lings, for all his aristocratic demean- 
our, is no out-of-touch fool. He was a 
“New Democrat” before the term 
was invented, realising early the 
need to desegregate and industri- 
alise the South and to be fiscally con- 
servative: witness his sponsoring in 
1985 of the Gramm-Rudman-Hol- 
lings bill to cut the deficit. He is also 
effective. If the pork is there, he ar- 
gues, then his duty is to ensure that 
South Carolina gets its fair share. 

By contrast, Mr Inglis is derided 
as “toll road Bob” because, putting 
principle ahead of politics, he voted 
against the federal spending that 
would have provided a toll-free road 
connecting two highways in Green- 
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ville County. Put such factors together with 
the voters’ apparent reverence for age—Mr 
Hollings is the longest-serving junior sena- 
tor in Washington, his senior colleague be- 
ing 95-year-old Strom Thurmond (who 
switched to the Republican Party in 1964 
after 32 years as a Democrat, and remains 
remarkably hale)—and Mr Hollings, with 
more money to spend on Tv ads than Mr 
Inglis, may still have the edge. 

But the best reason for such an edge 
may come from the Republicans them- 
selves. Until recently it seemed obvious 
that David Beasley, chairman of the Repub- 
lican Governors Association, would be re- 
elected for a second term as governor of the 
state. Now it is not so obvious. 

The same Christian conservatives who 
applauded Mr Beasley's sharp spending 
cuts and tougher stand on criminals (“Two 
strikes and you're in", meaning a life sen- 
tence for violent criminals) were first ap- 
palled by his call in 1996 (after God spoke 
to him) to remove the Confederate flag 
from the state Capitol and then by ru- 
mours, since scotched, of an adulterous af- 
fair. At the same time Jim Hodges, with the 
generous backing of organised gambling, is 
emerging as a credible Democratic chal- 
lenger for the governorship. 

Mr Beasley accuses Mr Hodges, who 
once opposed a state lottery but now advo- 
cates it, of having been bought. Mr Hodges 
retorts that South Carolinians spend (it is 
said) $80m a year playing the Georgia lot- 
tery, whose profits are then used to im- 
prove Georgia's schools. Why not, he asks, 
keep the money for local pupils by having a 
South Carolina lottery? Given that the state 
lurks near the bottom of the educational 
rankings, it is a good question—and one 
that is liable to pull in plenty of votes. 

Mr Hollings's team point to the obvious 
logic: mid-term elections are normally 
cloaked with apathy, but if voters are 
energised to turn out to support Jim 
Hodges, then by party association they will 
surely be tempted to vote for Fritz Hollings 
too. All of which implies a delightful irony: 
the future of the Democrats in the South de- 
pends on a Republican governor. 





The mid-west governors’ races 


A sorry lot of 
Democrats 


CHICAGO 


HEN Geoffrey Fieger won the Michi- 

gan Democratic primary in August, 
polls showed him trailing John Engler, the 
Republican governor, by 31 percentage 
points. Now that the state has got to know 
Mr Fieger better, he is 37 points behind. As 
the pollster who gathered the data told the 
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Detroit News, the candidate is “ploughing 
new ground in unpopularity”. When Vice- 
President Al Gore visited Michigan recently 
to campaign for Democratic candidates, he 
not only refused to endorse Mr Fieger but 
refused to be seen in public with him. 

In short, Mr Fieger has all the charm of 
his most prominent legal client, Jack 
Kevorkian, the euthanasia enthusiast. At 
one point in the campaign, he referred to 
Jesus as “just some goofball that got nailed 
to the cross”. He later said the statement 
had been taken out of context; but he has 
also compared a local council of rabbis to 
the Nazis, referred to a cardinal as a “nut”, 
and questioned the paternity of Governor 
Engler’s triplets. 

Yet the Democrats can almost be for- 





Engler’s rival is hard to be polite about 


given for running Mr Fieger in Michigan, 
because his defeat is assured. The governor 
is popular, and the Michigan economy is 
the healthiest it has been in nearly 30 years. 
Elsewhere in the mid-west, the picture is 
much the same. The Republican incum- 
bent in Wisconsin will also be voted back 
in November; open seats in Illinois, lowa, 
and Ohio are likely to go Republican as 
well. All of this has surprisingly little to do 
with Bill Clinton. Rather, the Democrats 
have put up the weakest field of candidates 
in recent memory. 

Take Illinois, where the two-term Re- 
publican governor, Jim Edgar, is retiring. 
The Democrats have nominated Glenn 
Poshard, a five-term congressman from ru- 
ral downstate Illinois. But Mr Poshard ap- 
pears at times to be more conservative than 
his Republican opponent, George Ryan, the 
secretary of state. Mr Poshard opposes 
choice in abortion and voted against the as- 
sault-weapons ban, which Mr Ryan sup- 
ports; and when Chicago homosexuals 
held an annual parade in the city, Mr Ryan 
had a car in the parade while Mr Poshard 
stayed at home. 

Many good Illinois Democrats, blacks 
and Chicago “lakefront liberals”, have of- 





fered little support to their candidate. 
Some may even vote Republican. A last- 
minute scandal, in which employees in Mr 
Ryan’s office were accused of giving out 
trucking licences in exchange for bribes, 
has breathed some life into Mr Poshard's 
campaign; but it is unlikely to get him over 
the biggest hurdle, his own voting record. 

Ohio is another state where a visitor 
may be surprised to learn which candidate 
is the Republican. Lee Fisher, the Democrat, 
has called for a billion dollars in property- 
tax relief; his Republican opponent, Bob 
Taft (great-grandson of President Taft, 
grandson of Senator Robert Taft) says the 
state cannot afford it. Whatever the merits 
of the tax debate, the legacy of the Ohio race 
is likely to be even more public distrust of 
politicians. Mr Fisher has not 
only accused his opponent of 
lying in his television com- 
mercials; he has gone to court 
to prove it. An Ohio county 
judge issued a temporary re- 
straining order obliging Mr 
Taft to pull one of his 30-sec- 
ond television commercials 
off the air because it possibly 
contained fraudulent state- 
ments; the state Supreme 
Court overturned the deci- 
sion, and now the state elec- 
tions commission must take a 
look at it. The commission 
will be on familiar territory 
when it hears the case; it voted 
this week to reprimand Mr 
Taft for lying twice in a differ- 
ent campaign commercial. 
Despite all this, he remains eight points 
ahead of his opponent. 

Democratic hopes must be counted no 
better in Iowa, where the Republicans have 
held the governor's seat for 30 years. This 
year the door to the governor's mansion is 
partly ajar, as Terry Branstad is stepping 
down after 16 years; but voters face a stark 
choice in picking his replacement. Jim Ross 
Lightfoot, a former congressman and farm 
broadcaster, was the most conservative 
candidate in the Republican primary; Tom 
Vilsack, a state senator, was the most liberal 
among the Democrats. "It's time for lowa to 
rotate its political crops,” Mr Vilsack de- 
clares on the stump. So far, lowa voters are 
not convinced. Mr Lightfoot's anti-tax, pro- 
life, pro-gun, pro-death-penalty views have 
£iven him an 18-point lead. 

Meanwhile Tommy Thompson, the Re- 
publican governor of Wisconsin, is admin- 
istering a dreadful drubbing to his Demo- 
cratic opponent, Ed Garvey, a lawyer and 
former head of the National Football 
League Players Association. Mr Thompson, 
who has gained national recognition for 
welfare and school reform in his three 
terms, has raised five times as much money 
as Mr Garvey and has a massive lead in the 
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polls. (The desperation of Mr Garvey’s situa- 
tion is summed up in his new campaign 
slogan: “It only takes 51%”.) The only ques- 
tion left is whether Mr Thompson will use 
his fourth term as a launching pad for the 
White House. 

Why have the Democrats fielded such a 
mediocre crop of candidates? Jennifer 
Laszlow, a Democratic consultant, insists 
that the gruelling political process has at- 
tracted candidates who are either super- 
stars or “folks not ready for prime time”. 
The middle rank of men and women— 
solid candidates who would make good 
governors but have no shot at the White 
House—no longer find the job worth the 
scrutiny and the hassle. Miss Laszlow 
points out that the Republicans have their 
share of dud candidates elsewhere in the 
country. “I don't think it's a Democrat 
thing. I think it’s a process thing,” she says. 

The mid-west losses will hurt the Demo- 
crats. To begin with, Congress continues to 
give the states more authority; matters like 
welfare reform, education and crime are 
being tackled in Springfield and Colum- 
bus, not in Washington. And a friendly gov- 
ernor can help in the presidential race in 
2000, tipping the balance in swing states 
such as Illinois, Michigan and Ohio. 

Just as important, the party in power at 
state level will draw the boundaries of the 
new congressional districts in 2002, 
thereby helping to strengthen the party’s 
presence in Congress. (The objective, one 
Republican consultant notes, is to put just 
enough friendly voters in a district to win 
the seat without wasting any.) Control over 
redistricting in a state such as California is 
reckoned to be worth a swing of four or five 
congressional seats. For the Democrats, yet 
more bad news. 





A gambling referendum 
Indians’ revenge 


SAN FRANCISCO 


S IF California did not have election ex- 
citements enough, what with a gover- 
nor’s race and a nail-biting contest for the 
Senate, attention has suddenly swung to a 
ballot initiative, Proposition 5. This would 
renew and enlarge the permission for gam- 
bling operations on Indian tribal lands in 
California. Far more money has come in to 
support this proposition than has reached 
either the gubernatorial or the Senate can- 
didates. By the beginning of October, the 
tribes had raised $43m. 

There are some 112 recognised Indian 
tribes in California, and 41 of them operate 
casinos. More than 80 tribes have united to 
support Proposition 5, arguing that gam- 
bling operations help tribes to reach “eco- 
nomic self-reliance...and preserve the 
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American dream for Na- 
tive Americans”. Oppo- 
nents say this is hokum; 
the proposition is really 
about the unrestricted 
spread of gambling in the 
state. 

California created its 
own gaming operation in 
1985 with a ballot measure, 
approved by voters, which 
allowed a state lottery. The 
Indian tribes had their 
right to offer gambling 
generally affirmed by Con- 
gress in 1988. At present, 
the lottery and Indian 
gambling between them 
bring in revenues of more 
than $2 billion a year in California, employ 
some 45,000 people (directly or indirectly), 
and net some $120m a year in taxes. Thanks 
to gaming, state officials claim that welfare 
payments have fallen by $50m a year. 

However, the act of 1988 specified that 
gambling on tribal lands had to conform to 
existing state law: that is, tribes could offer 
only the sort of thing the state already per- 
mitted. California’s constitution prohibits 
“Nevada-style casinos with slot machines”, 
fed by coins and operated by a lever, which 
pay out from the house. It allows lottery- 
style games, like the state lottery itself, in 
which prizes come from the pool of money 
the other players have lost. 

Despite this, Indian tribes in the past 
few years have been introducing “video 
slot machines”. These pay out winnings 
from player-pool funds, as the state lottery 
does; and, rather than providing instant 
cash, they give a receipt which can subse- 
quently be cashed in the casino. They are 
far and away the most popular game the 
tribes offer, accounting for about 75% of the 
incomes they now enjoy from gambling. 

Yet these “video slot machines” should 
not have appeared without some sort of 
agreement with the state. Pete Wilson, the 
governor, says flatly that they are illegal. He 
has proposed in their place a compact for 
the tribes which would allow only one type 
of electronic gaming machine—one that is 
not yet on the market. Since tribes cannot 
get such machines yet, some courts have 
ruled that use of the video slots ought to 
continue. The tribes themselves are desper- 
ate to preserve them. Hence Proposition 5. 

The proposition, in exchange for allow- 
ing slot machines in perpetuity for any 
tribe that wants them, requires a portion of 
gaming money to be spread among non- 
gaming tribes (a practice already in place) 
and other sums to go to education, health 
and welfare. It does not allow gaming to 
spread outside the tribal lands, and does 
not affect the state’s lottery. Opinion polls 
indicate that it is likely to win by better 
than two-to-one on election day. 


The best way to self-reliance? 


DEES 


UNITED STATES 





There is only one joker, and that is the 
growing amount of money piling in from 
Nevada gambling interests to oppose it. 
Californians are estimated to spend some 
$7 billion a year in Nevada’s casinos. Ne- 
vada does not want it to stay at home. 





Urban life 
In Dallas, a new 
drummer 


DALLAS 


HE Trinity is a mere excuse for a river. It 

slinks unnoticed past downtown Dal- 
las, littered with liquor bottles, used con- 
doms and tattered plastic from the dens of 
the homeless. Yet it bisects the city of Dallas 
as certainly as an ocean. To its north all is 
swell. South of the river blacks and Latinos 
get the short end of the stick: poverty, sub- 
standard schools, administrative inertia. 

From his plate-glass perch high over 
downtown, Rick Douglas, the head of the 
Greater Dallas Chamber of Commerce, 
points to the green triangles of empty land 
on the South Side of the Trinity. Look at it. 
Freeways, railroads. The infrastructure is 
there, and it’s a bargain. Yet people will 
keep on moving to the suburbs. Of the 4.7m 
people in the Dallas-Fort Worth area (the 
Metroplex, as locals call it) only 1m live in 
the city of Dallas proper, halfofthem on the 
grey south side. Newly arrived corpora- 
tions may tell clients that they are “moving 
to Dallas” but most of them are in fact in 
suburbs like Plano. Even the Texas Rangers 
baseball team snubbed downtown Dallas 
and went to Arlington, a bland confusion 
of housing schemes and office zones. 

The drift may now be slowing down. 
The city’s tax base is growing for the first 
time in 20 years. A 60-acre Arts District has 
given Dallasites a reason to stay downtown 
after sunset. Office vacancy rates are com- 
ing down as zippier companies choose to 
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return to the city centre. 

Some 1,500 luxury high-rise apartments 
are being thrown up in or around the cen- 
tre of town. With them, city planners hope, 
will come new restaurants, theatres and 
bars. Already, the congregation at the First 
Presbyterian Church mixes street people 
with millionaires who saunter in from 
their new apartments across the way. The 
last time downtown Dallas looked so good 
was in the early 1980s. But then its develop- 
ment was built on a false economy of 
dodgy bank loans and inflated oil prices. 
This time it makes economic sense. 

So far, southern Dallas has been largely 
untouched by the new boom. Although it is 
half of the city’s area, it accounts for only 
16% of the tax base. Per-capita income is a 
measly $11,350. Few north Dallasites ven- 
ture south of the Trinity; they worry about 
its crime, though in fact crime in southern 
Dallas is only 12% above the city average. 

Things may be about to change. Mc- 
Donald Williams, a Dallas estate agent who 
has spent the past four years trying to stim- 
ulate growth on the South Side, is optimis- 
tic. Companies that have invested in south- 
ern Dallas, such as American Airlines, 
report above-average productivity. Mr Wil- 
liams argues that the northward sprawl of 


the Metroplex into empty pastures has out- 
stripped the labour market. “It’s all well 
and good building your factory 50 miles 
north of Dallas, but where are the employ- 
ees going to come from?” 

Education is southern Dallas's biggest 
challenge. Its schools have done a miser- 
able job. Among ten-year-old black chil- 
dren 41% fail their basic reading tests, and 
so do 38% of the Latino pupils. Matters are 
little better with white children, who make 
up a tenth of the Dallas Independent 
Schools District (Disp): they are three times 
more likely to be functionally illiterate at 
the age of ten than their peers in Houston’s 
public schools. Inner-city schools often 
have problems, but in Dallas they are made 
worse by a bitter feud between black and 
Latino factions within the DISD. 

All this takes its toll. Poor public 
schools, and the scarcity of private ones, 
discourage people from coming to live in 
the area. Worse, business worries about the 
future. A recent report found that only 1% of 
the employees in Dallas's high-tech sector 
were Latinos. Yet by 2010 Latinos will make 
up the majority of the city’s workforce. 

Still, halting progress is being made. 
Companies are helping the most troubled 
schools; Texas Instruments, for instance, 





HOW long should a 
man’s crimes be held 
against him? In the case 
of Augusto Pinochet, 
Chile's ex-dictator, there 
appears to be no statute 
of limitations. But what about Sanford 
McLaughlin of Mississippi? When Mr 
McLaughlin passed a bad cheque for 
$150, he not only served a jail sentence 
but was also deprived for life of the right 
to vote. Thirteen other American states 
impose the same penalty, permanent 
disenfranchisement, on their felons. 
Some other democracies take voting 
rights away from felons in prison, but 
America is the only one that goes on re- 
fusing to let people vote after the end of 
their sentences. 

According to a new report by Human 
Rights Watch, a non-governmental orga- 
nisation based in New York, the results 
are astonishing; and, because of the high 
| proportion of black men in prison, 
heavily lopsided. In all, 3.9m adults, or 
2% of the population, are disenfranch- 
isedat present; butamong black men the 
figure is 1.3m, or 13X. To put the figure in 
context, 4.6m black men voted in the 
1996 election. In two states, Alabama 
and Florida, a third of all black men— 
most of them ex-offenders—have lost 
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Disenfranchised for life 


their right to vote. If present trends con- 
tinue, the report reckons that 30-40% of | 
the next generation of black men will be | 
permanently disenfranchised. | 
The right to vote can be restored, usu- | 
ally by a governors pardon, but the re- 
port points out that most ex-offenders 
are either unaware of this or do not know 
how to set about obtaining clemency. In 
the case of federal crimes, only a presi- 
dential pardon can allow a man to vote | 
again. So, in Virginia, where there are 
216,600 ex-convicts, only 404 had their 
vote restored in 1996 and 1997. As the re- 
port says, even if state authorities cling to 
the belief that voting should be predi- 
cated on virtue, depriving a man of his 
vote for ever does nothing to help him 
back into civil society or virtuous ways. 








High-rise with cowboys 


has developed a programme to encourage 
the learning of science. When Steve Bartlett 
was the city's mayor, south-eastern Dallas, 
an area with a population of 250,000, did 
not have a single bank branch; now there 
are half a dozen. Retailers are opening new 
stores. Mr Bartlett believes that things are 
no longer as bad as people think. 

And what of the rich? Highland Park, 
just north of downtown Dallas, and Texas's 
answer to Beverly Hills, is a world away 
from the boarded-up stores of southern 
Dallas. Here big-chested blondes try on silk 
scarves in the Hermés store, and students 
glide through the groomed campus of 
nearby Southern Methodist University in 
Mercedes convertibles. Household income 
in Highland Park is over $200,000. The 
place is 99% white, so white and rich in- 
deed that more adventurous parents send 
their children to private schools for some 
racial and economic diversity. “At least 
there", says one father, *you have a couple 
of poor kids on scholarships." 

Even if southern Dallas stays the pauper 
to Highland Park's prince, the Metroplex 
will keep on growing. Dallas has always 
been a city that boosts itself. In 1872, when 
it was a grubby village in a desolate prairie, 
one visitor claimed that the first words Dal- 
lasites taught their babies were "Hurrah, 
hurrah for Dallas" The New Yorkers John 
Bainbridge noted: “No matter how grand 
its trappings, Dallas will remain at heart a 
drummer.” Today's drummer boys—led by 
Ron Kirk, the city's black mayor—like to 
point to the workings of geography. Chi- 
cago used to make sense as the hub of the 
United States, they say. But now Dallas, 
with its sunbelt situation, its can-do spirit, 
its pro-business bent and its proximity to 
Mexico, is the natural hub ofthe Americas. 
————————————————————————— 
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¿ensuring that his Republican op- 


‘spend him;he puts the money gap 








Feingold versus foul gold 


} ISCONSIN is normal, abnormally normal: four of Ameri- 
ca’s top five test markets for new products are crowded 
into this one state. Russ Feingold, the younger of Wisconsin’s 
two Democratic senators, seems equally normal: he is clever 
without being ostentatious, friendly but not ingratiating, dili- 
gent but not dour. Yet his campaign for re-election tests a propo- 
sition that is not remotely normal: that a candidate can stick by 
high-minded campaign-finance principles and win. “It is an 
honour to be a senator; but the pursuit of that position must be 
honourable,” Mr Feingold declared in a debate recently. The 
question is whether such sentiments will cost him his seat. 

At the start ofhis campaign, Mr Feingold promised to spend 
only $3.8m, one dollar for each of 
Wisconsin’s voters. (He claims to 
be the only Senate incumbent to 
adopt such limits, though Wil- 
liam Proxmire, a senator for Wis- 
consin for many years, spent just 
$62 in 1982, his last campaign.) 
Mr Feingold also said he would 
discourage others from spending 
money for him. He called his par- 
ty’s campaign committee in 
Washington, and told it not to run 
ads in Wisconsin; he called the lo- 
cal union headquarters, and told 
them not to butt their heads in ei- 
ther. In this way, Mr Feingold is 
living up to the campaign-finance 
reform he and Senator John 
McCain have pushed, unsuccess-. * - 
fully, in Washington, Butheisalso ~ 


‘ponent, Mark Neumann, can out- 
at "three to one, perhaps more”, 


Even allowing for exaggeration, 
Mr Feingold has made himself into a strange animal: an incum- 


| bentunderdog. 


Mr Neumann has served up a volume of eyebrow-raising ad- 
vertisements. One shows a white-coated scientist chasing after 
cows, attempting to capture the emissions from their backsides 
ina jar. “This scientist is hard at work spending your tax dollars,” 
explains the narrator, saying that Mr Feingold voted for research 
into methane emissions. The truth is that Mr Feingold sup- 


i ported a vast budget bill that had cow farts buried in the small 


print; and that Mr Neumann once voted for the programme too. 
Another ad shows astronaut-monkeys, and infers that Mr 
Feingold voted money to put them into orbit. But Mr Feingold 
drafted a measure to kill this programme. 

The Neumann advertisements have dovetailed, in a suspi- 
ciously neat way, with ads paid for by the Republican Party’s 
national campaign committee. Under the law, these are sup- 
posed not to be co-ordinated with spending by candidates, and 


. are meant to be aimed at “party-building” rather than at win- 


ning votes. But the day that Mr Neumann began airing a series of 
ads on Social Security, the Republican Party launched its own 
campaign on the same issue; and the day that Mr Neumann 
kicked off a television campaign on education, the party, by re- 


| markable coincidence, happened to do likewise. The “unco- 
| ordinated" “party-building” ads featured pictures of Mr 


Neumann, and urged viewers to support him. They even in- 





cluded a picture of his daughter on graduation day, no doubt 
obtained by some method involving no co-ordination whatso- 
ever with the Neumann campaign. 





Two ripostes come from Mr Neumann. He has relied, he | 


says, upon a network of ordinary contributors. More than» 


37,000 individuals have "sat down at their kitchen tables", as he 
likes to put it, and written him a cheque, usually for less than 


$50. "If you could be in my office" Mr Neumann says, a little | 


sentimentally, “if you could read some of the 400 or so letters 


that come in each day from people who send a few dollars be- | 
cause they care about the issues... that's the real America out | 


there. That means so much to me.” 
Saint Feingold of hypocrisy. The 


unions and asked them not to buy 


ficials make no bones about their 


been. assisted by environmental 
groups: “Tell Mark Neumann to 


tion Bill,” urged a radio ad paid 
for by the Sierra Club. Unions and 
environmentalists plan to flood 
their supporters with pamphlets 
and calls during the campaign's 
last fortnight. 

And yet, even though his halo 
is not without blemishes, Mr 
Feingold is running a fairly clean 
campaign. The interest groups 
that support him have spent a 
fraction of the large sums spent by 
those that oppose him. He can jus- 
tifiably argue that, even though 
Mr Neumann’s own fund-raising is based on small contribu- 
tors, his “unco-ordinated” supporters represent corporate do- 
nors, Seeking to trump his opponent’s populism, Mr Feingold 
denounces “big-money, out-of-state interests” which, he says, are 
bent on stealing the election from “Wisconsin families”. 
“They’re trying to take away your democracy,” he informed one 
wide-eyed student at a recent campaign stop. 

In the end, Mr Feingold may beat foul gold. He is no wimp 
(“Always attack, never defend” runs a slogan on the wall of his 
chaotic campaign office); and he boasts of holding 432 town hall 
meetings up and down Wisconsin over the past six years. His 
clean-politics theme appeals to his state's political culture: anti- 
money progressivism flourished in Wisconsin at the turn of the 
century, and still colours local attitudes. His attack on out-of- 
state meddling may also win votes: Wisconsin is proud of its 
distinctive culture, of its beer and the traces of German in its 
accent, of its footballers and fine cheese. 

` All this may save Mr Feingold's seat in the Senate. Whether a 
Feingold victory would boost the cause of campaign-finance re- 
form in Washington is a different question. Mr Feingold says it 
would: his re-election will be a “springboard” for his legislation, 
he insists. But Wisconsin’s indignation towards political money 
is not shared by all the country. Campaign-finance reform may 
be one product which, despite scoring well in Wisconsin’s test 
market, flops when it goes national. 


Second, Mr Neumann accuses | 
senator may have called the trade | 


ads for him. But the unions rana | 
few ads anyway, and theirlocalof- | 


preferences. The senator has also | 


withdraw his Wetlands Destruc- | 
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UniCredito Italiano. 
The Combined Strength 
of Five Banks. 


ROLO BAN( 





BANCACRI Today, five of Northern Italy’s most dynamic banks have merged: Credito Italiano and Rolo Banca 1473 


have united with Cariverona, Banca CRT and Cassamarca, all banks with deep roots in Italy's most economically 


CARIVERONA 


dynamic region. This union has created a network of 2,600 branches throughout Italy, drawing on the expertise 


CASSAMARCA 


of 36,000 employees, serving 4,000,000 households and 200,000 corporate clients 


Credito Italiano A union of strength on a truly European scale, the new UniCredito Italiano banking group is numero uno 


ROLO BANCA 1473 in terms of market capitalization in Italy and numero uno in its ability to create shareholder value 


UniCredito Italiano 


Strength in Numbers. 
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The general out of his bunker 


SANTIAGO 


Thearrest—in Britain, on a Spanish warrant—of Chile's ex-dictator has led to a 
transatlantic row and rival anger and joy in his country. It is a warning to 
strongmen, but could it upset Chile's still less-than-solid democracy? 


OW could it happen? When Chile's 
former dictator, General Augusto Pi- 
nochet, handed over to civilians in 1990, he 
stayed on as army commander, legally and 
practically untouchable for the bloodshed 
ofhis regime. Last March, when he quit that 
post, at once—to the fury of newly embold- 
ened critics—he became a life sena- 
tor, with parliamentary immunity. 
Yet here he was in a London clinic 
recovering from a back operation, 
and there were a Spanish judge de- 
manding his arrest, a preliminary to 
his extradition, and a British govern- 
ment—heir to, even if opponent of, 
the one that he aided in its 1982 war 
with Argentina—happy to see him 
arrested, diplomatic passport or no. 
And arrested he was. 

No wonder the general's admir- 
ers—and later, his critics—took, al- 
beit peaceably at first and in modest 
numbers, to Santiago's streets. Nor 
that the Chilean government, mind- 
ful of its army officers’ continuing re- 
spect for the general, protested in 
London and Madrid—only to be 
told blandly by the British govern- 
ment that this was a legal matter 
(though it would be happy to hand 
him to Spain, if asked) and by the 
Spanish one that it was not happy at 
all, indeed its prosecutors were con- 
testing its judge’s right to act as he 
was doing, yet if in the end its courts 
did ask for extradition, so would it. 

The general, now 82, owes his 
trouble to the zeal of Baltasar Gar- 
zon, a judge and earlier a Socialist 
legislator in Spain. He is investigating the 
torture, death and “disappearance” of 
Spaniards in Argentina and Chile in the 
1970s and 1980s. He has plenty to investi- 
gate. In Chile (see next page), at least 2,000 
people—some say many more—were killed 
and hundreds more vanished during Gen- 
eral Pinochet's 17-year regime. More than 
70 of the victims, Mr Garzon says, were 
Spaniards, and their deaths (indeed those 
of non-Spaniards, he added this week) were 
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Free him, says an admirer 


punishable under Spanish law, even 
though the crimes took place in Chile. 

The affair took Chile's rulers by sur- 
prise. President Eduardo Frei was in Portu- 
gal, at an Ibero-American summit. The gov- 
ernment has claimed immunity for the 
general, who, like all Chilean congressmen, 





travels on a diplomatic passport. (So what? 
said the British, is he a diplomat, accredited 
to us? No.) The government also disputes 
the right of a foreign court to try a Chilean 
for offences committed in Chile. 

The affair has put Chile's centre-left co- 
alition under strain. Its Christian Demo- 
crats back the protests. For others, like the 
foreign minister, Jose Miguel Insulza, a So- 
cialist who spent years in exile in the gener- 
al's days, trying to get their old enemy out of 


trouble has gone against the grain. 

Why bother? The government's protests 
were prompted mostly by its fear of the 
army's reaction. In the event, the army, un- 
der its new commander, General Ricardo 
Izurieta, has reacted calmly, for all its deep 
attachment to its former chief. Thank the 
new one for that: he has consistently tried 
to lower his force's political profile, while 
removing a number of human-rights of- 
fenders from its ranks. Yet General 
Pinochet's arrest is a bitter humiliation for 
the army. That it happened in a country 
which it sees as its main European ally is 
salt in the wound. An internal army witch- 
hunt for culprits may ensue: a public state- 
ment from a senior general—a rare event— 
suggested that General Pinochet was badly 
advised in deciding to travel to Britain. 

The general's admirers in the 
right-wing National Renewal and 
Independent Democrat (UD1) parties 
have reacted with outrage. Leaders of 
both left at once for London to be 
near their hero. The right-wing 
mayor of the district of Santiago 
where the Spanish embassy is sited 
has stripped the embassy of its right 
to street parking and its rubbish col- 
lection. 

Right-wing politicians have fore- 
cast that, while General Pinochet is 
held in London, Chile will become 
ungovernable. They are working to 
prove it. Both right-wing parties have 
threatened to boycott Congress until 
he is freed, and have indeed walked 
out of some sessions. The upt has or- 
ganised street demonstrations, 
mostly near the British and Spanish 
embassies, which have led to 
skirmishes with the police. 

Representatives of business, 
which mostly supported and still ad- 
mires the general, have called his ar- 
rest an interference in Chile's inter- 
nal affairs. But business does not 
back right-wing calls for a boycott of 
British and Spanish interests and 
products. Spanish investment in 
Chile’s two main banks, telecoms 
and electricity industries, is large. 

However the affair ends, it means trou- 
ble for the government. The longer General 
Pinochet is held, the more angry rumbles it 
faces on the right. Were he now to be freed, 
it would be relieved, and his supporters 
would be jubilant. But others, who have 
seen justice at last closing in on him, would 
be badly disillusioned, not least with the 
government for keeping the law at bay. 
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Latin American dictatorships—and after 


The challenge of the past 


SAO PAULO 


ARELY has an incident on the other 

side of the world carried such power- 
ful political symbolism for South America's 
“southern cone”. After months in which its 
politicians have thought of little else but 
the wounds inflicted by the financial mar- 
kets, the arrest of General Augusto Pinochet 
in London has suddenly focused attention 
on the bloody events of 10, 20, even 30 years 
ago—matters that democratic governments 
hoped they had long since settled. 

General Pinochet's arrest has caused a 
political shock in Chile, of course. But it 
will also release tremors among the neigh- 
bours. Five other South American countries 
shook off dictatorships, of varying duration 
and ferocity, between 1982 and 1989: Ar- 
gentina, Bolivia, Brazil, Paraguay and Uru- 
guay. In each case, the democrats who came 
to power faced an awkward choice be- 
tween justice and stability. Should they flex 
the muscles of democracy and the rule of 
law by punishing those responsible for 
murders, “disappearances” and torture? Or 
was it more prudent not to risk the fragile 
growth of democratic government by pro- 
voking still powerful armed forces? 

Most opted for stability, granting or 
ratifying amnesties for all crimes commit- 
ted under the dictators (including those of 
left-wing guerrillas opposed to these). 
Sometimes the newly-installed democrats 
ordered judicial investigations (“truth 
commissions”), hoping that to establish 
what had happened might at least prompt 
national reconciliation and deter future 
abuses. Yet in practice, says Jose Miguel 
Vivanco of Human Rights Watch Americas, 
“in Latin America the norm has been im- 
punity, with no accountability for human- 
rights atrocities”. 

Will that now change? Even before Gen- 
eral Pinochet's arrest, there had been signs 
that it might. That is especially so in Argen- 
tina, the scene of the worst official crimes 
(and the most reckless guerrillas): up to 


Videla, as he was 
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Banzer, as he is 


30,000 people were murdered during or 
just prior to the 1976-83 military dictator- 
ship there. Uniquely, Argentina not only 
appointed a truth commission which iden- 
tified killers and torturers, but jailed the 
leaders of the military juntas themselves. 

Raul Alfonsin’s government, the first af- 
ter military rule, could do that because the 
junta had collapsed in the wake of defeat in 
its 1982 Falklands war with Britain. But not 
for long. A series of barracks revolts forced 
him first into a law to end further prosecu- 
tions, then one that admitted “obeying or- 
ders” as a defence. In the end, his successor, 
Carlos Menem, in 1989-90 amnestied 
those already convicted. 

Yet this year Congress voted to suspend 
the Alfonsin laws, at least potentially open- 
ing the way to fresh prosecutions. And 
since June, Jorge Videla, a former junta 
leader, has again been detained (recently in 
his home) over the theft for adoption by 
military officers of babies born to prisoners 
(who were then murdered). Around 150 for- 
mer officers are being investigated by 
Baltasar Garzon, the same Spanish judge 
who is pursuing General Pinochet. One of 
them, Antonio Bussi, stepped down tempo- 
rarily from his post as governor of Tucu- 
man province earlier this year, after Mr 
Garzon linked him to a Swiss bank account 
containing alleged spoils of repression. 

Elsewhere, the quest for justice was 
largely thwarted. In Chile, democratic gov- 
ernments have not undone a 1978 amnesty 
covering the worst years of repression; a 
truth commission was eventually set up, 
but did not name names. About 20 soldiers 
or police have been convicted for crimes 
committed after 1978. And, exceptionally, 
General Manuel Contreras, General Pi- 
nochet's intelligence chief, is serving time 
for the 1976 murder of Orlando Letelier, a 
former foreign minister, in Washington; 
the United States insisted that this crime be 
excluded from the amnesty. 





Stroessner, as for 35 years 








American pressure was also instru- 
mental in the punishment of Luis Arce Go- 
mez, a colonel who oversaw torture and 
murder in Bolivia during a 1980-81 dictat- 
orship and who is now in an American jail, 
convicted of drug trafficking. His former 
boss, General Luis Garcia Meza, is serving a 
30-year sentence for human-rights crimes. 
But they are exceptions. An earlier (1971-78) 
dictatorship—less bloody, but still to blame 
for at least 200 killings—was headed by 
General Hugo Banzer. He has since earned 
respect as a democrat and is now Bolivia's 
elected president; he has indeed, which is 
rare, expressed regret for the past. 

Paraguay was run by General Alfredo 
Stroessner from 1954 to 1989. Several hun- 
dred people died; thousands were impris- 
oned. Factional rivalry after his downfall 
led to some of his lieutenants being— 
briefly—imprisoned, and some limited ju- 
dicial investigations. The general himself 
survives peaceably in exile in Brasilia. 

By the regional standards of the time, 
Brazil's military rulers of 1964-85 were 
moderate (and its guerrillas few): of its huge 
population, only 200 were done to death. 
But many hundreds had to flee into exile. 
An amnesty took force in 1979, and only in 
1995 did the democratic government of 
Fernando Henrique Cardoso, who had 
been one of the exiles, arrange compensa- 
tion for relatives of victims. 

In contrast, in tiny Uruguay the dic- 
tatorship of 1973-85—having largely de- 
feated its (serious) guerrilla uprising— 
killed around 250 people, and torture was 
widespread. This now would-be "Switzer- 
land of South America" has done least of 
all.A blanket amnesty granted by President 
Julio Maria Sanguinetti was upheld by a 
referendum in 1989. 

The sharpest pressures to re-open the 
dirty-war questions come from outside, ex- 
emplified by Judge Garzon. But human 
rights remain a live issue throughout South 
America. A report this week from Human 
Rights Watch argued that police brutality 
remains "an ingrained practice" in Argen- 
tina. And, not by coincidence, the gov- 
ernments of Mercosur—the regional trade 
block of which all the countries listed are 
members or associates—have made democ- 
racy a condition of membership. 

Few people in the region would doubt 
that punishing abuses of power is vital to 
the health of its democracies. Some demo- 
crats go on to argue that granting impunity 
for past official crimes encourages current 
and future ones. Others, including all to- 
day’s governments, counter that overturn- 
ing the compromises that allowed democ- 
racy to return is both risky still and a low 
priority in societies grappling with other, 
and huge, social and economic challenges. 
But if nothing else, General Pinochet's ar- 
rest shows that this debate is far from dead. 
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Argentina and Britain 


Goodwill—and a 
group of islands 


BUENOS AIRES 


HEN he arrives in Britain on Octo- 

ber 27th, Carlos Menem will be the 
first Argentine president officially there 
since the 1960s. Goodwill has grown vastly 
since the two countries went to war over the 
Falklands Islands (to Argentines, the Malvi- 
nas) in 1982. But all kiss-and-make-up it is 
not—and Argentina’s Congress has not re- 
cently been helping that way. 

Few Britons take much note of Argen- 
tina, except on the football field and at 
“Evita”. But there has long been a love-hate 
relationship the other way. For Britons, the 
Falklands war was a nasty incident, suc- 
cessfully concluded, that happened 16 
years ago. For Argentines, British rule in the 
islands is a long-standing, unhealed injury, 
a theft of their national territory. And the 
war, which claimed over 1,000 lives, re- 
mains a vivid and bitter memory. Yet the 
long relationship between the two coun- 
tries ensures that resentment in Argentina 
is mixed with fascination. 

Argentina owes much to British capital 
and British settlers, not least its 19th-cen- 
tury railways and the port of Buenos Aires 
(and warships, from those of that day to 
the—now mothballed—aircraft carrier that 
the British chose not to go after in 1982). It 
owes football too, and today’s regular vic- 
tories over the one-time masters arouse im- 
mense pride. British-taught rugby football, 
British culture in general and (more widely) 
British pop-groups, all have their fans. 

It is against this background—barely 
perceived in Britain, alive in Argentina— 
that Mr Menem sets off for an action- 
packed five-day visit. While he meets 
Queen Elizabeth and her prime minister, 
Tony Blair, many of his ministers—notably 
those of defence, economy, foreign affairs 
and education—will meet their British 
counterparts. A service at St Paul's cathedral 
in London, attended by the heads of Argen- 
tina’s armed forces and veterans from both 
sides, will emphasise reconciliation. Some 
70 leading Argentine business people will 
be strengthening economic links, the other 
main theme of the visit. Britain is the third 
largest foreign investor in Argentina, after 
the United States and Spain. 

Yet deep differences remain. The two 
countries are close in international affairs, 
both good allies of the United States. Their 
troops serve side-by-side as UN peacekeep- 
ers. Yet Britain still has an arms embargo 
against Argentina—a “comic” one, says the 
foreign minister, Guido Di Tella. Argen- 
tines hope it will be ended during the visit, 
giving way to the export licences that Brit- 
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ain uses for other countries. Yet that would 
not mean any sudden flow of weaponry. 

Over the Falklands there is deadlock. 
The two countries agreed in 1989 to sort out 
practical issues without prejudice to 
either'sclaim to sovereignty. That brought a 
dealon licensing foroil exploration in a sea 
area between the islands and the main- 
land; another is yet to come on fisheries. 
But both have been challenged— put at risk, 
in British eyes—this year by Argentine legis- 
lators. First came a bill—passed by both 
houses of Congress, though not yet in law— 
requiring companies finding oil anywhere 
round the islands to pay Argentine royal- 
ties. Recently the Senate passed a similar 
bill, to fine boats fishing—wherever—in the 
islands waters without an Argentine li- 
cence. To many Argentines—their govern- 
ment is more cautious—why not? Malvinas 
waters are Argentine waters, period. 

The islanders, self-governing in inter- 
nal affairs, still refuse entry to visitors using 
Argentine passports (except relatives visit- 
ing war graves, and, recently, a television 
journalist). There is no direct air or sea link. 
As for negotiations on sovereignty (or 
shared sovereignty, sale and leaseback, or 
other imaginable halfway houses), their an- 
swer isa flat no: forall Mr Di Tella's “charm 
offensive”, their distrust is deep. Britain 
equally refuses to negotiate, against the urg- 
ing of the uN’s decolonisation committee. 

The Malvinas are not the Argentine 
public’s first concern these days. Yet the 
scars of 1982 keep this an emotive issue. Mr 
Menem has sworn to raise it whenever he 
can in his visit, not least with Mr Blair. But 
that exchange has been tightly choreo- 
graphed: Mr Blair will listen politely, note 
the Argentine position and move on to 
other business. “At the level of political dis- 
cussion and negotiation there is absolutely 
no activity,” laments Mr Di Tella. 

Nor has Britain much economic incen- 
tive to talk. Its garrison of some 2,000 men 
may cost $125m a year, but otherwise the 
islands pay for themselves, thanks largely 
to the sale of fishing licences. They may be 
surrounded by oil too, though that dream 
has been dashed by the results of the first 
exploratory drilling, this year: one com- 
pany calls a well it sank “our driest ever”. 

If change is to come, Mr Di Tella knows, 
it must start with the 2,200 islanders. His 
charm offensive—last Christmas, presents 
of books and videos on Argentina’s natural 
beauty—has been frostily received. Yet he 
remains enthusiastic. “It is not an attempt 
to make them change their minds, but to 
create an environment where it might be 
possible to negotiate one day.” 

That day, if ever it comes, is unlikely to 
be his. With elections due next year, Argen- 
tina’s opposition Alliance is far ahead in 
the polls. Its senior figures refused to join 
Mr Menem on his trip, saying it was a bit of 
his propaganda. So—among other things— 
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it is: his dream of winning a third term in 
1999 has been blasted, but he still hopes for 
a place in history as a statesman. But the Al- 
liance’s attitude springs also from a tougher 
line on the Falklands. Of course, that might 
well be watered down by an Alliance gov- 
ernment (and the constitution, in its latest 
form, though it enshrines Argentina's 
claim, also implicitly disavows the use of 
force to achieve it). But, however smoothly 
Mr Menem’s visit may go, Britain cannot 
suppose that the Falklands irritant to good 
relations can then be pigeonholed. 





Colombia 


Death and peace? 


BOGOTA 





“A 2 A ; "X ^ 
And human rights? 


ERTAINLY it killed at least 56 people, 
many of them children, and injured 
70 more—the worst single civilian disaster 
in Colombia's 34 years of guerrilla war. Did 
the huge fireball that ripped through the 
poor gold-mining village of Machuca, in 
the north-west, on Sunday morning kill the 
country's peace hopes too? 

The blast followed a dynamite attack 
on the (buried) Ocensa oil pipeline. This 
spilled a cocktail of gases and crude oil. 
Guerrillas from the National Liberation 
Army (ELN) admitted to the bombing. But 
not the deaths: it was the army, they said, 
that had ignited the spilled oil some 75 
minutes later—and indeed had used such 
tactics before. Untrue, said the army, and 
eyewitnesses backed it: the fireball that 
smashed much of Machuca followed the 
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pipeline blast only by minutes. The oper- 
ators said that, unlike other Colombian 
crude (as in the aboveground Caño Limon 
line, which is bombed about once a week) 
the oil in their pipeline would not have 
hung around for an hour waiting to go up: 
it is ofhigh grade and very volatile. 

The ELN detests foreign oil companies. 
Its usual target is the Caño Limon line, used 
by Occidental. Why switch to the Ocensa 
line? The pipeline, which came into opera- 
tion last year, passes through areas of long- 
standing ELN influence and, consequently, 
of increasing paramilitary activity. Some 
observers suspect a link with that private 
war of left and right. A more obvious link is 
with BP, one shareholder in the pipeline. It 
and its security advisers have repeatedly 
been accused of trampling on human 
rights in Colombia, and last Sunday’s at- 
tack came within a day of fresh allegations 
in the British and Colombian press of mis- 
conduct by sr in the handling of its security 
arrangements for the pipeline. 

The head of Colombia’s armed forces 
was quick to condemn the ELN for trying to 
evade responsibility. His comments were 
widely echoed, and President Andres 
Pastrana insisted that those who carried 
out the attack would be brought to justice. 
Really? The blast came less than a week af- 
ter the ELN and representatives of “civil so- 
ciety” had agreed on a year-long timetable 
for preliminary peace talks. Plainly the ELN 
showed little goodwill at Machuca. But it is 
unlikely to have intended the deaths. And 
it has long been accepted that any peace 
process would be accompanied by war. For 
all the widespread revulsion at the deaths, 
Mr Pastrana also said he would still go on 
trying to negotiate peace; and most Colom- 
bians seem to think he should. 





Canada 
The Tories look 
for a leader 


OTTAWA 


O NOT write them off. Canada’s Con- 

servatives were massacred in its 1993 
federal elections, and could not reclaim 
much ground in 1997. But they have a 
proud record, and over the country’s 131- 
year existence have provided 12 prime min- 
isters, to the Liberals’ eight. Though they 
were in power for only a third of that time, 
they were always the alternative govern- 
ment. They may yet be so again. And they 
are now looking for the man to do it. 

The Tories’ darkest days came in the 
election of 1993, when the unpopularity of 
Brian Mulroney's government reduced 
them, under his short-lived successor, to 
just two seats. One of the survivors, Jean 
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Charest, last year led them on a first stage of 
recovery—to 20 seats. But this April, under 
overwhelming moral pressure, he switched 
from leading the federal Tories to leading 
Quebec's provincial Liberals, to head the 
fight against separatism there. 

The Tories in 1993 suffered the tradi- 
tional fate of parties squeezed in first-past- 
the-post elections: plenty of votes, but few 
seats. The right-wing Reform party swept 
the west, taking 54 seats, and split the vote 
in Ontario, giving the Liberals a virtually 
clean sweep there, while further east the 
separatists of the Bloc Québécois tri- 
umphed. Result: Reform 1996 of the vote 
and 54 seats, Progressive Conservatives 
(their official title) 16%, spread across the 
country, and two. Even 1997 was not much 
better: Reform, 19% and 60 seats, making it 
the official opposition party, Tories 199 
and 20. The Bloc and the New Democrats, 
with only 11% support apiece, both have 
more seats than the Tories. 

Mr Charest could maybe have led the 
Conservatives back to power. Is there any- 
one else who might? The five candidates on 
the ballot for October 24th certainly offer a 
wide choice. The acknowledged front-run- 
ner, joe Clark, was prime minister for nine 
months in 1979-80 until his minority gov- 
ernment fell on a budget vote; he then 
served for six years as Mr Mulroney's for- 
eign minister. His closest rival, Hugh Segal, 
has had influence in the Tory backrooms, 
for a time as chief of staff to Mr Mulroney. 
The other three are long shots: Michael 
Fortier, a Quebec lawyer, Brian Pallister 
who was a Manitoba cabinet minister and 
businessman, and David Orchard, a Sas- 
katchewan farmer. 

In five televised debates (Canadian pro- 
£rammers are tolerant folk; too tolerant, 
said their viewers), the five argued where 
their party could fit between Reform and 
the centrist Liberals. Mr Pallister sounds al- 
most like a Reformer, and would be happi- 
est of the five in the anti-Liberal coalition 
that the Reform leader, Preston Manning, 
hopes to launch (as the United Alternative) 
next February. In fiscal matters, Mr Segal is 
close behind: he wants to cut taxes and de- 
centralise government. He would also 
lower the voting age to 17, and lessen the 
personal power of the prime minister. Mr 
Fortiers main concern is to nurture the 
Quebec support for the Tories built in the 
Mulroney-Charest years. Mr Orchard is a 
maverick, wanting Canada to opt out ofthe 
North American Free-Trade Agreement. 

And Mr Clark? He comes from Alberta, 
a Reform stronghold, and his return to poli- 
tics from being an international business 
consultant seems aimed at winning back 
western Canadians to the Tory fold. He ar- 
gues that Reform is stalled, and will never 
win seats east of Manitoba, leaving the 
Conservatives still the only national alter- 
native to the Liberals. He has been the main 





Good-hearted Joe 


target in the television debates, attacked for 
lack of clear policies. He is also seen as a 
good-hearted bumbler, whose administra- 
tion fell because he couldn't count, and 
whose later attempt (as minister for con- 
stitutional affairs) to sort out the Quebec is- 
sue with the 1992 Charlottetown Accord 
failed in a referendum. 

Burdened with C$8m ($5m) of debts, 
the Tories, it seems, could not afford a lead- 
ership convention, with hoopla and hun- 
dreds of delegates, where Mr Segal's wit or 
the oratory of the handsome Mr Pallister 
might have scored. Instead, the party on Oc- 
tober 24th is balloting its 87,000 members, 
many of them new to it—Canadians sign 
up to their parties each year, and many are 
said to have done so just for this vote. The 
votes will be counted in each riding (con- 
stituency; Canada has 301) Each riding 
then gets 100 "electoral points", shared out 
among the rivals according to each candi- 
date's share of the local vote. Then the na- 
tional totals will be added up. 

This system has made the result hard to 
foresee. It has also encouraged campaign- 
ers to concentrate on thinly populated (or 
thinly Conservative) constituencies like the 
Yukon, where it takes fewer votes to earn a 
*point". This may deny Mr Clark a first-bal- 
lot victory; if so, a second ballot with trans- 
ferable votes (don't ask the details—the To- 
ries aren't clear either) will then take place 
on November 14th. But the larger question 
is: has the mediocre quality of the candi- 
dates, the public boredom with their de- 
bates and the unexciting, not to say confus- 
ing, method of selection set the Conser- 
vatives back rather than forward on the 
road to recovery? 
——————————————— | 
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Two established names 
with a new perspective 


Commercial Union and General Accident have joined forces as CGU 
And we've combined 300 years' heritage with just one person in mind. 
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Solid steel. 

Automatic movement 
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The suffering Gulf 


DUBAI 


After a year of low oil prices, the Gulf is having to think the unthinkable 


ULF governments are slowly coming 
to terms with the fact that oil reve- 
nues, already slashed by more than a third, 
could take years to return to last year's lev- 
els. When around 80*6 of national income 
depends on oil, this is a disaster. In all six of 
the states that make up the Gulf Co-opera- 
tion Council, budget forecasts have become 
meaningless as projected revenues fail to 
materialise. Last year Saudi Arabia earned 
about $45 billion from oil exports; this year 
it-will be lucky to make $30 billion. After 
four years of manageable budget deficits, 
its government is $13 billion in the red. 

Lower revenues are translated into can- 
celled, curtailed or postponed contracts. 
'Construction and development projects 
have been particularly hard hit. Abu Dhabi, 
where the skyline bristles with cranes and 
scaffolding, has seen 35% of its building 
contracts cut back this year. With oil pro- 
ducers obliged, under this year’s emergency 
cuts, to reduce output, Gulf governments 
are shelving plans to expand production. 

~ The effects of low oil prices have also 
been felt in the currency markets. Gulf cur- 
rencies rarely move: except for the Kuwaiti 
dinar, they are all pegged to the dollar. But 
in late summer the Saudi riyal came under 
attack from speculators in New York, Lon- 
don and Bahrain who compared the coun- 
try's mounting riyal-denominated obliga- 
tions (mainly government salaries) with its 
shrinking dollar-denominated income 
from oil. Rumours of devaluation were rife, 
and it cost the Saudi Arabian Monetary 
Agency an estimated $1 billion to defend its 
currency. Even so, the problem has merely 
been swept under the carpet. 

The biggest effect by far is on the psy- 
chology of Gulf Arabs. Most Gulf nationals 
are under 25, which means that they have 
grown up with high expectations of an easy 
life cushioned by the state and oil. With 
plenty of money to go round, Gulf Arabs 
have grown accustomed to lavish social se- 
curity, subsidised utilities, and an inex- 
haustible army of Asian expatriate workers 
to do the menial jobs for them. Now, say 
their governments, the party's over. 

Oman’s ruler, Sultan Qaboos, has been 
outspoken in his calis to his countrymen to 
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accept any job offered. In a situation that 
would have been unthinkable a few years 
ago, a recent training course in Muscat for 
petro-pump attendants was oversub- 
scribed five times—by Omanis themselves. 
Bahrain, which has neither the financial 
nor hydrocarbon reserves of Kuwait, Saudi 
Arabia and the United Arab Emirates, has 
been training its citizens as motor mechan- 
ics and supermarket cashiers. 

A leading Kuwaiti economist sees low 
oil prices as heralding the end of “the ren- 
tier system": hiring foreigners to do most of 
the work. But even in these straitened 
times, there are limits to what jobs Gulf na- 
tionals will take. Last week, 500 Kuwaiti fe- 
male civil servants threatened to strike in 
protest over their job descriptions, which 
they called “a disgrace to Kuwaitis”. Serving 
coffee, delivering the internal mail and 
supervising toilet-cleaning was all very 
well, but being classed as “menial service 
employees” was not. 



























As the Gulf states steel themselves for a 
probable second year of drastically re- 
duced oil prices, a broad consensus is 
emerging on what needs to be done. In- 
creased diversification of their economies 
away from oil is an obvious solution but 
one that is hard to achieve in practice. For ` 
some years now, Gulf governments’ have 
struggled to build up their non-oil indus- 
tries. Yet oil still accounts for more than. 
75% of most of their national incomes. In 
Saudi Arabia, oil has risen steadily each 
year since 1993 as a percentage of govern: 
ment revenue. 

Privatisation and foreign investment 
have become the twin mantras that trip off 
the tongues of Gulf planners. But econo- 
mists question the motives of Gulf govern- 
ments in embracing such ideals. There is a 
strong suspicion that once a large state en- 
tity is privatised, the selling government 
will simply be tempted to spend the money 
at once to meet its short-term obligations. 
There is also considerable resistance from 
rulers, particularly in Saudi Arabia, to 
relinquishing control over vital national 
assets which generate steady stipends for 
the thousands of royal princes. 

Gulf economists are quick to point out 
that foreign investment can be a two-edged 
sword. One of the reasons why the region's 
equity markets have so far ridden out the 
worst of Asia's financial crisis is that they 
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have not suffered a massive withdrawal of 
foreign funds. Reason enough, say conser- 
vative thinkers, to continue to limit foreign 
investment in local companies to minority 
stakes. What the Gulf states want and need 
is a transfer of technology and know-how 
from long-term foreign investors so they 
can build up their non-oil economies. 

But to achieve this on a scale that will 
keep pace with the swelling ranks of job- 
seekers they need to create a dynamic pri- 
vate sector that will naturally attract inves- 
tors. Those investors are not necessarily 
foreign. The latest estimates put the total 
value of Gulf Arab investments overseas at 
$800 billion. The true test of success in 
diversifying Gulf economies away from 
state-run oil will be when some of that 
money chooses to come home. 





Iran 


From God or 
man? 


TEHRAN 


LECTING the 86 representatives to the 

Assembly of Experts, as Iranians are to 
do on October 23rd, is a crucial business— 
for the regime. The assembly is responsible 
for choosing or ousting the country’s vali-e- 
faqih or supreme leader, whose powers 
dwarf those of the president. The "experts", 
elected every eight years, are supposedly 
virtuous men of deep political and reli- 
gious insight: qualities needed to select the 
right person. After Ayatollah Khomeini's 
death, the right person was deemed to be 
Ayatollah Ali Khamenei. Before the current 
assembly election, more than half the 
would-be candidates were declared unfit. 

The problem for the regime is that it has 
gone quite far in tying its legitimacy to a 
high turnout. Government-run newspa- 
pers and television have campaigned tire- 
lessly for massive voter participation. Fail- 
ure to vote, thunder conservative religious 
leaders, amounts to a sin and treason. Such 
talk seems to have turned the election into 
a plebiscite on the theocracy. This is risky. 
Invented to ensure that religious rule sur- 
vives Iran's semi-democratic elections, the 
assembly has still to define its functions to 
the public, or even to itself. After nearly 20 
years it remains unclear whether it is 
meant to be a rubber-stamp or a body to 
which Iran's leaders are accountable. 

Even à fairly decent turnout will pale in 
comparison to the presidential election, 
when nearly 90% voted. The secular middle 
class, instrumental in electing President 
Muhammad Khatami in May 1997, are re- 
luctant to vote in this election, which they 
little understand or care for. Noting this, 
some conservatives have changed tack and 
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are now playing down the impor- 
tance of a large turnout, insisting 
that the regime derives its legitimacy 
from the divine order, not from the 
people. “When some people say that 
the leader's legitimacy depends on 
his popularity" said Ali Akbar 
Nateq-Noori, the speaker of parlia- 
ment, “they don't understand any- 
thing. Our regime gets its legitimacy 
from God." 

But this is not a comfortable 
stand for a regime that prides itself 
on the public support it has, more or 
less, always enjoyed. The theocratic 
system was carefully designed to bal- 
ance Islamic rule with a semblance 
of democracy, of which the Assembly 
of Experts is a vital part. But nowa- 
days people are demanding that it, 
like other political institutions in the 
Islamic republic, make itself more 
democratic. Critics want a more diverse as- 
sembly with a better defined task. 

TheCouncil ofGuardians, which super- 
vises all elections, has in theory acknowl- 
edged the right of females and non-clerics 
to be assembly candidates, but none of the 
nine women or 40 laymen who applied 
were cleared to enter the race. In addition, 
many reform-minded clerics were disqual- 
ified, leaving only a handful of them to run 
in an unfair match. 

The restrictions have angered some Ira- 
nians. The dispute turned violent this week 








With other things than voting on her mind i 


when Islamic fundamentalists clashed 
with Mr Khatami’s supporters at a stadium 
in Tehran where Gholam-Hossein Kar- 
baschi, Tehran’s ex-mayor, was delivering a 
speech. Mr Khatami himself has lamented 
“the lack of conditions for more enthusias- 
tic participation”. Nevertheless, anxious to 
avert a factional confrontation, he has ap- 
pealed to people to vote. But even his magic 
may not be enough to convince the public 
to come forward. The regime’s dilemma is 
how to get people involved without con- 
ceding more than it can afford. 





Congo 


War turns commercial 


African countries who have rallied either to Congo’s President Kabila orto his 
enemies have their eyes on Congo’s oil, diamonds and gold 


BATTLE between African armies 

loomed this week as Zimbabwean 
and Chadian troops poured into Mbuji- 
Mayi, a diamond-mining town in south- 
central Congo, to thwart an expected attack 
by the rebels, supported by Uganda and 
Rwanda. On October 12th the rebel move- 
ment, which calls itself the Congolese Rally 
for Democracy, had taken Kindu, an im- 
portant town with an airbase from which 
the government could have hit much of the 
rebel-held territory in eastern Congo. Its 
capture opened the way for the rebels to ad- 
vance on Mbuji-Mayi and the mineral-rich 
Katanga region to the south. 

The fall of Kindu was the first serious 
setback for the countries that have sent 
troops to protect Congo's President Laurent 
Kabila from his rebels: Zimbabwe, Angola 
and Namibia, followed by Chad and Su- 
dan. Zimbabwe and Angola intervened in 
August, using air power and artillery to 
stop the rebels from taking the capital, Kin- 


shasa. But the defeat at Kindu could be 
opening up differences between them. An- 
golan officials are saying privately that 
their government is not prepared to waste 
money and troops driving the rebels out of 
the forests of eastern Congo. Zimbabwe 
seems ready to do so, and has already dis- 
patched some of the 3,000 Zimbabwean 
soldiers in Congo to eastern garrisons. 

The upsurge in fighting, sucking in 
countries that are not really enemies of one 
another, is accompanied by intense diplo- 
matic activity. The Zambian and Tanza- 
nian presidents, acting on behalf of the 
Southern African Development Commu- 
nity, have been trying and failing for a 
month to arrange a ceasefire. South Africa's 
President Nelson Mandela, is to have a se- 
ries of meetings with the chief players. This 
week he had talks with Uganda's President 
Yoweri Museveni. Last weekend Kenya's 
President Daniel arap Moi and his fellow 
members of the East African Community 
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held a meeting. And on October 25th, 11 de- 
fence and foreign ministers from both 
sides are scheduled to meet in Lusaka. 

The uN has so far held back from doing 
much, saying it is leaving matters to the 
peace efforts of regional organisations. The 
trouble is that these organisations have 
been deeply divided by the Congo war. The 
United States is a little less laid back. How- 
ard Wolpe, America's special represen- 
tative, is travelling to the region and may 
soon be joined by Susan Rice, the assistant 
secretary of state for Africa. 

Behind the fighting and the peace- 
searching, another game is going on: the 
scramble for Congo's minerals. Last month 
Mr Kabila decreed that all purchases of 
£old and diamonds must be in the new 
Congolese francs, brought in on June 3oth, 
and go through a new state purchasing 
company. Although this is described as a 
measure to increase state revenues, foreign 
businessmen and diplomats in Congo sus- 
pect it to bea crude attempt by Mr Kabila to 
bring revenue under his direct control. 

Angola, whose troops occupy the oil 
towns on Congo's coast, has formed a joint 
oil-exploration company with the Congo 
government called Sonangol-Congo. A re- 
port in the Wall Street Journal describes a 
galaxy of Zimbabwean generals and minis- 
ters, many of them related to President Rob- 
ert Mugabe, who have started businesses in 
Congo. Emerson Munangagwa, Zimba- 
bwe's justice minister, agrees that “there is a 
deliberate effort on our part, as a govern- 
ment, to push Zimbabwean business in 
Congo, especially now.” 

Similar reports are emerging about 
Ugandan military commanders turned 
businessmen, one of them related to Mr 
Museveni, who have been dealing in gold 
and diamonds in eastern Congo. Among 
the passengers killed on September 25th, 
when a Kenyan-registered aircraft, hired by 
£old dealers, crashed while flying from 
Uganda to eastern Congo, was the brother 
of Uganda's army chief of staff. 
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Looting and pillage are a standard ac- 
companiment to wars and Congo is a po- 
tential treasure trove. But questions are be- 
ginning to be asked about the politicians 
and generals involved in the Congolese 
struggle. Are they genuinely striving in the 
interests of their respective countries? The 
main players in Congo are seen by many as 
greedy warlords, with ready-made armies 
at their disposal and a clear interest in en- 
riching themselves. Continued war could 
be their best way of doing this. 





A catastrophe 
bound to happen 


ATIWORO 


T WAS a simple brick pumping-station 

on a pipeline which takes fuel from the 
refinery at Warri in the Niger delta to north- 
ern Nigeria. A group of young men regu- 
larly opened the valve to syphon off fuel— 
precious in these times of severe petrol 
shortages. On October 17th, however, the 
valve at Atiworo jammed open and hun- 
dreds of local people came with buckets 
and bottles to collect the gushing fuel. 

In the early afternoon a spark—from a 
cigarette, perhaps, or a motorcycle—set offa 
huge fireball. More than 700 people were 
killed. Scores of charred corpses were still 
strewn around the site this week as local of- 
ficials dug mass graves to dispose of them. 
About 1,000 more, some with horrific 
burns, lie largely untreated, emergency 
help from the UN and the Red Cross not- 
withstanding, in the meagre local hospi- 
tals. The government said it would pay 
their medical expenses but refused com- 
pensation since the disaster was the result 
of vandalism. Fearful that the victims 
might be arrested, relatives have begun to 
take some critically ill people out of hospi- 
tal: town-criers have been sent out to per- 
suade them to go back. 

It was a reaction that went to the heart 
of the matter: the fear and mistrust that 
most Nigerians feel for officialdom. Nige- 
ria’s biggest ever disaster was no freak acci- 
dent. It is the latest and worst in a series of 
incidents where impoverished people in 
areas of immense oil wealth have taken di- 
rect action against the oil companies and 
the government. Some of these actions, usu- 
ally dismissed as obscure “ethnic” clashes, 
have been violent. But the battle is political 
as well as ethnic. It is about lack of roads, 
schools and health clinics, and a voice in 
their own affairs. 

Three weeks ago hundreds of militant 
youths from the delta’s largest ethnic com- 
munity, the Ijaws, seized 20 flow-stations. 
Demanding that they be given more say in 
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local government, they closed the taps, 
shutting off a third of Nigeria's 2m barrels- 
a-day exports. If anyone tried to dislodge 
them, they said, the dispute would turn 
bloody. The government has threatened to 
send in troops but has so far been dis- 
suaded by the oil companies concerned. 
The militants call themselves the Feder- 
ated Niger-Delta Izon Communities. As 
well as the flow-stations, they appear to 
control vast areas of the watery swamp 
south of Warri. They move freely about the 
region in speed boats and, last week at least, 
there was no sign of police or soldiers. 
Since Ken Saro-Wiwa, an Ogoni activist, 
was executed in 1995, other communities 
throughout Nigeria have adopted his mili- 
tant stand and tactics. The Ijaw people feel 
excluded from local government which is 
run, with the blessing of the government, 
by another—and rival—ethnic group. Since 
local government is the conduit for re- 
sources and jobs, the Ijaws want their own. 
A small war ensued, the fury super- 
charged by oil. The people of the delta rank 
among the world's poorest—and oil worth 





billions of dollars to the government flows 
through their land. 

Holes are often hacked in the pipelines. 
But Kennedy Orubebe, a former student 
leader and now chief spokesman for the 
militant delta group, says that the activists' 
real target is the government not the oil 
companies. Shell, for example, is 
lambasted for offering too few jobs to local 
people but is praised for having pressed the 
federal government to develop the area. 

Development, says the movement's 
president, Dan Ekpebide, no longer means 
just being given things. Standing at an oc- 
cupied flow-station, he says:“If you give a 
man a fish he will eat for a day, if you teach 
him to fish he will eat for life. We are mak- 
ing the country rich. But we have no . . . way 
to develop ourselves.” 

Inarun-down village nearby, out of ear- 
shot of the militants, a local man agrees: 
“Of course we support them. It is the only 
way we will develop. The oil companies 
have been here for 30 years and look at this 
place.” The village has no school, no clinic, 
no power and little hope. 
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110,000 employees in 60 countries 
and sales of 14 billion euros; 


the heart of ALSTOM beats for all its customers. 
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The most inspiring 
international careers develop 
within the Agri-Food industry 


We hate 

to admit it, but 
The Laughing Cow 
did not graduate 

from ESSEC 

with an MBA 
in International 

Agri-Food Management 


ESSEC's research expertise in Agri-Food Management and long- 
standing partnerships with major multi-national food and retail 
companies, have led us to design this unique MBA program. 
ESSEC’s MBA will provide you with the complex international 
background and managerial training you need to accomplish 
such success stories as that of the 75 year old 
"La Vache Qui Rit"/ The Laughing Cow. 


A few important facts about ESSEC's MBA: 
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Italy plants a new tree 


‘Italy and Spain, both big, once-rocky Mediterranean countries, do not look 
much alike these days. Italy, though it has a new government, is in a political 
. muddle. Spain, however, the subject of our second article, is doing rather well 


UN A ASSIMO D'ALEMAS latest book is 
entitled “La Grande Occasione", the 
big chance. That chance has now arrived. 
For the first time, the leader of what was un- 
til 1991 the Italian Communist Party, but is 
now called the Democrats of the Left (ps), 
will form a government and become its 
prime minister. 
After nearly two weeks without one, It- 
aly at last got its new government on Octo- 
^; ber 2ist, when Mr D'Alema managed to 
scrape together enough support to. be 
sworn in by President Oscar Luigi Scalfaro. 
‘His government, number 56 in Italy's con- 
-voluted post-1945 history, is an unholy alli- 
“ance of communists and ex-communists, 
scattered Greens, centrísts, and—crucially— 
“Francesco Cossiga's Democratic Union for 
“the Republic which, until now, has been 
"part of the right-wing opposition. 
*: Is it an historic moment? Well, yes. Al- 
_ though the left has been in power before, as 
_ junior partner in coalitions ever since (bar 
a few months) 1963, it was the centre, the 
~allpervasive church-backed Christian 
< Democratic party, that called the tune. Now 
_ the roles are reversed. The biggest party is of 
the left, in the shape of Mr D'Alema's ps, 
also known by its symbol, la quercia (the 
‘oak tree). The centre, a variegated bunch, 
< now has to take root in its shadow. 
“Much has been made of the Commu- 
` nist origins of Mr D'Alema, though he cer- 
tainly no longer considers himself one. His 
list of ministers, drawn up this week, re- 
- flects moderation and continuity with the 
- outgoing government of Romano Prodi. 
"Carlo Azeglio Ciampi, the man who, tœ 
-gether with Mr Prodi, squeezed the Italian 
lira into the European single currency, will 
"Keep his treasury portfolio. Indeed, Mr 
D’Alema had to beg him to accept, after the 
“maverick Mr Cossiga made a stinging per- 
-« sonal attack on the man. Mr Ciampi should 
~ now be able to steer through the 1999 bud- 
get, which he drew up under Mr Prodi, and 
insert the lira into the euro when it is 
launched in January. Lamberto Dini, a for- 
. mer prime minister himself, will also stay 
* on,as foreign minister. 
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Mr D'Alema has put his own thumb- 
print elsewhere. He has installed newcom- 
ers at justice, transport and labour, the less 
successful bits of the old Prodi administra- 
tion; the labour portfolio went to Antonio 
Bassolino, the popular mayor of Naples. A 
record. six women have been brought in. 
Walter Veltroni, the outgoing deputy prime 
minister, leaves government to replace Mr 
D'Alema at the helm ofthe ps. Out too is Mr 
Prodi, who is bitter about falling victim to a 
parliamentary ambush and now hopes for 
the next presidency of the European Com- 
mission. The absence of Messrs Veltroni 
and Prodi carries a clear message: the Olive 
Tree—the centre-left coalition that won the 
1996 general election—has been felled. 

For Italians who had hoped that a new 
breed of politicians might emerge after 
Tangentopoli, the scandals over political 
bribes which erupted in 1992, or even that 
Mr Prodi's near-record two-and-a-half years 
in office represented a new stability, the 


past two weeks of manoeuvring and bicker- 
ing have provoked weariness, shame, even 
disgust. Is there any reason to believe poli- 
tics under Mr D'Alema will be different? . 
He isa capable man, and a professional - 
politician. Since Tangentopoli, Italy has 
put into Palazzo Chigi, the prime minister's 
residence, two academics (Giuliano Amato 
and Mr Prodi), two ex-central-bankers (Mr 
Dini and Mr Ciampi) and a businessman ` 
(Silvio Berlusconi. Mr D'Alema's arrival 
shows that career politicians have ended 
their penance. 
First signs are not encouraging, how- . 
ever. Rome has started to give off a stale ^. 
smell, as it slips back into old habits. The. - 
distribution of ministerial jobs this week 
seemed to be modelled on the rigid old 
handbook, which divides up jobs accord- 
ing to strict parliamentary arithmetic. Poli- 
ticians of all kinds—including the right- - 
wing opposition, which wanted an 
election, did not get one, and threatened to. 
resign en masse—are suddenly flus 
with pleasure. They are finally back in the 
action, wheeling and dealing, and loving it. 
Nobody more so than Mr Cossiga, the king- 
maker, who failed to rescue Mr Prodi, hav- 
ing hinted that he would, and then raised 
Mr D'Alema to the throne. As a former state 
president, he is an unelected. senator for 
life, and has been in parliament since 1958, 
when he entered as a Christian Democrat 
Today's political landscape is as frago - 
mented as ever. In parliament, there are: . 
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two communist parties, one ex-communist 
party, three ex-socialist parties, four ex- 
Christian Democratic parties (three to the 
left, one to the right), one ex-fascist party 
and one fascist party. Among the big par- 
ties, only the Northern League and Forza 
Italia are new. One is separatist; the other 
belongs to Mr Berlusconi, still under inves- 
tigation for corruption, and convicted of 
some charges already. 

All this said, however, Mr D'Alema has 
appealing qualities. He is a dry military- 
style tactician, who dislikes the theatrical 
side of politics, and is given to quiet reflec- 
tion. He chaired a commission that tried, 
though it failed, to change the creaky con- 
stitution—and the electoral rules, so as to 
stop so many small parties entering parlia- 
ment, creating successive shaky coalitions. 

As prime minister, he may be able to try 
to resurrect some of these ideas. Already, he 
has boldly installed Mr Amato, one of the 
quickest brains in the country, as minister 
for reforms. Much depends, though, on the 
backing of Mr Cossiga. He and Mr D'Alema 
have been at odds in the recent past. Now 
Mr D'Alema's new job, and its future, rest 
on Mr Cossiga's support. Given half a 
chance, Mr D'Alema might usefully change 
the present system, even though it helped to 
puthim wherehe is. Another ofhis books is 
called “A Normal Country”. This is his 
chance to make Italy one. 





Spain 
The Aznar touch 


MADRID 


HEN you compare the two big coun- 

tries of Mediterranean Europe, Italy 
and Spain, you can see how excessively 
modest Jose Maria Aznar was being a cou- 
ple of years ago when, as Spain's new prime 
minister, he humbly told an early cabinet 
meeting that “our job is to hold on.” He has 
done far better than that. These days, Spain 
looks a steadier place than Italy. 

Spain's first achievement under Mr Az- 
nar was to get its economy into shape in 
time to join the single European currency 
next January. The. sceptics: reckoned it 
could not meet the tests for membership. It 
has done so, with room to spare. As a result, 
business and consumer confidence has 
soared. The global financial turmoil of the 
past few weeks has done less damage to 

Spain than to many other European coun- 
tries. The government expects the economy 
to grow by a healthy 3.8% both this year and 
next. Inflation, at 1.6%, is lower than it has 

: been since the dismantling of Franco's 
centralised economy began two decades 
ago. So are interest rates. 

Mr Aznar has pressed on with the re- 
form of Spain's welfare and tax systems, 
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and tried to slim down the - 
state's bulky bureaucracy. 
There is still, to be sure; a 
way to go. Despite changes 
to labour laws, hiring and 
firing remain complicated 
and expensive. Some prof- 
itable state concerns have 
been privatised, but loss- 
makers like the Iberia air- 
line and state radio and 


;;a chance to tackle the prob- 
lem of Basque national 
ism. The ceasefire declared 
last month by the Basque 
separatist movement, ETA, 
has raised the possibility of. 
an end to the 30-year-long 
campaign of terrorism that 
has cost around 800 lives. 
Mr Aznar has offered “to 
be generous" to ETA if it 





television continue to de- 
vour public money. Unem- 
ployment, at 18.7% of the 


will agree to abandon vio- 
lence for ever. He may even 
call an election before 





workforce, remains one of 
Europe's worst because, al- 








2000 to ask the voters for 
their approval of the terms 








though new jobs are being 
created, even more young people are leav- 
ing school and joining the job market. But 
Mr Aznar replies that he has done as much 
as he can while avoiding the unrest that 
brought other Europeans on to the streets 
in protest at their governments' reforms in 
the run-up to monetary union. 

His political touch, too, has been fairly 
deft. In 1996, Mr Aznar had to offer the 
Basque and Catalan nationalists more 
devolution to get them to support his con- 
servative People's Party in the Madrid par- 
liament. Those concessions flew in the face 
of the Spanish right's centralising instinct; 
but Mr Aznar handled the matter with skill, 
and looks set to stay in office until the next 
election, due by 2000. 

His foreign policy has not been stum- 
ble-free. His attempt to use Spain's historic 
links with Cuba to press Fidel Castro into 
adopting democratic and economic re- 
forms ended ignominiously. It infuriated 
Spaniards who thought that the tie with 
their last colony should be above politics. It 
also annoyed businessmen with interests 
on the island. So Mr Aznar has made it up 
with the Cuban leader, who forgivingly 
came to Madrid this week. 

The prime minister may now even have 


on which he might negoti- 
ate a final settlement. These could include 
the release of imprisoned terrorists, and 
some vague form of words that acknowl- 
edged the separatists' right to seek an inde- 
pendent state without actually granting it. 

As things stand, Mr Aznar cannot as- 
sume victory in the next election. Many 
Spaniards acknowledge his achievements 
but do not care for his chill, calculated effi- 
ciency. His main opponents, the Socialists, 
although they are in trouble over corrup- 
tion scandals and the dirty war their gov- 
ernment fought against ETA, still have a 
strong appeal to those Spaniards old 
enough to remember Franco and who sus- 
pect any party of the right. 

This has led Mr Aznar to make some 
personnel changes designed to win over 
such doubters. His spokesman, a loyal but 
rough spin-doctor, was replaced earlier this 
year by a smooth-talking Catalan who is 
noteven a member of Mr Aznar's party. The 
deputy prime minister, another hardliner, 
is being pushed to the sidelines. The cool 
Mr Aznar has a canny instinct for what it 
takes to keep a country on course. It is not 
impossible that, by the early 2000s, Spain 
will start to look like one of the more solid 
parts of southern Europe. 





Germany 


Napoleon strikes 


BONN 


Itis becoming increasingly clear who will really run the new government 


ELCOME to the Berlin Republic of 

Oskar Lafontaine. For quite a lot of 
people—fans of the nanny-state, foes of 
atomic power and foreigners wanting to 
become German—it looks near-ideal. The 
trouble is that it may have as many jobless 
people as the Bonn Republic, now in its last 
year, and maybe even more. 

Just a moment, though. Surely Mr 
Lafontaine is merely Germany's. finance 
minister-designate and chairman of its So- 
cial Democratic Party, senior partner in the 


incoming Red-Green coalition govern- 
ment. The chancellor, due to be elected in 
parliament on October 27th, will be Ger- 
hard Schroder, pal. of industry bosses and 
proponent of a “new centre" in politics. 

In principle, that is true. But if the pro- 
gramme signed on October 20th by the two 
prospective government partners proves 
anything, it is that Mr Lafontaine, “the Na- 
poleon of the Saarland” (his home state) 
and darling of the left, has won the decisive 
battles and. emerged as the man who 
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Our new air filters remove 99.9794 


of all bacteria-size particles. 
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“There’s no finer family car to own than a Passat.” 


Stated UK car magazine ‘What Car?', in declaring Passat 1998 Family Car of the Year. 


— The Passat. The new Volkswagen. 
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counts most. 

Nothing shows this more plainly than 
the decision the previous day of Jost Stoll- 
mann, a non-party computer entrepre- 
neur, not to take the job of economics min- 
ister offered to him four months ago by Mr 
Schroder. Supposedly, Mr Stollmann 
stepped down (or rather back) because Mr 
Lafontaine won his demand that key plan- 
ning and Europe departments be hived off 
from the economics ministry and added to 
the Lafontaine finance empire. 

But there is more to it than that. During 
the campaign for last month’s general elec- 
tion, the Social Democrats followed a 
highly successful twin-track strategy. Mr 
Schroder calmed bosses, urged modernisa- 
tion and touted Mr Stollmann as proof that 
he meant business. Mr Lafontaine pledged 
to roll back the (modest) cuts in social wel- 
fare made by the previous centre- 
right government, make energy 
dearer, close tax loopholes mis- 
used by the rich, and boost do- 
mestic demand to create jobs. 

As the post-election coalition 
talks neared their end, Mr Stoll- 
mann concluded that the new 
government would be roaring 
down the Lafontaine track after 
all, and he would have precious 
little chance to change the points 
from his truncated signal-box. 
This does not seem to bother his 
last-moment replacement, Wer- 
ner Müller, an amiable (non- 
party) energy specialist expected 
to concentrate on easing Ger- 
many out of atomic power and 
not to mope over lost fiefs. 

Schroder here, Lafontaine there, some 
of the new programme makes a lot of sense. 
For instance, the integration of foreigners 
should become smoother thanks to the 
long-overdue decision to modify an 85- 
year-old law that made ancestry, not resi- 
dence, the determinant of who is German. 
Despite qualms among Germany’s allies, 
used to the steadiness of Helmut Kohl's de- 
parting administration, foreign policy 
should bring few alarms under Joschka Fi- 
scher (see page 59), one of three Green min- 
isters; the others are at environment and 
health. Even the pledge to drop all nuclear 
power one day has brought few signs of in- 
dustrial alarm, and many sighs of relief 
from Germans, increasingly angst-ridden 
since the Chernobyl nuclear accident. 

As usual, though, keep an eye on Mr La- 
fontaine, who thinks little of central bank- 
ers and wants governments to pool their ef- 
forts to steady currencies and create jobs. 
Not classical foreign ministry stuff, of 
course, but full of tricky international im- 
plications, not least for the euro. 

The real question-mark looms over the 
incoming administration's chief pledge: to 
cut the horrendous number of jobless, now 


THE ECONOMIST OCTOBER 24TH 1998 


ET SUT es y TAYY D" 


4m, more than 10% of the workforce. Mr 
Schróder aims to bring together right away 
bosses, trade unions and even the churches 
in an "alliance for work". But on October 
20th Germany's six leading economic-pol- 
icy institutes gave warning that real growth 
in GDP would slip from 2.7% this year to 
2.3% next year, and that the 1999 jobless to- 
tal would still average just over 4m. The 
Asian and Russian economic crises got the 
main blame, but the new government's tax 
plans were said to fall far short of what was 
needed to boost growth and employment. 
True, family allowances are to be raised 
and modest earners given tax relief in line 
with Mr Lafontaine's aim to boost domes- 
tic demand. But these steps will take full ef- 
fect only after four years, and in the mean- 
time, starting next January, a total of DM36 
billion ($22 billion) will be added to the 





Lafontaine steers Schróder on to his track 


price of petrol, gas, heating oil and electric- 
ity. The aim is to use revenue from this 
"ecological tax reform" to cut soaring wel- 
fare costs, which help to make German la- 
bour among the world's dearest. But the re- 
sult could be to fuel inflation and subsidise 
the welfare system, not to give it the trim it 
badly needs. Indeed, the government plans 
early on to restore the cuts Mr Kohl made to 
pensions, sick pay and other benefits. 

As for business, in the short-run it will 
lose more from the closure of tax loopholes 
than it will gain from the planned gradual 
cut in ultra-high corporate tax rates. The 
smaller firms will be among the hardest- 
hit—a point implicitly recognised by Mr 
Schroder, who began promising improve- 
ments in the tax package even as it ap- 
peared. Mr Lafontaine, so far, stays mum. 





Correction 

Last week Charlemagne incorrectly quoted John May- 
nard Keynes. The economist said: “When the facts 
change, I change my mind—what do you do, sir?” The 
Economist wrote: “When | am wrong, | change my 
mind—what do you do?” When The Economist is 
wrong, it corrects the error. 
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EUROPE 
Kosovo 


A long way to go 


DOLOVO AND JABLANICA 


NOW is falling on the Cursed Moun- 

tains, a range that divides Albania from 
Serbias province of Kosovo. Lowland 
tracks are churned into mud, and rivers are 
swollen by rain. A week after President 
Slobodan Milosevic agreed to pull most 
Serbian troops out of Kosovo, thousands of 
ethnic-Albanian refugees, sheltering in 
makeshift tents, are too frightened to return 
to the blackened ruins of their villages. 

Dolovo, in western Kosovo, was torched 
in May when Serbian forces began their 
summer offensive against the separatist 
Kosovo Liberation Army (KLA). Now, about 
20 heavily armed policemen still occupy 
houses, and check all traffic passing along 
the track that leads into no-man'sand and 
the rebel-held territory beyond. 

This village used to be home to both Al- 
banians and Serbs. Some Serbs are back, 
but nobody else is. Cornfields running 
down to the river are untended. Most 
houses have been gutted by fire. The signs 
of abandonment are eerie. A pink lacy 
dress is draped around a tree trunk. On 
front doors, Serbian police have daubed 
the four Cyrillic letters that stand for the 
motto: "Only unity saves the Serbs.” An- 
other scrawl runs: "Serbia as far as Tokyo.” 

Some 200 villages have been similarly 
destroyed, and most remain similarly de- 
serted. Few of the estimated 250,000 dis- 
placed people are going home. Large areas 
of central and western Kosovo are empty. 
Those coming down from the hills and for- 
ests head towards what they hope is the 
safety of larger towns. Torrential rain and 
temperatures close to zero are doing the 
work of negotiators and aid workers: get- 
ting Albanians into some kind of shelter. 

On the road out of Dolovo, in the no- 
man's-land littered by spent tank-shells, Al- 
banian women and children are moving 
towards the next village, Glodjane. Occa- 
sional gunfire resounds a few miles away. 
"We've been on the move for months,” says 
one mother, wrapped in a scarf against the 
chill October wind. “We are looking for 
somewhere to sleep." There is no room in 
the first farm they try. Some 40 gypsies 
from Dolovo are crammed inside. They 
may have better luck in Glodjane. In hap- 
pier times, it was inhabited mainly by Ro- 
man Catholic Albanians. Its prim white 
church and houses are unscathed. 

Farther on, across two rivers, lies 
Jablanica, a former KLA stronghold. It was 
attacked and occupied twice by the Serbs. 
Now, however, unable to hold every village, 
the police have gone, and the KLA is back. 
The only woman to be seen is in KLA uni- 
form and carries a rifle. One rebel, emerg- 
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ing from the rubble, drags visitors 
into his smoke-blackened, roof 
less house. “How can I bring my 
wife and children back to this?” he 
asks. Some families have re- 
turned; but, at the first sound of 
gunfire, they flee back into the 
thick oak scrub of nearby hills. 

On the ground, no one be- 
lieves that the war is over, or that 
Mr Milosevic will keep his word. 
Despite a formal ceasefire on both 
sides, sporadic clashes continue. 
Many Serbian policemen and sol- 
diers have pulled out. But, if they 
withdrew completely from vil- 
lages like Dolovo, the KLA would 
soon regain control of the main 
east-west road through Kosovo. Hunkered 
down behind sandbags in empty villages, 
the Serbian police are easy targets at night 
for KLA hit-and-run attacks. 

The deal struck last week did not make 
public precise numbers for permitted Ser- 
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bian troop levels in Kosovo. Officials speak 
vaguely of a return to levels that existed 
back in February. General Wesley Clark, 
NATO's commander in Europe, this week 
gave Mr Milosevic a list of units that still 
have to be withdrawn. But the Organisa- 












tion for Security and Co-opera- 
tion in Europe, which has sent the 


task—and fears for their safety. 


weakened Kosovar leader, to 


autonomy but not independence. 


living on potatoes and corn. “We 









first of 2,000 unarmed observers 
to Kosovo, is still confused by its 


The West is also worried that 
the KLA, which three months ago 
controlled nearly half of 
Kosovo, will take advantage of 
the Serbs’ partial withdrawal. 
That would make it more dif- 
ficult for Ibrahim Rugova, the 


accept a deal that provided for 


Back in Jablanica, the KLA is 
ready for a harsh Balkan winter, 


have more faith in military power,” says 


their commander, cradling a sniper's rifle. 
“We are disappointed NATO did not bomb. 
We don't understand why the world does 
not recognise our demand for equality." 








TBILISI 


ERCHED on a sheer crag of moun- 

tain, the medieval fortress-village of 
Shatili guards the northern approaches to 
a remote valley in Georgia’s Caucasus 
mountains. It stands over the Argun river, 
which runs down over the border into 
Chechnya, the rebellious Russian repub- 
lic that has been quasi-independent since 
it ejected the Russian army two years ago. 

Shatili once withstood a siege by a leg- 
endary warrior, Imam Shamil, who ruled 
much of the north Caucasus in the 19th 
century. Now the village of 15 families is 
preparing for another onslaught: the ad- 
vance of Chechen road-builders, bent on 
providing their tiny republic with direct 
access to the outside world. 

The Argun valley offers Chechnya a 
lifeline, cutting through the Caucasus 
mountains into Georgia and circumvent- 
ing Russian troops who guard every other 
| road and railway leading out from the re- 
| public. Chechen leaders see the road as a 
| way to break Russia's economic strangle- 
i 
| 
i 


hold on their land. Since they defeated 
the Russians, the Chechens have been 
busy blasting open the route—they com- 
pleted the last stretch to the Georgian bor- 
| der in September—and setting up their 
| owncustoms and border posts. All that re- 
| mains to be built is a short stretch on the 
Georgian side, from the border to Shatili, 
| where the road peters out and a dusty 
| goattrack begins its scramble over the 
| bare mountain. Already, half a dozen 
| Chechens a day, mostly traders and local 
| villagers, cross the border on foot. Be- 


On the Chechen road, to Georgia 


neath Shatili’s dark stone towers a unit of 
Georgian border guards camped beside 
the river watch what is happening with 
wary eyes. They let this trickle of people 
through. But, as the road nears comple- 
tion, it is stirring much Georgian anxiety. 

Russia wants Georgia to stick to 
agreed sanctions against separatist re- 
gions. In return for its half-hearted block- 
ade around Abkhazia, which tried to 





New road 


break away from Georgia in 1993, Russia 
is demanding that Georgia seal its own 
border with Chechnya. Georgia is torn be- 
tween upsetting its big northern neigh- 
bour and upsetting the formidable 
Chechens. Russia can cause no end of 
trouble for Georgia. Many people in Tbi- 
lisi, Georgia’s capital, see Moscow’s hand 
behind the attempted assassination of 
President Edward Shevardnadze in Feb- 
ruary and an army mutiny in western 
Georgia this week. 

The Chechens, too, are no great 
friends, since they helped the Abkhaz re- 
bellion. Yet Georgians have respect for the 





Chechens’ brave fight against Russia. And 
Georgia’s leaders see that Chechnya is piv- 
otal to the region’s security. 

In Thilisi, officials are coy about the 
road. It fits their policy of opening up 
trade routes in an attempt to generate 
commerce for this poor country. Offi- 
cially, the Georgian government is not 
backing the project, however. On the 
ground, though, Chechens say that the 
Georgians have quietly given them the 
nod, and a Georgian construction com- 
pany is working on the road. 

Whatever the view in Tbilisi, the road 
will be dug. “The Chechens will come 
through anyway,” says one villager. The 
locals want it. Even the border-guard 
commander welcomes it. He is not wor- 
ried about the increase in arms-smug- 
gling, drug-trafficking and other crime 
that the Russians fret about: he reckons a 
proper road will give him better control. 

Asa lifeline for the Chechens, the road 
will remain precarious. It will be a one- 
lane dirt road, closed for seven months of 
the year by snowfalls on the 2,900-metre 
(9,500-foot) pass south of Shatili. Unde- 
terred, the Chechens are planning a pipe- 
line along the same route, to export their 
oil independently of Russia. 

Farther down the mountain, at 
Barisakho, stands a warning to grandiose 
plans in the forbidding Caucasus terrain. 
Three isolated concrete arches, the rem- 
nants of a piece of Soviet planning, stand 
eerily against a rock face. Soviet engineers 
began to dig a railway tunnel to 
Chechnya in the 1980s, but the project 
was abandoned. But no one is dismissing 
the Chechens’ determination to complete 
what the Soviet engineers left undone. 
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Joschka Fischer, Germany's reluctant statesman 


E CAME late to the election-night party, looked glum and 

did not stay long. For almost the first time in his life, he 

* seemed lost for words. One of the losers, surely. Not at all: a win- 
"ner, if ever there was one. Joseph Martin Fischer, popularly 


1 known as Joschka: former taxi-driver, factory worker, scourge of 


|. the establishment and street-fighter against American imperial- 
1 ism—and now, at the age of 50, on the brink of becoming vice- 
; chancellor and Green foreign minister of united Germany. 

Small wonder that a lot of conservatives are wringing their 
hands. They are not, they snort, taken in by Mr Fischer's new 
taste in three-piece designer suits and silk ties; nor by the copies 
of Foreign Affairs, and similar weighty journals, lying osten- 
tatiously on his desk; nor by his claim, perhaps ironic, that his 
favourite bedtime reading is the Bi- : 
ble—especially the "Song of Solo- 
mon”. To his foes, Mr Fischer is still 
deeply suspect: a man once so anar- 
Chic that he opposed the foundation 

An. 1980 of the Greens, the party he 
now leads; who used to turn up in 
parliament in gym shoes (ugh!); and 
who was once ejected from it after 
“calling the speaker an “arsehole”. 
Odd, then, that Mr Fischer's 
‘crumpled features rarely break into a 
once-habitual impish grin these 
| days. The vigorous jogging that has 
| dost him more than 30 kilos (66 
. pounds) in the past 18 months has 
“become even more compulsive, al- 
most as if he were trying to run away 
|, from his new responsibilities. Yet the 
foreign ministry has long been his 
aim; the books he has written, such 
as "Die globale Revolution", hint as 
much, even if he used to deny it. So 
why this growing gloom? 

Part ofthe answer is that the prag- 
matic Mr Fischer knows his party all 
too well: its pacifist, as well as eco- 
logical, origins; its still-hefty minor- 

-ity of fundamentalists, who would 
‘like to scrap NATO and reject the idea of German soldiers play- 
ing any part abroad, even as peacekeepers. In a vote in the Bun- 

i^ destag, the lower house of parliament, on October 16th, 17 Green 

‘deputies, more than a third of the parliamentary party, failed to 

| back a motion approving German participation in possible 
NATO strikes against Serbia. True, the absence of an explicit 
United Nations mandate to do so bothered even Mr Fischer, a 

* convert to the principle of a German part in peacekeeping since 

the 1995 Srebrenica massacre in Bosnia. But last week, despite 
hisqualms, he voted in favour, well aware ofthe intense scrutiny 
|. the incoming government is under from Germany's sceptical al- 


‘|. lies, especially the Americans. This time, he carried most of the 


Greens with him. And next time? 

Even leaving aside his fractious friends, Mr Fischer will have 
trouble making his weight felt. Top Social Democrats who look 
bound to nose into his patch include Rudolf Scharping, the in- 
coming defence minister, who fancied himself in the foreign- 
affairs job, and the acquisitive Oskar Lafontaine at finance, who 
is carving out a role for himself as the new government's Mr Eu- 
rope. Besides, Mr Fischer is inheriting a traditional “dynamic 





tension" between the foreign ministry and the chancellor's of- 
fice, which became increasingly marked during Helmut Kohl’s | 
16-year spell in office. Joachim Bitterlich, Mr.Kohl's string-puller, | 
who is set to become ambassador to NATO, was often called Ger- 

many's “secret foreign minister"—much to the fury of the actual | 
minister, Klaus Kinkel. Now the incoming chancellor, Gerhard 
Schroder, has drafted in Michael Steiner, a workaholic ex-am- 


bassador to the Czech Republic, to be his own Bitterlich. Mr Fi- |. 


scher will have to watch his back, and he knows it. 
That alone might seem quite enough to wipe the smirk of 
the face of even the keenest would-be foreign minister, But, in 
this case, there is more to it. You do not have to be around Mr 
Fischer long to realise that behind the quirky wit lurks a melan- 
choly, even tortured, personality 
typical of many leftist intellectuals | 
in post-Hitler Germany. He still kicks | | 
himself for his biggest mistake: un- | 
derestimating the chances, and over- 
estimating the dangers, of German 
unity in 1990. Later it was the argu- 
ment that "it took a foreign army to 
free Auschwitz" which convinced 
him, reluctantly, that German sol- 
diers too had a duty to take part in 
peacekeeping. He reckons that lead- 
ing his party into Germany's first 


him with a double responsibility, 
and he feels all the weight of it. f 
Part of the burden is domestic. 
Mr Fischer belongs to the rebellious 
1968 generation, one bit of which 
(such as the Baader-Meinhof gang) | 
later turned to terrorism while the 
other, which eventually included 
most of the Greens, embarked. on 
what was known as "a long march 
through the democratic institu- 


cal left at last has the chance to prove | 
to sceptical conservatives that it has. 
the ideas and realism to make a suc- 
cess of national office. It is a chance Mr Fischer has spent much | 
of his life working for, as environment minister in the state of | 
Hesse and most recently as the Greens’ parliamentary leader in. 
Bonn, and he is desperately anxious it should not slip away. 

And in foreign affairs? Mr Fischer's parents, originally well-. 
to-do, were driven west from Hungary to Germany in poverty at 
the end of the war. His father struggled to make a living as à 
Stuttgart butcher, and died at his work. This background helps to 
explain why Mr Fischer feels passionately that the misery caused 
by Hitler's war has landed the Germans with a special respon- 
sibility to help unite the continent. Curiously, to those who ex- 
pect to hear from Greens the voice of introversion, when he 
broaches the topic he sounds like no one so much as the great 
European himself, Mr Kohl—“120 kilos of the past made flesh", 
as Mr Fischer unkindly calls him. The trouble is that enlarging 
the European Union to the east, which Mr Fischer strongly en- 
dorses, implies solving a whole heap of budget and farming 
problems first. And these will all be landing on his plate when 
Germany takes over the EU presidency next January. No wonder 
he looks glum in his hour of triumph. 
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ever Red-Green government. lands. |. 


tions”. After three decades, the radi- |: 
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he Jenkins recipe 


Next week the Jenkins commission will suggest reforms that would transform 
‘British elections. What will Tony Blair do? 


i o BLAIR likes to talk about “tough 
choices”, Next week he will be pre- 
sented with one. Lord Jenkins will unveil 
his proposals for changes to the electoral 
system. By suggesting that Britain adopt a 
: form of proportional representation, the 
-< 77year-old peer is raising the possibility of 
:a new pattern of politics. The post-war La- 
» bour-Conservative duopoly might end, 
. anda new era would begin, with stronger 
. minor parties and more frequent coalition 
governments. But all this is likely to happen 
only if Tony Blair backs the Jenkins report. 
The broad recommendations of the 
ü Jenkins commission have already been 
leaked: He is backing a system known as 
` Av-plus. Under the Av (alternative-votes) 
“system, instead of just putting a cross 
"against the candidate of their choice, 
voters would list candidates in or- 
"der, with preferences redistributed 
"until one person had more than 
. half the votes cast. This way, 
“there is no chance of a candi- 
‘date detested by a majority of 
| voters winning a seat because 
< of splits in the opposition— 
and votes for third-party can- 
didates are not wasted. But Av 
alone. does not necessarily 
guarantee that the strength of 
political parties in the House 
“of Commons will reflect. the 
| proportion of votes they get in 
the country at large, which is 
the main objective of the Lib- 
eral Democrats who invariably get a far 
higher proportion of votes than seats. So 
"Lord Jenkins, a senior member of the Lib 
Dems, prefers Av-plus. 
= The plus? On top of choosing their con- 
‘$tituency MP by alternative vote, voters 
|. would choose another sort of Mp: “top-up” 
* Mes whose seats would be distributed be- 
tween.the parties in proportion to their 
share of the votes. The Commons would 
“contain both ordinary constituency MPs 
and “top-up” MPs. Although the overall re- 
sult would not be strictly proportional, it 
would be more proportional (depending 
on the number of ordinary and “top-up” 
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MPs)than it is now. 

Critics of Av-plus say that it would be 
hard for two kinds of mp—those with tradi- 
tional constituency duties and those with- 
out—to sit together in the Commons. Oth- 


ers dislike the idea of party managers, . 


rather. than constituency organisations, 
choosing who to put on a list of “top-up” 
candidates. This approach was used to se- 
lect candidates for the coming Welsh and 













Scottish elections, and for the European 
Parliament, and is said to have favoured 
party hacks over independent spirits. 

Lord Jenkins has come up with a novel 
suggestion that he thinks answers both ob- 
jections. He has invented a way for "top- 
up" members to be responsible for particu- 
larcounties and districts, and to be selected 
locally instead of being placed on a central 
list. Voters may also be able to re-order the 
party lists—so even if party leaders relegate 
a fractious maverick to low down their list, 
he could stili do better than a favoured 
party apparatchik. 

His Lordship has also done what he can 


to reassure the Tories, who are set against: 
change, that his plan will in fact removethe 
present system's bias against them. But the 
really crucial political reactions will be: 
from the government, and from the Lib 
Dems, whose leader, Paddy Ashdown, has: 
bet his future on Mr Blair backing propor- 
tional representation. a 
So what will the prime ministerdo? The 
manifesto that won him the 1997 election 
promised a referendum on voting reform. 
His own cabinet is split—with, for example, 
Robin Cook, the foreign secretary, in favour 
of some form. of proportional representa- 
tion and John Prescott, the deputy prime © 
minister, against. The wider party is split, 
too. Individual mps know that a more pro- 
portional system is likely to mean fewer La~ 
bour seats, so there are careers on the line, 
The divisions in the party are not just be- 
tween left and right. But many on the left 
fear that a voting system that is likely to pro- 
duce Lib-Lab coalition governments will 
wrench New Labour even further from its 
trade-union and socialist roots: Many on 
the right hope for exactly this. 
So far Mr Blair has declared himself 
"unpersuaded" of the case for propor- ` 
tional representation. In principle, 
he could temain neutral, or even 
say that he opposes: Lord. Jen 
kins’s idea, But this would be. 
construed as a betrayal both o 
Lord Jenkins, a. friend and. 
mentor, and of Mr Ashdown. 
who has been lured into a cab- 
inet committee (and. lulled 
into merely “constructive” op- 
position in Parliament) by the 
expectation of reform. If Mr - 
Blair gives him nothing, Mr 
Ashdown's position as leader 
would be at risk, even though 
he would probably stay on 
long enough to see the Lib - 








ment elections early next year. : 
The prime minister is much more likely 
to welcome the report. But he may bx 
tempted to moderate his enthusiasm. He 
could thank Lord Jenkins for focusing the 
debate on a single specific alternative to the 
existing system. But he could also note that 
the commission's proposed solution 
would require time-consuming boundary 
changes and could not anyway be imple- 
mented until after the next election, 
thereby signalling that the promised ref- 
erendum could safely wait until just before 
or just after that election. He might reiterate 
his worries about proportional representa- 


6i 


BRITAIN 


tion, namely that it should not break the 
link between members and constituencies, 
or give too much power to small parties, or 
entrench permanent coalitions. 

Mr Ashdown may pretend to be more 
lukewarm than he really is. From him, a 
whole-hearted welcome would merely add 
to the suspicions of those in the Labour 
Party who assume that what is good for the 
Lib Dems cannot be good for them. He 
must also avoid giving the impression that 


he has given up too easily his own party’s 
dream of an ultra-proportional system of 
single transferable votes. But he will tell his 
party that Jenkins is at least a step in the 
right direction, whereas rejecting it would 
end hope of a new voting system for a gen- 
eration. Above all, the two party leaders 
will strive to dispel any suspicion that their 
reactions have been carefully choreo- 
graphed in advance, even if—heaven for- 
bid—they have. 
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Will Northern Ireland’s Nobel laureates be able to deliver permanent peace? 


HE award of the Nobel peace prize to 

David Trimble and John Hume 
prompted pride and satisfaction in North- 
ern Ireland—and an obvious question. Is 
the award premature? After all, the Nobel 
peace prize in 1976 was awarded to two 
Northern Irish women—Mairead Corrigan 
and Betty Williams—who led the Northern 
Ireland peace movement. But 20 more 
years of conflict lay ahead. 

Entwined with the future of the peace 
process is the future of the two men who 
have won the Nobel prize this time around. 
Mr Hume, the Catholic nationalist leader 
who did more than anyone else to map out 
and promote the present compromise, and 
wore himself out in the process, has already 
stepped back from front-rank involvement 
in politics. By contrast David Trimble, as 
leader of the Ulster Unionists, and first 
minister designate in the devolved govern- 
ment, will continue to play a central role in 
the day-to-day politics of Northern Ireland. 
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The Nobel citation neatly apportioned 
credit. The agreement reflected the princi- 
ples Mr Hume had stood for over decades, 
it said, while Mr Trimble had shown great 
courage at a critical stage. Bill Clinton’s en- 
voy to Northern Ireland, George Mitchell, 
who chaired the pre-agreement talks, put it 
more succinctly. Without Mr Hume there 
would have been no peace process, he said; 
without Mr Trimble, no agreement. 

The award celebrated a remarkable po- 
litical shift. Mr Trimble was elected party 
leader as a hardliner, essentially to block 
any attempts at compromise. He found 
himself pitched into negotiations when the 
IRA confounded unionists by calling a 
ceasefire. But he has stayed the course. 

Last summer's clashes, between march- 
ers from the Protestant Orange Order and 
police, pointed up the distance the uuP 
leader has travelled. In previous years he 
had led the marchers—but this time he 
called for an end to their protests, when 


civil disturbance culminated in an arson 
attack that killed three children. Those 
deaths drew a line between the unionist 
first minister and his unionist critics. The 
horror at the 29 deaths caused by IRA rene- 
gades in the Omagh bombing in August 
also strengthened Mr Trimble's hand, by 
increasing public pressure to make the 
peace deal work. 

Without doubt, the prospects for peace 
are now much brighter than when North- 
ern Ireland last attracted the attention of 
the Nobel committee. The peace women 
were ordinary citizens, protesting at the vi- 
olence engulfing their community. Messrs 
Trimble and Hume are leading politicians. 
Even more importantly, the major para- 
military groups have signed up to a peace 
agreement. Some republicans resented the 
fact that Gerry Adams, the leader of Sinn 
Fein, the IRA's political wing, was not in- 
cluded in the award. But it was quite clear 
that Mr Trimble would have refused to ac- 
cept a joint award with Mr Adams—and 
both communities had to be represented 
on the rostrum. 

But while the prospects of permanent 
peace are undoubtedly brighter than 20 
years ago, there are still big hurdles to cross. 
The vexed question of the disarmament of 
paramilitary groups, known as decommis- 
sioning, still has to be resolved. Mr Trimble 
says that Sinn Fein cannot hold ministerial 
posts in the new assembly’s executive com- 
mittee, as long as no move on decommis- 
sioning has been made by the IRA. Sinn 
Fein says the Good Friday agreement did 
not make executive posts dependent on 
prior decommissioning. The stand-off 
sounds childish, but it could yet under- 
mine the deal. 

But beneath the hard-line rhetoric, the 
signs are there that something will be 
worked out. Even the ultra-hardline Demo- 
cratic Unionists, led by the Reverend Ian 
Paisley, are quietly shifting. They make 
much of the decommissioning issue. But 
they are already working alongside Sinn 
Fein in committees of the new assembly. 
Although they accuse Mr Trimble of com- 
promise, the pup appears to be no keener 
on dismantling the new structures than are 
the other parties. 

Mr Trimble, for his part, goes into his 
annual party conference this weekend as- 
serting that progress will be made, with or 
without Sinn Fein. But Republican partici- 
pations is crucial to the deal and the Blair 
government is banking on Mr Trimble's 
ability to rephrase his demands. Though he 
has seemed progressively to cut off options, 
he also spoke this week of looking for “firm 
evidence” of decommissioning, rather than 
a specific handover of weaponry. Mr 
Hume, looking to a future as lauded elder 
statesman, must give daily thanks that this 
last protracted haggle is out of his hands. 

a 
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Race 


Words and deeds 


The British police and armed forces have long brushed institutional racism 
under the carpet. That is beginning to change 


OR the past few months, the British pa- 

pers have been full of harrowing details 
from the inquiry into the death of Stephen 
Lawrence, a black teenager murdered in 
London in 1993. The inquiry has focused 
on the horrifying mixture of incompetence 
and apparent indifference involved in the 
police investigation into his murder, which 
allowed the five white teenagers who prob- 
ably killed him to evade prosecution. But 
this tragic story may yet have a positive out- 
come. The level of public outrage over the 
Lawrence case may lead to real reform of 
the police. 

This week Jack Straw, the home secre- 
tary, announced that he will set recruit- 
ment targets for the number of black and 
Asian police officers in British forces. Mr 
Straw's commitment to reform, coupled 
with the impending publication of the 
findings of the Lawrence inquiry, may fi- 
nally compel Britain's police chiefs to 
tackle the problem of institutional racism 
in the country's constabularies. 

Cynics may doubt that anything will 
happen. After the Scarman report into the 
Brixton riots of 1981 similar promises were 
made. But relations between blacks and the 
police remain tense. Home Office figures 
suggest that blacks are eight times as likely 
to be stopped by the police as whites. Re- 
cruitment of blacks into the police force re- 
mains very low. "Scarman failed because it 
was not particularly critical of race-rela- 
tions practice in the police force. Instead it 
focused on the professionalism of police of- 
ficers and didn't capture the race issue,” ac- 
cording to Simon Holdaway, an ex-police 
officer, now a sociology professor at Shef- 
field University. 

But there are some grounds for hoping 
that things will be different this time. First, 
the Lawrence inquiry has race relations as 
its primary concern. Second, the govern- 
ment seems determined to put its full 
weight behind reform. Home Office minis- 
ters are warning that policemen who stand 
in the way of reform face the sack. Third, 
while the current focus of reform is on the 
police, changes are already under way in 
another notoriously racially exclusive Brit- 
ish institution, the armed forces. Even the 
Commission for Racial Equality (CRE), 
which has been highly critical of the armed 
forces in the past, is delighted with the steps 
the forces are now taking. 

Anyone wanting to understand how far 
things need to change need only compare 
the situation in Britain with that in the 
United States. In Britain ethnic minorities 
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make up 6% of the population—but only 
2% of the police force and a little over 1% of 
the armed forces. Blacks make up 12% of the 
American population, and 27% of army 
personnel. 

A conference to be held next month on 
equal opportunities in the British armed 
forces will be addressed by Colin Powell, 
the former chairman of America's Joint 
Chiefs of Staff and one of the most promi- 
nent blacks in the United States. He will 
highlight the success of affirmative-action 
programmes in the United States. "The key 
to the United States army's success was to 
get black people into positions of leader- 
ship, Charles Moskos of Northwestern 
University in Chicago explains. "This 
wasn't done by lowering the standards for 
black soldiers. Instead standards of train- 
ing and education were raised so that they 
could assume senior positions as quickly as 
possible" This approach worked: 9% of 
generals in the American army are black. 
Britain does not have one black or Asian 
army officer above the rank of colonel, nor 
is there a single black or Asian chief consta- 
ble in the police force. 

Reform is, at least, in hand in the armed 
forces. Until 1997 all allegations of racism 
were denied, despite stories such as that of 
former Grenadier Guardsman Richard 
Stokes. Guardsman Stokes, who is black, re- 
signed after three years of constant racial 
abuse and promotion rejections. The abuse 
he described was both verbal and physical, 


An all too rare sight 
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and any white officers who defended him 
were also abused. 

Stories like that of Guardsman Stokes 
eventually led to senior officers commis- 
sioning research into the experiences of 
black and Asian service-men and women. 
The results were devastating. The report 
showed harassment to be prevalent 
throughout the forces. This, combined with 
the threat of legal action by the CRE, 
shocked senior staff into action. There fol- 
lowed a consultation process with the CRE 
and the drawing up of what was described 
by the CRE as *a thundering set of propos- 
als" which were implemented in Septem- 
ber last year. 

A process independent of the com- 
mand structure was established to investi- 
gate allegations of racial harassment, a ra- 
cial-awareness education programme was 
launched—the first student was the Chief of 
Staff of the armed forces—and tough nu- 
merical targets were set for the recruitment 
of people from ethnic minorities. The army 
has alsosignificantly increased the amount 
of “out-reach” work it does in schools and 
ethnic communities. 

The reform of the British armed forces 
may now act as a model for the police. The 
second part of the Lawrence inquiry, to be 
published early next year, has the remark- 
ably wide remit of identifying "the lessons 
to be learned for the investigation and 
prosecution of racially motivated crimes". 
In effect the inquiry will be able to make 
recommendations for reforms in all areas 
of policing including recruitment policy, 
the internal *canteen" culture of the force, 
the investigation of racially motivated 
crimes, and the external relationship be- 
tween the police force and black and Asian 
people. It is a big undertaking. But it is also 
long overdue. 
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With friends like these 


HE Tories secretly admire him. The Liberal Democrats, not 

so secretly, want to join his winning team. So to hear people 
spit real bile at Tony Blair you have to visit his erstwhile friends 
; on the left, the Marxism Today crowd who likened 18 years.of 
| Conservative rule to the dark ages and danced on the rooftops 
on the sweet night of liberation when New Labour swept to 
power 18 months ago. 

Eighteen months is a long time in Blairdom. Ata party in 
Soho this week, the people who used to write Marxism Today 
(who defined Marxism out of existence and then did the decent 
thing by closing their paper down), came together to denounce 
New Labour and most of its works. Martin Jacques, the maga- 
zine’s former editor, told the 
throng that its one-off comeback 
issue would “mark a defining 
point in the debate about the Blair 
government”. To judge by the ab- 
| sence of Labour politicians at the 
party (there were more Tory MPs), 
that is an overstatement. But the 
comeback issue is a good read. its 
aim is to attack Mr Blair's drift to 
the right. Its unintended conse- 
quence is to make you realise how 
lucky it is that Mr Blair is in power 
and not these friends. 

The contributors to Marxism 
Today do not agree on every de- 
tail, but three elements of their in- 
dictment against Mr Blair stand 
out. They say that Mr Blair's con- 
stitutional reforms have not gone 
far enough. They say that New La- 
bour has not redistributed enough 
| wealth. And they are horrified by 
| Mr Blairs failure to react as they 
would to global capitalism's 
present difficulties, which their 
resident (and celebrated) histo- 
rian, Eric Hobsbawm, calls “the 
end of market fundamentalism”. 
| What to make of this critical tri- 
| dent? Only one of its prongs has 
the prime minister bang to rights. Anthony Barnett, who was 
founding director of Charter 88, says in his contribution that the 
government is schizophrenic on the constitution. In 18 months 
Mr Blair has delivered more reforms—a Scottish parliament, a 
London mayor, Lords reform and so on—than Harold Wilson 
managed after winning four elections. But Mr Barnett says that 
New Labour never goes all the way. Instead it practises consti- 
tutus interruptus: it has gorie wobbly on its promised freedom- 
of-information law, turned the Lords into “a crony chamber", 
postponed the arrival of that London mayor and refused to ac- 
knowledge that Scottish and Welsh devolution must and should 
reduce the authority of Parliament. Mr Barnett pokes wicked fun 
at Mr Blair's version of what passes for democratic accountabil- 
ity, and especially the nonsense of the selfcongratulatory “an- 
nual report" presented to obedient cabinet ministers and mysti- 
fied journalists in the prime minister's back garden. 

And the second prong? Whether New Labour is insuffi- 
ciently redistributive is a matter of taste. That it is redistributive 
is a matter of fact. The chancellor's first two ins ie did not 
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squeeze the pips of the rich. He had no mandate to do so. But. | 
independent analysis by the Institute for Fiscal Studies and oth- | 
ers shows that both budgets took money from the rich and gave | 
it to the poor. This is redistribution. As Geoff Mulgan, who wasa | 
frequent writer for the magazine in the 1980s but now works in | 
the heart of the despised Blair project at the Downing Street pol- | 
icy unit, points out in his exasperated contribution, one of | 
Labour's first acts was to clamp a £5 billion windfall tax on the | 
privatised utilities and apply the money to help for the unem- | 
ployed. In Bagehot's book too, this is redistribution. | 
It is, however, the final strand of Marxism Today'sattackon | 
Mr Blair that has the perverse effect of making you feel warmer | 
towards him. These people are | 
frankly thrilled by the recent may- | 
hem in the world economy. They | 
may be sorry about the damage in- | 
flicted on workers and savers, but 
there is also Schadenfreude galore. | 
Marxism Today went out of | 
business because Marxism did. | 
When airlines have a bad crash, | 
they stop advertising for a bit. It 
has come back for an encore be- 
cause its contributors hope that | 
capitalism is crashing too. They | 
find vindication in funny places. | 
li 
l 








Marxists today seem to think that 
Russia is in a desolate state be- 
cause the West tried to foist the free 
market on it, not for any reason re- 
motely connected with Marxism 
yesterday, or with Russia’s refusal 
to make reforms the West begged it 
to. Marxists today leap for joy 
when an economist as renowned 
as Paul Krugman suggests that 
there might after all be something 
to be said for capital controls. Isn't 
this evidence that capitalism— | 
sorry, neo-liberal free-market fun- | 
damentalism—is fallible after all? | 


Mr Krugman can answer for 
himself. But it is, shall one say, a bit 
ofa stretch to turn his argument for temporary capital controls 
in a country facing a crisis such as Malaysia’s into an argument 
for massive re-regulation of the world economy. 

Still less does any of this apply to Britain. The comeback | 
Marxism Today reprints a radio interview about capital con- | 
trols with Mr Blair last month. It does so, Mr Hobsbawm ex- | 
plained in a speech to his fellow revellers in Soho, to show Mr | 
Blair’s sad inability to understand the crisis overtaking global | 
capitalism. Instead of seizing this historic opportunity for plan- 
ners to grab control of the market, Mr Blair is passive. He treats | 
the global markets (much laughter in Soho) as if they were as 
impervious as the weather. He tells his interviewer merely that 
rapid ebbs and flows of international capital are.the way of the 
world and that the best thing Britain can do is to put its own 
economy in the fittest possible shape for the long term. 

Pathetic, say the Marxists of today, justas they said yesterday. 
They are as wrong now as they were then. New Labour has its 
vices, but has at least learnt not to see every crísis as an excuse to 
enlarge the work ofgovernments beyond theirpowerto do good. 
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SOCIAL INSURANCE 


ILL I have enough to live on when I retire? 

Will I get proper health care when I am sick, 
especially in old age? If11ose my job or become un- 
able to work, will I end up in poverty or dependent 
on charity? These are big questions for everyone, 
and across the world they are being asked with 
growing apprehension. 

Ever since 1889, when Otto von Bismarck, Prus- 
sia's "Iron Chancellor", introduced the first state 
pension, people have increasingly looked to gov- 
ernment to provide retirement income, health care 
and protection against poverty—which together are 
broadly called "social insurance". Britain got its 
first state pension in 1908, and its state-run Na- 
tional Health Service in 1948. America's Social Se- 
curity (the name for its state pension) was a product 
ofthe New Deal in the 1930s. 

Some countries took this further than others. 
Sweden went to the interventionist extreme, and 
America to the laisser-faire opposite. Even so, there 
are remarkable similarities. Throughout the OECD, 
gross public spending on social insurance eats up 
half of total government budgets, and accounts for 
between a sixth and a third of Gpp (see chart 1, next 
page). But there is now a widespread sense that this 
system—dubbed the “welfare state” in most coun- 
tries (except America, where welfare is narrowly de- 
fined as aid to the poor)-is in crisis. 








Problems, problems 

So far, in rich countries, policymakers have been 
notably reluctant to reconsider from first principles 
what role the state should play in pensions, health 
care and the rest. (Some poorer countries, out of 
sheer necessity, have already had to be more ad- 
venturous.) Yet the time is ripe for a fundamental 
rethink. Today’s systems of social insurance were 
devised for yesterday’s world. When Bismarck in- 
| vented the state pension, with a retirement age of 
65, average life expectancy was 45. Now, in the 
OECD, it is 76 and rising—yet state pensions can still 
be claimed at 65 or even less. 

| When most welfare states were created, a large 
| proportion of their population was poor. Not so to- 
| 

| 





day. In developed countries, most working adults 
pay tax, and most taxpayers will see some of their 
money redistributed to people less well-off than 
themselves. Moreover, social insurance in its 
present form was designed for a world in which 
men went out to work, women stayed at home and 
few people got divorced. Jobs were plentiful, and 
unemployment carried a strong social stigma. 

The problems that have sapped public confi- 
dence in social insurance will not go away; on the 
contrary, they are about to get a lot worse. The so- 
called *demographic time-bomb" has a short fuse. 
Populations in rich countries are ageing fast as the 
baby-boomer generation heads towards retirement 
and birth rates decline. If current social-insurance 
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promises are to be honoured, spending on state 
pensions will have to go up steeply, which means a 
sharp rise in taxes. Older people are also by far the 
heaviest users of health care, which will increase the 
strain on public finances. Even in America, which 
relies far more on private health insurance than 
other OECD countries, health care for the elderly is 
largely paid for out of taxation. 

The sort of tax rates implied by unreformed so- 
cial-insurance systems threaten not just a loss of 
economic competitiveness, but something worse. 
As a new book, *Boomernomics"*, foretells it, 
“Generational warfare erupts as the baby boomers’ 
children and grandchildren revolt against punitive 
tax increases needed to care for the elderly boomers. 
Inflation makes an insidious comeback as govern- 
ment deficits and debt explode... Young invest- 
ment strategists overseas dismiss the United States 
along with other G7 nations as poorly run nursing 
homes in terminal decline.” 

In many countries, social insurance is being 


*"Boomernomics: The Future of Your Money in the Upcoming Gen- 
erational Warfare", by William Sterling and Stephen Waite. 
Ballantine, 1998 
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blamed for worsening some of the problems it was 
supposed to solve. In Germany, where over 10% of 
the workforce is unemployed, high social-security 
contributions have become a severe tax on jobs. 
They already equal 20% of an employee's gross in- 
come (half paid by the worker, half by the em- 
ployer); at the height of the demographic squeeze, 
this is forecast to reach 30%. 

Meanwhile, benefits for the jobless may dis- 
courage the recipients from looking for work, mak- 
ing them increasingly dependent on the state; and 
aid tosingle mothers has been blamed, most loudly 
in America and Britain, for encouraging women to 
have children they cannot afford, and for discour- 
aging marriage. 

The most sensible way to rethink social insur- 
ance is to get away from all the ideology and instead 
ask, what works? This will not necessarily produce a 
perfect blueprint to suit every country. Any social- 
insurance system involves value judgments, and 
different societies have different values and differ- 
ent cultures that need to be accommodated. Yet 
these differences are easy to exaggerate, and there is 
plenty to be learnt from comparing different sys- 
tems about what does, or does not, work. 

Answering that question means being open- 
minded about the possibility that the private sector 
may replace much of what is now done by govern- 
ment, while admitting that there may be things that 
government can do better than private business, or 
even that only government can do. Since the state's 
role is now largely taken for granted, this survey will 
concentrate on the part private firms should play in 
social insurance in future. 

On the face of it, that part should be large. Al- 
though they do not shout about it, governments are 
keen to shift more welfare provision into private 
hands to keep public spending under control and 
to avoid having to raise taxes or cut benefits. In 
many rich countries the private share of social in- 
surance has been edging up in recent years. 


Private bonanza? 


Private firms, particularly insurers and fund-man- 
agement companies, are licking their lips at the 
prospect of all that new business. The recent wave 
of mergers between insurers, banks, brokerages and 
fund-management firms, and the rapid global ex- 
pansion of American financial firms, were 
prompted partly by the expectation that individ- 
uals everywhere would be given more responsibil- 
ity for managing their own affairs. 

There are good theoretical grounds for thinking 
that competing, profit-seeking companies would 
not suffer from the more glaring weaknesses of 
state-provided social insurance. These range from 
monopoly problems, such as lack of choice, innova- 
tion and accountability to customers, to political 
interference. In reality, though, privatising welfare 
faces many obstacles. The biggest of these, every- 
where, is the electorate, which is generally opposed 
to privatisation, even though it also disapproves of 
higher taxes. But even leaving the voters to one side, 
not everybody in the private sector is convinced. 
Mark Boléat, director-general of the Association of 
British Insurers, fears that in all the talk of opportu- 
nities, “there is perhaps a confusion between vol- 
ume of business and profitability." And recent ex- 
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amples of private provision replacing state social 
insurance have been a mixed success. 

Some of this may be due to teething troubles, 
but the business of insurance is also notoriously 
prone to market failure. Kenneth Arrow, a Nobel- 
prize-winning economist at Stanford University, 
argues that the distortions to the allocation of re- 
sources caused by *the inherent difficulty in estab- 
lishing certain markets for insurance" is *one ofthe 
strongest criticisms ofa system of freely competitive 
markets." 

One such market failure is "adverse selection". 
Buyers of insurance tend to have a better idea of 
how risky they are than the insurer, so if the pre- 
mium is based on average risk, only people of aver- 
age risk and above will buy the policy. That means 
the insurer will lose money. Another market failure 
is “moral hazard". Once insured, people will worry 
less about that particular risk, so they may take less 
care to avoid it than they would without insurance. 
That means insurers may end up paying out more 
than they expected. A further difficulty is that uncer- 
tainty about the size of future claims may make it 
impossible to set a realistic price for the insurance. 
This is a particular problem for policies providing 
cover far into the future. 

In theory, at least, governments have a unique 
advantage in dealing with these market failures— 
though putting this into practice is another matter. 
Adverse selection can be overcome by making the 
insurance compulsory for everyone, thus allowing 
itto be profitable when priced for an average risk. A 
government's legal powers may enable it to reduce 
moral hazard by laying down strict rules on peo- 
ple's conduct once they are insured, and to monitor 
and enforce these rules more rigorously than a pri- 
vate firm could. The problem of uncertainty about 
future costs can be reduced by committing future 
generations of taxpayers to pick up whatever the 
bill turnsout to be—though one ofthe main reasons 
that welfare states are now in difficulties is that the 
public is no longer convinced that future taxpayers 
will pay up. 

Because of these market failures, the privatisa- 
tion of social insurance may often require some 
sort of government regulation to make it work. It 
has already become clear that getting this regula- 
tion right is crucial to the success of the transition, 
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and that getting it wrong is all too easy. 

Social insurance will always be a mixture of 
public and private provision. But what is the right 
balance between the two? There seems to be a com- 
pelling case for privatising pensions for most of the 
population. The market failures affecting private 
pensions are manageable. That would leave the 
state simply to provide a safety net for the poor. 

Health care is much trickier. Market failures, 
particularly adverse selection and long-term uncer- 
tainty about costs, mean that, left alone, the private 
sector is likely to provide only limited health insur- 
ance that will fall short of most people’s lifetime 
needs. There is a strong case for letting private firms 
provide the health care even if much of the funding 
comes from the taxpayer. And there may be scope 
for private health-care products that fall short of full 
insurance but give patients more choice, and con- 
front them with some of the cost implications. 

The biggest problem everywhere is to deflate the 
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public’s unrealistic expectations about how much 
care can be provided at a given level of expenditure, 
whatever the public-private split. The current crisis 
in the welfare state is due in large part to previous 
generations of voters’ insistence that the state 
should play Santa Claus, and to politicians’ un- 
willingness to disappoint them. 

Reformers will also need to face up to some 
hard questions about the redistribution of wealth. 
In most developed countries (though least so in 
America) a hefty transfer of money from rich to 
poor is at the heart of the social-insurance system. 
The private sector can channel voluntary redistri- 
bution through charity, but only the state can le- 
gally take money from the rich and give it to the 
poor. Any reform of the welfare state must spell out 
how much redistribution that will involve. Here, 
“What works?” may not be the right question. 

But before turning to what does work, the next 
section will take a closer look at what does not. 





The end of the road 


N THE 200 years since Thomas Malthus forecast 

that population growth would result in mass 
starvation, dire predictions based on demographic 
trends have come to be taken with a pinch of salt. 
Yet it is hard to argue with forecasts that greying 
baby-boomers will wreak havoc on the rich world’s 
social-insurance systems unless something is done 
fast.And in many countries there is no need to wait: 
the welfare state is in trouble already. 

Public spending on social insurance is heavy 
across the OECD, though there may be arguments 
about the precise numbers (see box, next page). This 
spending has taken its toll on economic competi- 
tiveness, particularly in Europe. Yet spending 
money on social insurance is not necessarily a bad 
idea. A minimal level of protection is likely to have 
economic benefits, encouraging entrepreneurs by 
limiting their risks and maintaining social har- 
mony in hard economic times. Little has been 
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heard of late from the commentators who not long 
ago attributed the rapid growth of Asia’s tiger econ- 
omies to the absence of a welfare state. 

Moreover, health care, pensions and, arguably, 
redistribution of wealth are all examples of what 
economists call “luxury goods”: as people, or coun- 
tries, get richer, they spend a growing share of their 
income on them. The trick is to ensure that the cost 
of providing such social insurance does not exceed 
its economic benefits. In that respect, many coun- 
tries have been failing, to varying degrees. 

Social insurance need not even involve spend- 
ing: it can also be delivered through laws and regu- 
lations. Many economists argue that government 
regulations that cause rigidities in the labour mar- 
ket, particularly by making it hard to fire workers or 
vary their hours, raise a country’s unemployment 
rate above what it would be with greater labour- 
market flexibility. This helps explain why America 
has a much lower unemployment rate than France. 

Clearly the availability of social insurance, 
whether delivered through spending or regulation, 
changes people's behaviour. If in many countries 
people are retiring ever earlier, they may simply be 
responding rationally to the financial incentives 
built into their particular state pension scheme. By 
contrast, Japan, which imposes relatively low taxes 
on older workers' earnings, has one of the world's 
highest employment rates among the over-60s. 

Protection can also breed dependency. Some 
benefits, notably for the unemployed, have 
changed character, from temporary safety net to 
permanent support, thus discouraging self-help. In 
America, Charles Murray, a sociologist, leads a 
group of right-wingers who argue that assistance to 
the poor, by cushioning the short-term conse- 
quences of irresponsible behaviour, masks the 
long-term effects. It therefore encourages people to 
act against their own best long-term interests. 

But similar criticisms have also come from the 
left. In Britain, Frank Field, a Labour mp, has 
slammed means-tested welfare payments, claiming 
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they cause people to lie about their income and en- 
courage idleness. Although Mr Field quit his minis- 
terial job in July, some of his ideas have been taken 
up by the prime minister, Tony Blair. 

Some economists even blame state pensions for 
the breakdown of family life and the declining 
birth rate. If the state provides for old age, the argu- 
ment goes, people do not feel the need to save or 
have children to look after them later in life (which 
was the main form of social insurance for the el- 
derly before state pensions). A recent study of 49 
countries between 1960 and 1989 found that higher 
state pensions went hand in hand with lower fertil- 
ity, fewer marriages and more divorces, and a lower 
savings rate*. 

The welfare state is also accused of behaving like 
a monopoly, depriving consumers of choice. The 
problems range from compulsory sharing of rooms 
in hospital to stipulating that everybody should re- 
tire at more or less the same age. The system suffers 
from inertia and lack of innovation. Mark Pauly, an 
economist at the Wharton School in Philadelphia, 
points to the example of Medicare, America’s pub- 
licly funded health-care programme for the elderly. 
When this was created in 1965, its coverage was very 
similar to that of the best private health-insurance 
policies. It still offers the same sort of coverage to- 
day, but meanwhile the range of treatments offered 
by good private policies has expanded dramati- 
cally, making Medicare look mean. 

In many countries, the tasks of administering 
benefits to the unemployed and trying to help them 
get a job are handled by different government de- 


*"Social Security and the Real Economy: An Inquiry into Some Ne- 
glected Issues”, by Isaac Ehrlich and Jian-Guo Zhong. American Eco- 
nomic Review, May 1998 


partments. It is now widely accepted that these two 
roles should be combined, but little is being done 
about it, if only because those involved fear they 
might lose their own jobs and influence. 

State-run welfare systems are also open to politi- 
cal manipulation. In recent years, politicians in sev- 
eral countries have tried to keep the official unem- 
ployment figures down by encouraging some recip- 
ients of jobless benefit to switch to disability 
benefit. Many of the people who made the switch 
were not so badly disabled that they could not 
work, but once they were drawing disability benefit 
they had no incentive to get another job. 

More important, politicians have little to lose 
by promising generous social-insurance payments 
far into the future. However, when these promises 
are broken, public confidence in the system is un- 
dermined, and voters may become unwilling to let 
the government play its role in spreading risk be- 
tween current and future generations, says David 
Moss, an economist at Harvard Business School. 


Baby boom, baby bust 


But it is tax and spending problems that are the big- 
gest worry in most countries. As chart 3 on the next 
page shows, in countries where public spending on 
social insurance is high, taxes and social-security 
contributions account for a large slice of total la- 
bour costs. Over the past two decades, this “tax 
wedge" has risen in 15 out of 23 OECD countries; in 
Italy, Germany and several others, firms have to 
shell out more than twice as much in total employ- 
ment costs as their workers on average earnings re- 
ceive in their pay packets. That will hardly encour- 
age them to create jobs. 

But finding alternatives to taxing labour is hard, 
and likely to get much harder because of 





gross figures ignore the fact that the 


Spot the difference 


T FIRST sight, spending on social in- 
surance seems to vary enormously 
from country to country. But on closer 
examination, the differences seem to 
shrink. In "The Growing Role of Private 
Social Benefits", an OECD working pa- 
per published earlier this year, Willem 
Adema and Marcel Einerhand, two 
economists, challenge the conventional 
measures of social spending used in 





cross-country comparisons. Using fig- 
ures for 1993 (updated in chart 2 to 
1995), they calculated social spending in 
some of the world's richest countries in 
several different ways. 

The usual yardstick, gross public so- 
cial expenditure, showed Sweden to be 
much the biggest spender, at over 36% of 
GDP, America the smallest, at 17%, and 
the others in-between. However, these 
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three continental European countries 
tax benefits such as unemployment pay, 
whereas America and Britain do not. If 
net current public expenditure is used 
instead, the gap between high and low 
spenders narrows. 

On top of this, some governments 
require private companies to provide 
social benefits, notably sick pay and 
workers’ compensation for industrial 
accidents. They also offer tax incentives 
to encourage firms or individuals to 
provide private social benefits, such as 
pensions. After adjusting net public 
benefits for the net value of these gov- 
ernment-fostered private benefits, the 
gap between Sweden's and America's 
total social spending shrinks to a mere 
2.5 percentage points, and Germany be- 
comes the biggest social spender. 

Which goes to show that total spend- 
ing is only one part of the story. Who 
does the spending, how efficiently, and 
what other non-financial forms of wel- 
fare are available may be just as impor- 
tant in understanding a country's so- 
cial-insurance system. 
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globalisation. Imposing new taxes on individuals is 
politically problematic, and trying to tax capital is 
likely to be unrewarding: the money will simply 
move elsewhere. Firms are abandoning any loyalty 
they may once have had to their home country in 
pursuit of cost-effective locations. Note how in the 
past few years many of Germany's best-known com- 
panies have expanded rapidly overseas. Nor would 
higher borrowing help. Most governments already 
borrow too much, and want to reduce their deficit. 
Besides, borrowing simply puts off hard choices; it 
does not solve anything. 

Yet demands on public-sector budgets are about 
to become much more pressing, creating problems 
even in those countries where social-insurance 
costs are currently manageable. Demography, after 
a favourable decade or so, is about to turn against 
the state (see chart 4). In Germany, which along with 
Japan faces perhaps the most severe problems in 
the OECD, the over-60s' share of the population is 
forecast to rise from 21% now to a peak of 36% in 
2035. In Japan, the cost of state pensions is expected 
to quadruple by 2030; and in America, contribu- 
tions to Social Security may rise from 11.5% of gross 
earnings to around 18% in 2030. Britain will largely 
escape such problems because it sharply scaled 
back increases in state pensions in the 1980s— 
though at the price of more pensioners in poverty. 

However, pensions are not the only extra costs 
that countries with ageing populations will face. 
Health care for many more old people, and long- 
term care for people unable to look after them- 
selves, will add to the bill. According to Victor 
Fuchs, an economist at Stanford University, health- 
care expenses for the average person over 65 are 
three times the figure for those below that age; and 
for the over-85s the figure is three times that for 
those aged 65-74. Mr Fuchs estimates that health 
care for the elderly could consume up to 10% of 
America’s GDP if current trends continue, more 
than twice the present share. If Medicare continues 
to pay the bills, taxes will have to rise sharply. In 
Germany, too, contributions towards health care 
are forecast to rise from 12.5% of gross income to 
17.5% at the crest of the grey wave. 

Malthus was wrong. Could these gloomy projec- 
tions prove equally mistaken? One way of averting 
them would be to crank up the birth rate in rich 
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countries; but any reversal of the trend towards 
fewer children would have to be dramatic to make 
much difference. More plausibly, such few children 
as are born may turn out to be better educated, 
healthier and more motivated than those of previ- 
ous generations, giving them much greater earnings 
power than is assumed in the projections. If so, 
however, taxing them might be tricky, as they would 
be just the sort of people who would nimbly side- 
step harsh tax regimes. 

Countries with ageing populations could ease 
their restrictions on immigration, particularly for 
younger workers, but again it would take a huge in- 
flux to make much difference. For example, Axel 
Bórsch-Supan, an economist at the University of 
Mannheim, calculates that to compensate for Ger- 
many’s population ageing, and assuming that the 
new immigrants will have a similar age profile to 
those currently migrating there, Germany would 
need a net 800,000 newcomers every year until 
2035. Politically, that would be a non-starter. 

It is not inconceivable that tomorrow’s workers 
will bea lot wealthier than today’s, so will not mind 
handing over a much larger chunk of their pay to 
keep retired baby-boomers in comfort, but it seems 
unwise to rely on it. And best not to depend, either, 
on suggestions from the wilder fringe that volun- 
tary euthanasia may solve the problem. There 
seems nothing for it but radical change. The best 
hope of achieving that is to harness the private sec- 
tor, and the most promising area is pension reform. 
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Retiring the state pension 


For most people, a 
private pension 
would be better 














DA MAY FULLER, who in 1940 became the first 

American to receive a regular Social Security 
pension, paid $25 into the system before she retired. 
By the time she died in 1975, aged 100, she had re- 
ceived benefits totalling $23,000. If every state pen- 
sion delivered that rate of return, the private sav- 
ings industry would be dead and buried. But for 
most people, a private pension would be an im- 
provement on anything the state can offer. 

Even so, the case for privatising state pensions is 
not as straightforward as is often claimed. True, 
switching to a private pension might well produce 
a bigger pension for the same money, boost savings 
and growth and help to defuse the demographic 
time-bomb; but there is no guarantee that it will do 
any of these things. 

In most countries, the state got into the pension 
business to ease poverty among the elderly. As a re- 
sult, state pensions—such as America’s Social Secu- 
rity—are typically “pay-as-you-go”. Unlike contribu- 
tions to “funded” private pensions, the money put 
in by each generation of workers is not invested to 
pay for their own retirement, but goes straight out 
again to finance the pensions of those already re- 
tired. The young at any point in time pay the old. In 
developed countries, poverty in old age has become 
much less common, no doubt partly thanks to state 
pensions. But are they still needed? 


Updating Bismarck 
Opponents of privatisation cite three main argu- 
ments against it. First, investing in private pensions 
involves too much risk. If share prices were to crash, 
a private pension might not be enough to live on. 
Alternatively, the private pension provider might 
go bust. In either case, the state would have to step 
in. Second, left to themselves, people might not save 
enough for retirement—either because they do not 
know enough about investment, or because they 
will assume that they will not be left to starve in 
their old age. Third, the private sector has no mecha- 
nism to allow current generations to make un- 
breakable contracts with generations not yet born. 
Unlike a government, it is therefore unable to offer 
an absolute guarantee that current contributors 
will get a pension when they retire. 

None of these arguments can be dismissed en- 
tirely. Investing in financial markets is certainly 





Born to keep the pensions coming 


risky, as this year’s volatility in share and bond 
prices has made painfully clear. Some Wall Street 
pundits predict that share prices will plunge as re- 
tiring baby-boomers pull their money out of the 
market, just as heavy investment by the boomers 
was responsible for the dizzy rises of recent years. 
But higher risk also offers the chance of higher re- 
turns. Moreover, as people demand more control 
over their risks, financial firms are starting to de- 
velop the instruments to provide it. For example, 
Alliance & Leicester, a British bank, sells a Guaran- 
teed Investment Bond, promising, at a price, “the 
potential growth of a stockmarket investment with- 
out any of the risk.” 

Whether people will save enough if left to their 
own devices is more debatable. At present, there is 
some evidence that they save too little. A recent pa- 
per by Olivia Mitchell and James Moore of the 
Wharton School found that Americans in their 50s 
would typically need to save 16% more of their gross 
income to maintain current consumption in retire- 
ment, and the poorest among them fell 38% short. 
According to the Brookings Institution, a Washing- 
ton think-tank, 31% of working adults in America 
are not saving for retirement at all. 

On the other hand, many elderly people have 
more money than they need. According to figures 
from the OECD, in most rich countries the over-65s 
have higher incomes than the under-30s, and real 
living standards rise immediately after retirement. 
Except in America, retired people at all levels of in- 
come continue to save. Most people leave some- 
thing behind when they die. 

There are good reasons to expect people to be 
bad at retirement planning. Financial products are 
often complex. People buy them only rarely, and 
may not find out until many years later if they were 
any good. This can leave savers vulnerable to sharp 
salesmen. For example, in Britain in the late 1980s, 
thousands of members of company pension plans 
were persuaded to switch out of them into personal 
pensions, even though they would have been much 
better off staying put. Many of Britain's top pension 
firms have had to pay large sums in compensation. 

Governments are indeed able to contract with 
future generations of taxpayers, but there is a risk 
that future generations will not honour the prom- 
ises that politicians have made in the past. One sur- 
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vey suggests that more young Americans believe in 
UFOs than believe they will ever receive a dime of 
their Social Security pension. 

One drawback of state pay-as-you-go pensions 
is that they offer no opportunity to hold a diversi- 
fied portfolio of assets—equities, bonds, property 
and so on—and therefore miss out on the most effi- 
cient combination of risks and returns. A possible 
solution would be to allow state pension funds to 
invest some of the contributions in shares. This is 
what happens, in theory at least, in Singapore 
(through the Central Provident Fund, into which 
workers must pay 20% of their salary), and the idea 
is now being seriously debated in America. It could 
give everybody a stake in the equity market. Econo- 
mies of scale mean that governments should be 
able to invest at lower cost than anybody else. 

Against that, though, there would be huge politi- 
cal risks. Singapore's Provident Fund, for example, 
earns low returns, thanks to a politically driven in- 
vestment strategy. If the stockmarket were to 
underperform, the government could face a tricky 
choice between paying lower pensions or raising 
taxes. Indeed, a potential bias in the system might 
well worsen the under-funding problem: benefits 
would be more likely to go up in good years for 
shares than come down in bad years. 

At the opposite extreme, governments could 
simply get out ofthe pensions business and let peo- 
ple make their own retirement-savings decisions. 
But this seems unlikely to happen. Some people 
will always be too poor to make their own provi- 
sion, and others will not bother. The cost of this 
moral hazard can be minimised, however, by re- 
quiring workers able to do so to invest enough of 
their salary in a pension to ensure that, barring 
emergencies, they will not need the safety net. Chile 
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(amonga growing number of developing countries) 
has such a pension scheme, which works well, if not 
perfectly (see box). So does Australia. 

But if there is to be compulsion, to whom 
should it apply? And what sort of fund should the 
money be invested in? Pension funds come in three 
main varieties: defined-benefit funds, which pay a 
fairly predictable pension related to the workers 
salary; and two sorts of defined-contribution 
schemes, where the pension reflects the investment 
returns on the money paid in. The first sort of de- 
fined-contribution scheme delegates the invest- 
ment process entirely to professional managers, as 
is done with personal pensions in Britain. The sec- 
ond sort gives the saver an element of control over 
his investment, as in America's 401(k) plans. These 
typically allow him to move the money in the ac- 
count among a selection of mutual funds, as well as 
into his own company stock. 


Watch the snags 
Each of these varieties carries different risks and 
costs. Defined-benefit schemes involve less uncer- 
tainty about the size of pensions, but may earn 
lower returns on the money put in than defined- 
contribution funds. When provided by employers, 
they may cause rigidities in the labour market by 
penalising workers who move to another company. 
Defined-contribution pensions have more vola- 
tile returns, and can have higher management 
costs, in marketing and, for funds such as 401(k), the 
infrastructure to give people control over their as- 
sets. If savers lack basic investment skills, the funds 
they manage themselves may be riskier than profes- 
sionally run funds—or else more risk-averse, which 
may be worse. But new technology may soon over- 
come such drawbacks. For example, Financial En- 

















From Chile, with a pinch of salt 


LAN GREENSPAN, the chairman of 
the Federal Reserve, and Milton 
Friedman, one of the world's better- 
known economists, are among those 
converted by the evangelistic fervour of 
Jose Pinera. In 1981, as Chile's labour 
minister, Mr Pinera set up a funded 
pension system to replace his country's 


| bankrupt pay-as-you-go scheme. The 


scheme required workers to pay 10% of 
their income a year into a private retire- 
ment account of their choice which they 
owned and controlled. Although it 
started life under General Pinochet's 
military dictatorship, this is now 
viewed around the world as a model for 
privatised pensions. Mr Pinera has 
taken to travelling the world, exhorting 
others to follow in Chile’s footsteps. 

Yet although the system remains 
popular at home, thanks to average real 
annual returns of 13% during its first 15 
years, Chileans are by no means uncriti- 
cal. During the past year or so the stock- 
market has performed poorly, and re- 
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cent returns on the funds have been 
negative. Moreover, charges levied by 
the fund-management companies have 
failed to come down. According to Sal- 
vador Valdes-Prieto of the Catholic Uni- 
versity in Santiago, these charges eat up 
nearly 3% of each investor's income, or 
around 18% of total contributions. Mar- 
keting costs have remained high. 

The scheme is compulsory only for 
those in formal, regular jobs, so only 
2.5m of the country’s labour force of 
5.6m are currently contributing. People 
in the informal sector can join, but few 
bother. And since many of them live in 
rural areas and do not earn a lot, pen- 
sion-fund companies do not try very 
hard to recruit them either. 

Fund managers used to face severe 
restrictions on investing overseas, and 
even now the funds are still 99% in- 
vested in Chile. This is largely because 
fund managers face a huge disincentive 
to doing anything different from any- 
body else. If a fund's return in any 12- 


month period is over two percentage 
points below the average for all funds, 
the management firm has to make good 
the shortfall from its own capital. Yet 
there is no reward for outperformance. 
Not surprisingly, therefore, all the funds 
have similar portfolios. This prevents 
investors from making prudent changes 
to the risk profile of their fund as they 
get older. 

“It is the idea behind the Chilean 
system that people should copy, not 
necessarily how Chile does it in prac- 
tice," concedes Mr Pinera. Many of the 
present problems stem from rules 
drawn up to make sure the transition 
from pay-as-you-go to funded system 
succeeded. They should have been 
scrapped years ago, he says. But the left- 
ish democratic governments in power 
since General Pinochet stepped down 
in 1989 have been slow to make 
changes. "The paradox", says Mr Pinera, 
"is that all those who designed the sys- 
tem want it liberalised, whereas those 
who originally opposed it won't touch 
it They have become more Catholic 
than the Pope." 
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Done paying 


gines, a Silicon Valley business co-founded by Bill 
Sharpe, a Nobel-prize-winning economist, has just 
launched sAGEIs, an Internet-based system that 
helps 401(k) investors work out how much risk they 
want to take and how much retirement income 
they need, then uses cutting-edge financial theory 
and huge computing power to tell them how likely 
they are to achieve their goal. 

One of the simplest ways of reducing the cost of 
state pensions would be to raise the retirement age 
and make early retirement less attractive. At 
present, most state systems offer built-in incentives 
to retire early, and many workers have taken the 
hint. Labour-force participation of men aged 60-64 
has declined from over 80% in most rich countries 
in 1960 to 50% in America and below 35% in Ger- 
many, Italy and France. If governments were to re- 
move these incentives and raise the retirement age, 
people might simply choose to retire later rather 








than make private provision to fill the gap. 

Compelling people to save more than they want 
to is not easy. In the first five years after payments 
into Australia’s Superannuation funds were made 
compulsory, contributors squirrelled away A$180 
billion ($110 billion) into the funds—but increased 
their borrowing by almost as much, according to 
Vince FitzGerald of Allen Consulting in Mel- 
bourne. The Australian government has now aban- 
doned plans to increase the rate of compulsory Su- 
perannuation contributions from 9% of salary to 
12%. At the same time it has steeply raised the in- 
come threshold above which workers have to con- 
tribute, from A$5,400 a year to'A$11,800. 

That raises the question of what to do about 
pensions for people on low incomes. Forcing them 
into funded pensions they cannot afford would be 
impractical. Yet if the government were to pay to- 
wards a funded pension on their behalf, that would 
increase public spending in the short term and 
deepen the poverty trap. Low-income earners 
would be discouraged from looking for better-paid 
work, because they might have to pay their own 
pension contributions. Moreover, the management 
costs of a funded pension might eat up most of the 
contributions of low-income earners, giving them a 
lower return than people on higher pay. 


Introducing new pension schemes can be ex- 
pensive. The launch of Argentina's private funds in 
1994 cost around $600m, most of which went on a 
huge advertising campaign. Starting up Mexico's 
new system in 1997 is estimated to have cost 
$500m. But Bolivia's new pension scheme, intro- 
duced this year, was launched for next to nothing. 
For the first year the government simply allocated 
every eligible adult to one of two pension funds; 
switching will be allowed later. In Australia, Su- 
perannuation funds run, in effect, by trade unions 
put pressure on the financial companies to come 
up with simple, low-cost investment products, driv- 
ing costs down across the industry. 

The biggest political obstacle to introducing 
funded private pensions is the transition from the 
current pay-as-you-go system. The generation that 
will lose its state pensions still has to contribute to 
the pensions of older baby-boomers who have al- 
ready retired or are too close to retirement to build 
up a decent private pension. That is why American 
proposals to "save Social Security" by diverting 
some of current workers' Social-Security contribu- 
tions into personal funded pensions are mislead- 
ing. Every dime diverted from social-security con- 
tributions reduces the money available to pay the 
pensions of people still in Social Security, so wors- 
ening the funding problem. 

Supporters of funded pensions have done a bit 
ofoptimistic number-crunching to suggest that this 
will not matter very much. Some of these calcula- 
tions assume that money invested in personal pen- 
sions will go on earning the sort of soaraway re- 
turns that shares have generated in the recent bull 
market, which seems unlikely. But even ifthe transi- 
tion to funded pensions could somehow be man- 
aged painlessly, it would still not resolve all the de- 
mographic problems. People in retirement will still 
be living off those in work; and unless older people 
work for longer, the ratio of pensioners to workers 
will still rise sharply. Or could these problems be 
avoided with a bit of economic magic? One idea is 
that buying shares in foreign countries with youn- 
ger populations will reduce the demographic pain 
at home, although the volume of such investment 
would have to be huge. And there are hopes that 
funded pensions might increase the rate of savings 
in America and could do the same elsewhere, which 
in turn would raise the rate of economic growth. 

Since Chile introduced its funded retirement 
accounts, its national savings rate has doubled to 
25% of GDP. However, according to Klaus Schmidt- 
Hebbel, an economist at Chile's central bank, this 
was largely due to other reforms to boost savings, 
introduced at the same time. In Australia, as we 
have seen, funded pensions have so far had a negli- 
gible impact on saving. According to Olivia Mitch- 
ell, in a developed economy such as America, which 
has already done a great deal to encourage saving, 
funded pensions would probably boost private sav- 
ings only modestly. The main benefits would be 
diversified portfolios and reduced political risk. 

That may fall short of perfection, but it clearly 
justifies moving some way in the direction of pri- 
vate funded pensions. Whether the private sector 
can do much to solve the problems of health care is 
less certain. 
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Out of sorts 


h demone may give a lift to many an ageing Lo- 
thario, but the anti-impotence drug launched 
earlier this year has given health-care providers 
around the world a headache. In America, some pri- 
vate health insurers have refused to pay for the drug, 
and in Britain it is currently unavailable on the Na- 
tional Health Service, pending a government deci- 
sion on its use. 

The reaction to Viagra suggests that the British 
and American health-care systems have more in 
common than is often supposed. Neither system— 
nor any other, for that matter—seems to have good 
answers to the problems of ageing populations, in- 
novation in treatments and drugs, and the need to 
ration supply in the face of potentially unlimited 
demand. Can the private sector help? 

Critics of private health care like to compare 
Britain and America. In the red corner, Britain, with 
its popular state-funded National Health Service 
(just turned 50), spends only 7% of its GDP on health 
care. In the feeling-blue corner, America, with its 
mainly private-insurance-based system, spends 
14% of Gpr on health (see chart 5). Yet despite 
spending proportionately twice as much as Britons, 
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Americans appear to have little to show for it. 

As always, the real world is more complicated 
than the statistics suggest. Every poll confirms that 
the British love their health service, but they also 
grumble endlessly about its waiting lists and its 
crumbling buildings. Tony Blair was elected on a 
promise to increase government health spending 
asa share ofGDr.As for the American system, it may 
deliver better care than the headline numbers sug- 
gest. Most new medical techniques, technologies 
and drugs become available in America before any- 
where else. When the world’s rich want the best 
treatment money can buy, they usually head there. 

Besides, America’s health-care system is any- 
thing but a model of unconstrained private-sector 
forces at work. True, public spending on health care 
in America accounts for a smaller share of the total 
than in any other OECD country, but it has been 
bucking the trend by growing steadily, from only 
25% in 1960 to nearly half now. As the post-war 
baby-boomer generation reaches retirement age, 
pushing up spending on Medicare (the government 
health-care programme for the elderly), that share is 
set to rise further. 

Nor is that all. Tax breaks to encourage employ- 
ers to buy private health insurance for their employ- 
ees—which is the way most American workers ob- 
tain their health cover—amount to 0.75% of GDP. 
And the state has been steadily stepping up its regu- 
lation of private health care, for instance by laying 
down what sorts of treatment health insurance 
must include. 


Market casualty 


It is not really surprising that governments all over 
the world are so deeply involved in health care. A 
purely private market for health insurance is un- 
likely to work well. Poorer people may not be able to 
afford it (note, for example, that 40m Americans 
have no health insurance); and it may be subject to 
adverse selection, particularly among the elderly, so 
insurers pricing on the basis of average risk will lose 
money. Yet if they raise premiums, they may deter 
yet more lower-risk customers. 

Some insurers fear that better understanding of 
genetics will further undermine the market for pri- 
vate insurance. This relies on pooling risks by sell- 
ing policies to groups of people of similar riskiness, 
only a few of whom are likely to make claims. Ge- 
netic testing will make it harder to pool these risks, 
as it will reveal differences between individuals 
who currently seem to have similar risk profiles. In- 
surance companies fear that this will worsen the ad- 
verse-selection problem, because individuals are 
likely to know more than insurance companies 
about the risks they present. 

Health insurance also suffers from a moral haz- 
ard: that people may not bother to look after them- 
selves properly because they are insured. But the 
biggest problem is the uncertainty about long-term 
costs. Technological and pharmaceutical innova- 
tions have already greatly increased the range of 
treatments available, and the pace is likely to accel- 


Can the private 
sector help to put 
health care right? 
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Doctor, doctor, there’s a hole in my budget 


erate further. In the past few years, it is these innova- 
tions—not demographic factors—that have driven 
up the cost of health care. 

When insurers are uncertain about costs, they 
either charge higher premiums or restrict their cov- 
erage. One way for them to get round the long-term 
problem is to offer only short-term policies, per- 
hapsa year at a time. Yet as people get older, they are 
more likely to fall ill, so they will pay more every 
year. In an ideal world, they would want to buy a 
policy that lasts a lifetime, so that the premiums 
could be spread evenly. Instead, they face ever- 
higher health insurance costs just when their in- 
come is dropping. 

There is no easy way round this. Australia stops 
its insurers from charging the elderly more than 
younger people, with the predictable result that 
older people are buying the policies and younger 
people are not. The Australian government is now 
offering young people large subsidies—of up to 30% 
of premiums—to switch to private health insur- 
ance, but there are few takers. Younger people tend 
not to need the queue-jumping, non-emergency 
health care that is the main attraction of Australia’s 
private insurance. What they want most is cover in 
an emergency—which the state health-care system 
provides free. 

In most developed countries, the state is respon- 
sible for the bulk of health insurance in old age. But 
public health insurance does not really solve the 
problem of uncertain long-term costs. It merely 
guarantees that the amount of health care older 
people get and the extent to which they will benefit 
from technological innovation will be a political 
decision, depending on the generosity of taxpayers 
at the time. The alternative would be to invite youn- 
ger people to save what they think they will need to 
buy health insurance when they are old, and make 
them go without or rely on charity if they have not 
saved enough; but that would create its own politi- 
cal problems. 

For all its flaws, America’s health-insurance sys- 
tem demonstrates how the private sector can pro- 
mote efficiency and innovation. Managed-care 
organisations (MCOs), which have grown rapidly 
since the 1980s, are deeply unpopular because users 


dislike restrictions on the treatments available, but 
they have broken new ground in controlling costs, 
and particularly in curbing the ability of doctors to 
milk the system. 

Their success has been emulated abroad, in- 
cluding in Britain, where health care is still pur- 
chased by the state but supplied by competing pro- 
viders such as hospitals. The main source of market 
discipline has been doctors, who can choose suppli- 
ers on behalf of their patients. But this competition 
has been muted, perhaps because the vast bulk of 
hospitals and other providers remain state-owned 
and not driven by profit. Indeed, although the Na- 
tional Health Service has become the largest pro- 
vider of health care to people with private insur- 
ance, the Labour government strongly discourages 
doctors from referring patients to private hospitals 
and claims—not altogether accurately—to have 
abolished the “internal market” in health care. 

America has met similar problems in its at- 
tempt to introduce the benefits of private compe- 
tition into its publicly funded programmes, Medi- 
care (for the elderly) and Medicaid (for the poor), 
through the use of MCOs. Since the Balanced Budget 
Act of 1997, the programmes have been reluctant to 
pay the mcos at market prices, and court rulings 
have made Mcos subject to the same bureaucratic 
red tape as government health-care workers. This 
has recently caused several Mcos to cut back their 
participation in Medicare programmes. 

But an even more troubling trend in America is 
that many MCOs are now running into financial 
difficulties. Health-insurance premiums have risen 
by 5-7% this year after remaining stable for several 
years, as MCOs admit that they may have reached 
the limits of their ability to squeeze costs. 


Demanding the impossible 


The question underlying all this is how to ration 
health care. The cost pressures are enormous. In 
America, the Department of Health and Human 
Resources recently forecast that spending on health 
care will double in real terms by 2007. Similar in- 
creases are expected in other countries. This is not 
necessarily a bad thing; in an ageing population, 
you would expect demand for health care to rise, 
along with that for rocking chairs. The difficulty lies 
in deciding how much is enough, who should get it, 
and on what basis. 

Private insurance, in trying to resolve these 
problems, is subject to twin moral hazards. Once 
people are insured, they have no reason to ration 
their claims on their policy; at the same time, doc- 
tors have an incentive to overtreat patients to get as 
much money out of the insurer as possible. How- 
ever, since private insurance premiums are re- 
viewed annually, these moral hazards can be con- 
trolled. Premiums will reflect the costs of treatment, 
and individuals can be penalised with higher pre- 
miums or rewarded with no-claims bonuses. 

With government-funded health care, the moral 
hazards are much more problematic. There is al- 
most no connection between how much health 
care individuals use and what they pay, if indeed 
they pay anything: young, healthy taxpayers bear 
much of the cost of health care for ailing pension- 
ers, and on the whole the better-off pay for the poor. 

In recent years, public health spending in many 
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countries has been controlled by imposing an arbi- 
trarily chosen budget cap. Rationing has been by a 
combination of queueing and chance. This has the 
advantage of being equitable, in the sense that the 
misery is shared. The rich are free to queue-jump via 
supplementary private health insurance. But it is 
not a particularly efficient sort of equity, because 
what treatments the state provides depends on ran- 
dom selection rather than conscious choice. 

Giving people an incentive to ration their own 
consumption of health care may help a little in 
keeping down costs—though this may backfire if it 
discourages them from seeing a doctor if they really 
need to. The burden of fixed charges will fall hard- 
est on the poor. In many rich countries, the use of 
co-payments (say $5 towards each visit to a doctor) 
and deductibles (say the first $250 of the cost of an 
operation) is growing fast. The government's share 
of health spending has declined in 16 OECD coun- 
tries since 1990, in large part thanks to the in- 
creased use of this kind of cost-sharing with pa- 
tients, especially for spending on drugs. The French 
government recently cut the portion of medical 
bills it reimburses from 75% to 65%. 

Some American reformers have high hopes of 
medical savings accounts, into which a given 
amount would have to be paid to cover routine 
medical costs. Catastrophic health costs, which are 
less vulnerable to moral hazard, would be covered 
by a separate insurance policy, which could be pri- 
vately or publicly financed. Any unspent money in 
the account would roll over to subsequent years, 
giving people an incentive to avoid unnecessary 
spending. But there is a risk that money in the ac- 
counts will prove insufficient, and they have strug- 
gled to take off in America, possibly because they 
offer no tax advantages. 

Another way of keeping public health-care 
spending under control is to exclude all those rich 
enough to look after themselves. In Chile, people 
can opt out of the state system, which saves them 
paying the health-care element of their tax bill and 
allows them to spend it on a private insurance pre- 
mium instead. However, this has failed to keep 
costs down. Many people opt out of the state system 
into cheap private health care, but if they become 
seriously ill they return to the state scheme, leaving 
it with the worst of all worlds: lower income as well 
as a higher risk profile. In Germany, the well-off are 
encouraged to opt out of the state system, and once 
out they are not allowed back in. That should avoid 
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Chile's problem. 

Means-testing publicly funded health care is a 
further possibility, but it would create a serious 
moral hazard, especially for those approaching 
their later years of higher spending on health care. 
Means-testing would discourage them from saving, 
or encourage them to transfer their assets to their 
children. 


Long-term worries 

In many countries, these problems have been high- 
lighted by the refusal of governments to pay for 
long-term nursing care outside hospital until the 
funds of the patient are exhausted. This has infuri- 
ated many old people (and their children) and pro- 
vided rich pickings for lawyers and accountants. 

Private insurance for unlimited long-term care, 
like health insurance for the elderly, is expensive be- 
cause of the uncertainty about costs. A policy that 
simply paid out an agreed sum if the insured 
needed long-term care would be much cheaper, but 
could turn out to be insufficient to cover the cost. 
However, it might be easier to sell if buyers were 
offered a higher means-testing threshold if they did 
have to fall back on state help—an idea mooted in 
Britain by the Tory government before it lost office 
last year. This could also be a way of tempting peo- 
ple to buy other sorts of health insurance if these 
were means-tested. 

Clearly, there is scope for the private sector to 
play a part in health care. In particular, competing 
private firms may be the most efficient providers of 
health services. What role private insurance should 
play is harder to judge. If, as seems likely, public 
funding will continue to be the main pillar, ways 
must be found to give the public more influence 
over how much is spent, and on what. 

At present, the main, sledgehammer, option is 
to vote out the government in a general election. 
One promising possibility is to hand the health 
budget to a separate institution, run by officials 
elected by the public to do only that job, and 
funded by a hypothecated tax raised only for that 
purpose. This might give voters more of a choice. 
More debate about which health services the gov- 
ernment will pay for—correction of unequal leg 
lengths? Heart transplants? Viagra?—might also be 
welcome. But as long as most voters think of health 
care as a free good available in unlimited quantity, 
and politicians encourage them in that belief, noth- 
ing will change for the better. 





Robin Hood Inc 


CC «CORPORATE WELFARE” was à phrase 

coined in the 1970s when Lockheed was 
bailed out by America's federal government after 
the cargo plane it was developing went $2 billion 
over budget. Now, in a neat twist, Lockheed Martin 
(as it now is) has set up a "welfare reform services" 


| division, which it hopes will earn its keep by help- 


ing unemployed benefit recipients find jobs. Is this 
the private destiny of the non-health, non-pension 
bits of the welfare state? 

At present, those bits are made up mostly of var- 
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ious sorts of income support for people of working 


it goes to the unemployed, and much of the rest to 
working families with low incomes. The govern- 
ment has become involved in providing this kind 
of income-protection insurance for two reasons. 
One is that moral hazard creates huge risks for pri- 
vate insurers, who want to avoid subsidising the 
work-shy or the fraudulent. The other is that much 
of it involves long-term redistribution from richer 
people to poorer ones. Private insurers are not in 
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the business of doing that 

“Insurers are happy to sell cover to people who 
havea relatively low likelihood of becoming unem- 
ployed. There is a small but growing private market 
for income-protection insurance, aimed mostly at 
the fairly affluent. This is well-established in Amer- 
ica and Britain, and beginning to spread to conti- 
nental Europe. 

Critical-illness insurance typically pays out a 
lump sum if the insured finds himself at death's 
door. Permanent health insurance, which sells 
nothing like as well, provides regular payments for 
the remaining lifetime of a policyholder who is di- 
agnosed with a terminal illness, Creditor insurance 
covers debts to a pre-agreed value if the insured is 
unable to work. Mortgage-payment protection in- 
surance is typically triggered if the policyholder is 
not working because of unemployment, accident 
or illness. 

In many countries, government disability bene- 
fits and sick pay reduce the allure of critical-illness 
and permanent health insurance. Disability bene- 
fits have been among the fastest-growing areas of 
state assistance in much of the OECD. In Britain, the 
number of disabled people has doubled and the 
cost of providing disability benefits quadrupled in 
real terms over the past 20 years. 

People already too severely disabled to earn a 
living wage would not be able to get private insur- 
ance, and a civilised society would find some other 
way of helping them. But for everybody else there is 
no obvious reason why the private market should 
not insure the risk of disability. There is little moral 
hazard, and adverse-selection problems can be 
minimised by medical examination. 

Earlier this year the Netherlands privatised its 
disability insurance, much the most generous in 
the world. In 1993, one Dutch adult in seven re- 
ceived disability benefits. Attempts to tackle this 
with a tougher definition of disability had only a 
limited effect, so the government has started to 
charge employers premiums for their workers' dis- 
ability insurance cover, based on the employers 
past record. Any firm that can get a better deal in the 
private sector can opt out of the state scheme. But 
the government still sets a maximum premium for 
smaller firms, so it may end up retaining the bad 
risks and losing the good ones to the private market. 





it-yourself model 


The Netherlands has also privatised short-term 
sickness insurance, and Britain has abolished state 
subsidies for sick pay. According to John Cunning- 
ham, of Bacon & Woodrow, a firm of actuaries, this 
has spurred employers to find new ways of discour- 
aging their workers from taking time off sick, such 
as paying them bonuses for low absenteeism. 

Creditor insurance and mortgage-payment pro- 
tection policies also suffer from the drawback that 
those who need them most are likely to find them 
too expensive or not available to them. In Britain, 
sales of mortgage-payment insurance have soared 
since the government cut benefits in 1995. About a 
third of all housebuyers now choose this cover, 
compared with less than a tenth in the early 1990s. 

Private income-protection insurance in the 
event of long-term unemployment may pose insur- 
mountable problems. According to Harry Taylor of 
the Abbey National, a British bank, the nature ofthe 
risk involved may be unquantifiable. 


Robs the rich, gives to the poor 


Much of the income-support insurance provided 
by the state really amounts to redistribution of 
wealth to people on low or no income. This is not 
much talked about in the OECD but, says Andrew 
Dilnot of the Institute for Fiscal Studies in London, 
in most countries redistribution is at the heart of 
government welfare and social-insurance systems. 
To be effective, any reform of the welfare state must 
squarely face this issue. 

It raises two separate questions: how to raise the 
money, and how to distribute it to the needy. The 
old left used to argue that money should be forcibly 
extracted from the rich. But nowadays rich people 
do not necessarily need to be coerced into handing 
over their money; philanthropy invariably in- 
creases as incomes rise, and flows most generously 
in countries where taxes are low, such as America. 
Forcing the rich to pay up has also become much 
harder, thanks to globalisation, financial planning 
and tax havens. And in most rich countries, a ma- 
jority of the workers now earn enough to ensure 
that at least some of their taxes go to the poor. 

When redistribution was largely about milking 
the rich, using the government as the milking ma- 
chine was probably the least bad option. Now some 
politicians are beginning to ask whether it would 
be more efficient to tax people less and leave them 
to decide for themselves how best to satisfy their 
charitable impulses. So far, such questions are com- 
ing mostly from America’s anti-government fringe. 
In Wisconsin, the state will soon stop giving aid to 
families with dependent children. Tommy Thomp- 
son, the state's governor, believes that this will 
prompt recipients to find work, and if they fail, they 
will be helped by private charity. 

There is a growing consensus that simply 
handing money to the needy can do more harm 
than good. As Tony Blair, the British prime minis- 
ter, has put it, welfare should aim to “give a leg-up, 
not a handout”. Phrases such as “active labour-mar- 
ket policies” and “welfare-to-work” sum up the new 
mood. And there is increasing interest in involving 
the private sector in this new approach. 

One obvious way to do this is to subsidise jobs 
in private firms. This makes more sense than hiring 
people to work for the government because the jobs 
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Would a privatised dole queue be shorter? 


concerned are more likely to be “real”. If the subsidy 
falls short of covering the full cost of employing the 
worker, firms must think that the work has some 
economic value. But there is a downside: employers 
may use the handout to cut the pay of existing work- 
ers rather than create new jobs, or they may sack 
existing workers in favour of subsidised ones. That 
| creates a large deadweight cost which is hard to get 
rid of. 

Moreover, subsidising jobs can cost far more 
than paying benefits. As well as the subsidy, there 
may be other overheads to pay. Several countries 
have recently made special efforts to return welfare- 

| dependent single parents (usually mothers) to the 
workforce. This has often required state help with 
the cost of child care while the parent is at work. 
According to a survey of global trends in social ser- 
vices by the Social Market Foundation, a London 
think-tank, Wisconsin has doubled its spending 
per case since it introduced reforms designed to 
help lone mothers find work. And all the subsidies 
in the world cannot guarantee that firms will take 
people who are unsuited to the workplace. 

But there is great potential for using profit-seek- 
ing firms to help people on unemployment benefit 
find work, by building on the success in many 
countries of competitive tendering for other gov- 
ernmentservices, such as computing and refuse col- 
lection. More often than not, such contracting-out 
has generated a mixture of cost savings and im- 
proved service quality. 

Governments have not proved adept at dealing 
with the moral hazard created by offering insur- 
ance against unemployment. One big reason is that 
public employees lack the motivation; those who 
must decide if somebody is really looking for work 
| are rarely offered any reward for getting the deci- 
sion right. They often earn little, and may fear a vio- 
lent reaction if they refuse benefit. By contrast, pri- 
vate companies have every reason to motivate their 
employees properly because they are paid for get- 
ting benefit recipients into work. 

Earlier this year, Australia privatised its public 
employment service by auctioning off the fran- 
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chises for different parts of the country. The results 
so far have been decidedly mixed, according to Bob 
Gregory of the Australian National University in 
Canberra. Several of the new franchisees have run 
into financial difficulties, both because they found 
it harder than expected to place some of the unem- 
ployed, and because there is a time lag before they 
get paid. 

But in America Lockheed Martin’s new agency 
seems to be doing well. It now has 23 contracts to get 
welfare recipients into work, and says it has placed 
some 17,000 people in unsubsidised jobs, one in 
three of all those referred to it. Those who have not 
yet been found jobs do some other kind of work to 
earn their benefits, such as collecting litter in parks. 
When people find jobs, Lockheed Martin helps 
them keep them, not least because it gets paid more 
if they stay. 

The firm failed to win approval in Texas for a 
contract under which it would also have decided 
whether claimants were eligible to receive benefit, 
but despite that setback it has now bid for a similar 
contract in Arizona. Gerald Miller, who runs the di- 
vision, feels ready for it. “We are more accountable 
than the public sector; if it was perceived that we 
were turning people away unfairly, there would be 
outrage.” 

Mr Miller used to be in charge of Michigan’s 
welfare-reform programme, one of the most go- 
ahead in the country. But he claims that he is able to 
do far more in a private firm. “The big difference is 
the ability to be innovative, to take a less bureau- 
cratic approach to getting people a job,” he says. His 
staff, many of whom come from the public sector, 
are paid the same basic salary as the public-sector 
norm, but can earn performance bonuses of up to 
30-40% on top of that. 

Governments everywhere will keep a close eye 
on these Australian and American experiments. 
They hope to find proof that by combining compet- 
itive, profit-seeking private firms with taxpayers’ 
money, they can greatly improve the results of re- 
distribution. 
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In search of a way 


WENTY years ago, selling state-run businesses 

such as airlines and telephone companies to the 
private sector seemed politically impossible. Now 
governments everywhere are privatising, whether 
they lean right or left. It is the commercial enter- 
prise run by the state that seems out of place today, 
not the privatised one. 

Will the next two decades bring a similar 
change in attitudes to the privatisation of social in- 
surance? There are at least three striking similarities 
between nationalised industries then and welfare 
states now: a widespread conviction that the old 
way has failed; plenty of good reasons to suppose 
that privatisation could help solve at least some of 
the problems; and hostility to that apparently 
promising solution from a majority of the public. 

Governments have chosen to ignore voter hos- 
tility to selling off state-run commercial firms. So 
far, there is no sign that today's politicians are will- 
ing to go against the public mood on social insur- 
ance. The thoughts of Britain's Labour government 
on the subject, published earlier this year under the 
title “A New Contract for Welfare", explicitly con- 
trasted its “third way" ("opportunity not depen- 
dence") with "a privatised future". In America, Mr 
Clinton has considered every option to "save Social 
Security", but has come out against full privatisa- 
tion. In Germany and Sweden, recent elections 
were won--more convincingly in one country than 
in the other—by left-of-centre parties reaffirming 
their belief in the welfare state. 


The long and the short of it 


When politicians needed to muster the courage to 
privatise state-run companies in the face of public 
opposition, they had a powerful short-term incen- 
tive. Revenues from the sales gave a handy boost to 
the public coffers, providing scope for tax cuts or 
higher public spending to please the voters and 
cancel out the unpopularity of privatisation. In the 
same way, selling off state-run hospitals and unem- 
ployment-benefit agencies, although it would gen- 








Another helping of private charitable impulse, please 


erate plenty of flak, would also offer politicians the 
immediate benefit of extra cash to spend on things 
voters really want. The hardest question might be 
how to regulate these services, once privatised, in a 
way that promotes efficient competition but also 
ensures that quality is maintained. 

However, the short-term political benefits that 
can be reaped from privatising the supply side of 
social insurance do not extend to privatising the de- 
mand side. Here the pain is immediate, whereas the 
rewards may not be enjoyed until long after today’s 
politicians have gone. Consider, for example, a pro- 
posal by Michael Orszag and Dennis Snower, two 
London-based economists, that every adult be re- 
quired to pay into a series of “welfare accounts”, in- 
cluding one for a pension, one for health care and 
one for unemployment benefit*. The money built 
up in these accounts would be used when the need 
arose. That might make sense in the long term, but it 
would mean that workers would have less dispos- 
able income because they would still have to fi- 
nance pension, health and other welfare-state 
spending for the current dependent generation, as 
well as paying money into their own accounts. 

Privatised pensions might just be politically 
marketable, on the argument that their owners will 
be acquiring an asset potentially much more valu- 
able than the existing pay-as-you-go state pension. 
With pre-funded health-care accounts, that argu- 
ment would be much more difficult to sustain, be- 
cause of the big uncertainties about long-term costs 
and the differences in the cost of treating different 
people. Nobody could be sure that the money in an 
account would be enough to guarantee the ex- 
pected level ofhealth care. That does not necessarily 
make funded health-care accounts a bad idea; but it 
suggests that the question politicians most urgently 
need to resolve is how to ration care in a way that 
the public finds acceptable, yet which demon- 
strates clearly that resources are finite. 

Privatised unemployment accounts would also 
be politically contentious. Many people would not 
need them because they will be out of work only for 
short periods and can keep going on their savings. 
Those likely to spend long periods out of work and 
who have few savings would not be able to afford to 
pay for their own contributions. The state would 
probably have to pay in on their behalf, or revert to 
traditional forms of means-tested handouts for the 
jobless. Privatisation may not be the answer here. 

What is clear is that a debate about the fund- 
amental reform of social insurance is overdue. The 
longer it is delayed, the more older voters there will 
be, and the greater the risk that attempts at sensible 
reform will be lost in intergenerational conflict. 
Much hangs, therefore, on whether today’s politi- 
cians can find the courage to rise above their short- 
term interests and tell the truth; and on whether the 
voters, for their part, are willing to hear it. 


*"Expanding the Welfare State: A Proposal for Reform”. Centre for 
Economic Policy Research, London, 1997 
= 
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As winter draws in 


MOSCOW 


Russia's attempts to create a proper business culture are now in ruins 


€€ A ND how exactly do I pickle these?” 

asks a  well-dressed Russian 
woman, peering nervously at a big bucket 
of wild mushrooms she has just bought in 
anoutdoor market. How fast things change. 
Until mid-August, prosperous Muscovites 
could go shopping and expect to find just 
about anything they wanted, and pay with 
cash picked up from a machine in any 
bank—or by credit card. They could 
switch jobs more or less at will, in- 
sure their health, cars and posses- 
sions and expect to take at least a 
modest foreign holiday. Mushroom- 
pickling was strictly for fun. 

Not any more. The devaluation 
of the rouble and default on domes- 
tic debt on August 17th, and the re- 
sulting collapse of most of Russia's fi- 
nancial system, have stripped the 
economy of any pretence of normal- 
ity. Distribution has been crippled. 
Imports have fallen by a staggering 
45%. Payment systems have broken 
down. Interbank transfers are an un- 
wise act of faith; credit cards work 
only patchily; there are periodic, un- 
explained shortages of roubles, and 
an even weirder exchange rate for 
them. Savings in banks are frozen— 
officially. In reality most have been 
stolen: literally for dollar deposits, 
by inflation and money-printing for 
rouble ones. In Moscow alone, hun- 
dreds of thousands of Russians have 
lost their jobs. 

The vast majority of Russian 
households drew little benefit from 
the beginnings of a normal-looking econ- 
omy. But the prosperity of the lucky few 
showed that good—that is, foreign—busi- 
ness standards and practices could take 
root and flourish in Russia; even, which 
some doubted at the start, in firms run by 
Russian staff for Russian customers. There 
were the beginnings of competition, in 
quality and price. Although nepotism and 
thuggery were rife, businesses existed in 
which bright ideas and hard work led to 
success. And the way Muscovites shopped, 
worked and saved today might have be- 
come the way other Russians shopped, 


THE ECONOMIST OCTOBER 24TH 1998 


worked and saved, if not tomorrow, at least 
in the next decade. 

What now? And what of the rest of Rus- 
sia's businesses: the vast debt-ridden hin- 
terland of energy-thirsty factories; the oil- 
and-gas empires, almost sovereign states in 
their own right; or the drink-sodden collec- 
tive farms and squalid food-processing 
plants, and the decrepit shops? 





In à pickle 


Even before the crash this part of Rus- 
sian business had been unable to reform it- 
self. Although output had slumped by 40% 
since the end of the Soviet Union, there was 
little to show in terms of restructuring. Em- 
ployment has fallen by a mere quarter—far 
less than output. In 1997 the amount of in- 
vestment was less than a quarter of what it 
had been in 1990. 

Although the government seemed to 
have brought inflation under control, 
money was overshadowed by barter—the 
latest estimates were that it made up nearly 
three-quarters of transactions between 
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firms. Conversely, cash payments for bills 
had been delayed by sky-high interest rates, 
which made a punt in the rouble debt mar- 
ket far more alluring than paying suppliers. 
Because there had been so little restructur- 
ing, value destruction, in which a firm's 
output is worth less than its inputs, was 
common. About half of all manufacturing 
made no profit at all in 1997. 

For all their shortcomings in marketing 
and finance, Russian managers cannot 
simply be accused of incompetence. A re- 
cent paper* describes the constraints un- 
der which Russia's post-communist busi- 
nesses work, and the logical, if pernicious, 
outcome. The authors quote, for example, 
the manager of the Izhevsk Radio Factory, 
Igor, who has four rules for running a large 
firm in Russia: 

* Sell some of your output to the fed- 
eral government—ideally, about the 
level of your estimated federal taxes. 
You will not be paid for these sales, 
but you can use them to offset taxes. 
* Export something to a hard-cur- 
rency market. You need some cash 
for your operations, mainly for ur- 
gently needed inputs. The exports 
need not be of your chief product. 

* Set up some barter operations for 
the rest of your inputs, especially 
fuel, electricity and so on. It is best if 
you have some products that utilities 
need. Then they will pay you in 
veskslya [tradable promissory notes] 
that you can redeem for the inputs. 
* Provide municipal services that 
you can offset against local taxes. Ide- 
ally, own a division that can repair 
school buildings and so on. 

* The final injunction is perhaps the 
most telling: whatever you do, do 
not make much profit: the govern- 
ment will take the lot in taxes. 

Playing by these rules, or variants 
of them, most of Russia's managers 
were engaged in a game that served 
customers only by chance, if at all. 
Productivity, competitiveness, cost control, 
and the quality of goods and services were 
all largely incidental. 

The financial crisis of mid-August and 
its aftermath have served only to 
strengthen these perverse incentives. There 
is now even less need to worry about selling 
well-made products—foreign ones, if they 
are obtainable at all, have just become 
twice as expensive. Because of the pay- 


* "To restructure or not to restructure. Informal activities 
and enterprise behaviour in transition," by Clifford Gaddy 
and Barry Ickes. Brookings Institution, Washington, DC. 
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ments crisis in the banking 
system, paying suppliers is 
now difficult, and barter 
looks more attractive. Equally, 
the pressure to pay taxes or 
wages has diminished. After 


% change on a year earlier 






industrial production 










all, companies can always 
blame chaos in the banking 
system. And. with hyper- 
inflation just around the cor- 
ner, debts are likely to shrink. 

Indeed, the best thing fora 













to outside businesses—its sin- 
gle internal market—may be 
fragmenting. This is not com- 
pletely new: Moscow, for ex- 
ample, has long had illegal re- 
strictions on immigration 
from other regions. Now 
shortages have led regional 
governors to impose restric- 
tions on the movement of 
goods. If these stick, doing 
business in Russia will sud- 











Russian businessman to do is 
nothing—which is largely the 








denly become far more com- 
plicated. Instead of one big 











course Igor and his colleagues 












market, there will be dozens 





have been adopting. In Sep- 
tember GDP was a tenth lower than it had 
been a year earlier. Since August tax re- 
ceipts have fallen to half of what they 
should be in rouble terms, a quarter when 
measured in dollars. Wage arrears are bal- 
looning. There is worse to come. 

Given a chance, however, the commer- 
cial part of the economy may yet recover. 
Foreign companies such as Procter & Gam- 
ble, an American consumer-goods firm, are 
patiently tiding distributors over with 
loans. For their part, Russia's new busi- 
nesses are resilient. Most of the people sell- 
ing imported consumer goods in Russia 
learnt their trade at a time of high inflation 
and a rudimentary banking system. They 
have not forgotten how to operate with 
minimal working capital. 

Asthe exchange rate and political situa- 
tion have stabilised, however temporarily, 
shops have reopened and shelves been re- 
filled with goods--albeit at remarkably 
high prices. Whereas barter is rife in manu- 
facturing, cash has replaced credit in retail- 
ing. Shops are concentrating on products 
that have the highest volume and lowest 
risk. Cigarettes and sweets will always be 
available in Russia wherever there is 
money to pay for them. Expensive, slow- 
moving goods will remain scarce. 

For the best businesses in Russia, 
whether foreign or local, there is even a 
faint silver lining to be discerned amid the 
gloom. Costs had inflated absurdly in past 
years, making Russia a more expensive 
place to do business than many other 
emerging markets, such as Brazil. The short- 
age of suitable staff meant that salaries 
were huge: a newly hired junior sales-man- 
ager for a western consumer-goods com- 
pany in Moscow could expect $85,000 a 
year. Since the crisis, salaries have fallen by 
half, and companies have shed their least 
useful people. Office rents, too, are falling. 
Other costs.such as security (whether legiti- 
mate or to the mafia) are also lower. Even 
bureauctats are a little less greedy. 

Another bright spot is that the tycoons 
who used to dominate Russian politics 
have been weakened. At the moment, the 
government is exploiting this to grab their 
export revenues—but it could, if it wished, 
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now clamp down on abuses such as 
monopolistic behaviour or tax evasion. 

In the most steely-nerved foreign firms 
such as McDonald's, Mars and Coca-Cola, 
there are therefore flashes of optimism. 
“Multinational companies know the de- 
mand is still out there,” says Philip Cronin 
of AT. Kearney, a management consul- 
tancy. For firms that plan 18 months ahead, 
he says, this is a time to snap up good staff, 
reduce costs, and expand outside Moscow. 
Despite the gloom and doom of the past 
two months, Russia remains a large market 
in which western companies have already 
made billions of dollars selling goods rang- 
ing from luxury cars to cosmetics. "Never 
forget: there are still 50m women out there 
who don't shave their legs," says an execu- 
tive from a company that would profit if 
they did. 


No going back 
And yet it would be wrong for multina- 
tional firms to think that the next couple of 
years will see a return to the relative boom 
of 1997. Sales in the past few years were fu- 
elled by novelty—Russians were starved of 
consumer goods under communism—and 
by foreign money that isunlikely to return. 
Even if Russia can stabilise its economy—a 
big if—it will be a more sober and cynical 
market. Before this summer's crunch, west- 
ern companies were finding that some 
markets, such as that for domestic appli- 
ances, were already becoming saturated in 
some places. “Selling people the first mi- 
crowave is easy. Persuading them to buy, 
say, a Siemens microwave when the old 
one is still working is much more difficult", 
says one Moscow-based marketing man. 

Some well-run Russian manufacturers 
have begun to produce marketable prod- 
ucts, For example, Wimm-Bill-Dann, a Rus- 
sian-owned and managed company that 
makes fruit juice from concentrates, has 
gained market share rapidly as western im- 
porters have fled. Russian detergents, 
foods, alcohol and even cars are all now 
more attractive to cash-strapped consum- 
ers. Winning them back to more expensive 
imports will be hard. 

Worst of all, Russia's biggest attraction 


of little ones, each with its 
own petty difficulties. 

Against this background, doing busi- 
ness in Russia looks more forbidding than 
ever: bad infrastructure, corrupt officials, 
idiosyncratic staff, weak institutions (the 
courts, for example, are powerless to en- 
force the payment of debts); and the ever- 
present curse of organised crime. All these 
were overlooked amid the greed and opti- 
mism of past years. But not any more. 

Meanwhile the government of Yevgeny 
Primakov is doing none of the things 
needed to help the economy recover. 
Mostly, it is simply doing nothing. The re- 
sult is a slow strangling of the firms that 
had started to think rationally about costs, 
customers and competitors. The rest of Rus- 
sian business, still wedded to the bad hab- 
its of the past, has even less reason to 
change than before. 

- 





South Korean cars 
Eurekia 


SEOUL 


K^ has featured in almost every epi- 
sode of South Korea's sorry story. The 
collapse of the third-largest South Korean 
car maker in July 1997 helped to trigger an 
economic crisis. An ugly stand-off between 
Kia's chairman (now jailed) and the firm's 
creditors further undermined bankers' 
confidence in the country. Finally, the gov- 
ernment’s failure earlier this year to bring 
off two attempts to sell Kia and consolidate 
South Korea's crowded car industry was 
held as proof of the country's reluctance to 
restructure. Now the Kia saga seems to have 
reached a conclusion: on October 19th, 
Hyundai Motor won a third auction, pav- 
ing the way for a takeover. Is this a sign that 
the worst is over for South Korea? 

Foreign investors had hoped that Amer- 
ica's Ford would bag Kia instead, injecting 
much-needed foreign capital and manage- 
ment discipline. But within South Korea, 
there is relief at the removal of a carbuncle 
that has disfigured the national face:even a 
second-best solution is seen as better than 
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Dodgy business 


F YOU are planning to go to business 

school, you had better avoid Mir's 
Sloan School of Management: it slumped 
from ninth to 15th in Business Week's lat- 
est rankings. Or perhaps not. Sloan is upa 
place to third, according to the rankings 
in US News & World Report. 

The confusion is understandable. Ac- 
cording to research by Ilia Dichev of Uni- 
versity of Michigan Business School, there 
is little correlation between changes in 
the rankings by the two magazines. True, 
they may broadly agree on which schools 
| are at the top and which at the bottom, 


| who'supand who's down—or a good way 
to choose between schools only a few 
places apart. This is because a leap up the 
table is as likely to reflect a statistical error 
as a genuine improvement. Mr Dichev 
| concludes that rankings are a "noisy and 
| incomplete" measure of how good 
| schools really are. 
If the magazine rankings accurately 
| measured schools’ current performance, 
an improvement in one year would not 
| tend to revert the next. This is because fur- 
ther changes in the rankings should be 
triggered only by new information, 
| which, on average, is as likely to promote 








| but they are not a reliable measure of 





Mr Dichev, business-school rankings fail 
this test: unlike rankings of, say, college 
football teams, around half of the change 
ina business school's score predictably re- 
verses the next time. 

Consider the University of Chicago. 
According to Business Week, it slipped 
from third in 1994 to eighth in 1996, then 
bounced back to third this year. The mag- 
azine claims Chicago recovered because 
it "turned itself inside out to regain the 
support of its students and recruiters". 
Perhaps. But if so, how come US News 
ranked Chicago sixth in all three years? 
And Chicago really would be exceptional 
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around, implement its ideas and see 
them bear fruit all within two years. More 
likely is that Chicago's move up and 
down the league table was mainly noise, 
not a real change in performance. 

This may seem surprising, since both 
magazines set out plausible measures of 
performance. Business Week comes up 
with its rankings by polling a large sam- 
ple of students and companies that re- 
cruit them. US News combines survey evi- 
dence with data on entrance-exam scores, 
graduates’ starting salaries and the like. 

But there are problems. Polls inev- 
itably include a margin of error, because 
they draw on subjective opinions; data 
from a sample of graduates, however the 
sample is picked, is not perfectly repre- 
sentative of all graduates; and the mea- 
sures captured by each ranking are only 
imperfect proxies for performance, not 
performance itself. When the magazines 
tot up schools' scores to arrive at their 
rankings, there is no way to eliminate the 
"noise" that these errors introduce— 
though statistical manipulation can re- 
duce it. Since, by definition, noise jumps 
up and down unpredictably, the 
rankings will vary too. 

Could Mr Dichev be motivated by 
pique? After all, Business Week has just 
downgraded Michigan, his school, from 
second to fourth. Unlikely: US News has 





a school as demote it. But, according to if it could work out how to turn itself upgraded it from 12th to tenth. 


none. Once Hyundai owns Kia and its com- 
mercial-vehicle arm, Asia Motors, South 
Korea's biggest car maker will vault past the 
likes of Japan's Mitsubishi and Suzuki in 
the rankings of the world's largest vehicle 
makers. Hyundai will have almost three- 
quarters of the domestic car market, leav- 
ing Daewoo Motor with most of the rest. 
And Samsung Motor, which began making 
cars this year despite miserable market con- 
ditions, will most likely leave the business, 
pleasing those who saw its ambitions as a 
glaring example of corporate hubris. 

But Kia's long-suffering creditor banks 
have yet to vote on the deal. Even if they ap- 
prove it, it will be through clenched teeth. 
Hyundai wants them to write off at least 
halfofthe 9.1 trillion won ($7 billion) owed 
by Kia and Asia Motors, and swap another 
2.5 trillion won of debt for equity. But after 
more than a year of stalemate, the prospect 
of getting back any money at all is appeal- 
ing. The banks had also preferred Ford (as, 
indeed, had the government), partly be- 
cause the Americans could supply capital 
to Kia. But in the end, creditors will find it 
hard to overturn the result of the bidding, 
which both Ford and the government 
grudgingly admit was "fair". 

All the same, critics have good reason to 
worry about a Hyundai victory. Kia's liabil- 
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ities will worsen Hyundai's own debt prob- 
lems (its debt-to-equity ratio stood at 500% 
at the end of last year). Hyundai's factories 
are now operating at half their capacity: 
adding Kia’s equally idle plants will not 
help. And the virtual monopoly that 
Hyundai will grab in South Korea will 
blunt its incentive to improve productivity, 


Se 


Kia's close shave 


which lags behind that of international 
competitors. The fault rate among South 
Korean car makers runs at twice Japanese 
levels, leading to higher material costs, 
longer working hours and lower-quality 
cars, according to McKinsey, a manage- 
ment consultancy. 

Hyundai defends its bid, arguing that 
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with the capacity to make 2m cars a year (it 
will make 850,000 this year), it will enjoy 
the scale needed to compete internation- 
ally. But there is huge overcapacity in the 
world car industry and it could be a long 
time before there is a demand for so many 
Hyundai cars. Anyway, volume is not as 
crucial as it was in car making. The trend 
now is towards smaller factories and more 
models based on a few chassis and engine 
designs. Hyundai is planning to reduce its 
platforms from 15 to eight, which will mean 
lots of layoffs. The redundancies are sure to 
extend to Kia, stirring up the unionised 
workers at both Hyundai and Kia, who 
have gone on strike and even shaved their 
heads in earlier protests. 

Financing the acquisition of Kia will be 
tricky, too. Assuming the banks fall in with 
Hyundai's proposal, the firm will still have 
to raise at least 7.6 trillion won, including 
interest payments on loans and other 
money owed by Kia and Asia Motor. 
Hyundai needs nearly one-fifth of the 


amount in cash by next March to acquire. 


4096 of Kia's shares. One possibility would 
be to bring in.a foreign car maker to help 
pay for the deal. 

Therein lies a remaining glimmer of 
hope for the Americans: perhaps Ford 
could become Hyundai's partner in the Kia 
takeover. The American car maker has good 
reason to stay involved, because it already 
sells the Kia-made Aspire in overseas mar- 
kets. With Mazda of Japan, it owns nearly 
17% of Kia, a share that will shrink to 2% 
when new shares in Kia are created as part 
ofthe Hyundai deal. 

Hyundai, meanwhile, could learn a lot 
from Ford about world-class manufactur- 
ing. The appeal of such a pairing depends 
on the financial terms of Hyundai’s rescue, 
and these await the creditors’ decisions 
about how much they are willing to lose, 
andunder what conditions. But if Hyundai 
and Ford end the Kia nightmare, the deal 
would indeed be the strongest evidence so 
far of South Korea's recovery. 

"i 





Japanese retailing 
Look out 


TOKYO 


One Japanese retaileris tackling its enormous problems head-on 


€ 6X /OU start from zero,” Kazuo Wada, a 

spiritualist and former chairman of 
Yaohan, a Japanese retailer, once said, 
“and that is where you go back.” Since 
Yaohan filed for bankruptcy in September 
1997, many other Japanese retailers have 
been moving fast towards the same state of 
enlightenment. Yet one plucky supermar- 
ket chain, Seiyu, still thinks that it 
has a future. To get there, Seiyu has 
drawn up a restructuring plan that, 
for a Japanese company, is unusu- 
ally rigorous. 

It needs to be, Like its peers, Seiyu 
is suffering because overly ambi- 
tious managers diversified out of the 
grocery business, paying for their 
flights of fancy with a pile of cheap 
debt. The company now owes Y12 
trillion ($10 billion) or about 7,000% 
of shareholders’ funds. Meanwhile, 
new businesses have soured, and re- 
tail sales have slumped as the econ- 
omy slides into recession (see chart 
on next page). Now the banks want 
their money back. But, although its 
dire problems are common enough, 
Seiyu has got. some refreshingly 
novel ideas about how to fix them. 

Those ideas started with the ap- 
pointment as president last year of 
Noriyuki Watanabe, a former stock- 
broker. Mr Watanabe began promis- 
ingly. He sacked. most of his board, 
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replacing 31 directors with 14 men who had 
no stake in defending past disasters. As his 
vice-president, he picked Masao Kiuchi. Mr 
Kiuchi managed Ryohin Keikaku, which 
runs Muji, one of Japan's most admired re- 
tailers. 

Together, the two men have set about a 
complete reworking ofthe traditional Japa- 










nese approach to retailing. Like most big re- 


tailers, Seiyu started as a private railway 
company. The Seibu Saison group of com- 
panies, of which Seiyu is the nucleus, 
owned track running from the Chichibu 
mountains west of Tokyo to Ikebukuro and 
Shinjuku in the city centre—although the 
railway and the retailer parted company in 
the 19705. 

The old idea used to be to relieve cap- 
tive passengers of as much money as possi- 
ble. Department stores tower over the in- 
ner-city railway termini. In the dormitory 
towns along the track, the train companies 
opened property firms, cable-rv operators 
and supermarkets. As Japan got a taste for 
foreign holidays, they set up or bought 
travel agents, airlines and hotel chains. 
Seibu Saison's customers can buy their gro- 
ceries from Seiyu, their clothes from Seibu 
and Parco, their bento lunch-boxes from 
Family Mart—and support the Seibu Lions 
baseball team at the weekend. 

But deregulation has brought new com- 
petition, from specialist Japanese and for- 
eign retailers. The conglomerates cannot 
match the specialists for price and quality, 
and the convenience of a one-stop shop no 
longer pulls in punters. Messrs Watanabe 
and Kiuchi therefore want to become more 
like specialists too. They have already sold 
four subsidiaries and shut 16 others, shrink- 
ing the number of Seiyu-group companies 
from 101 to 81. They now say they want to 
get rid of many ofthe rest, leaving the group 
with “only” 25 companies by 2002. 

The cash they raise will be used to pay 
creditors and to invest in the grocery busi- 
ness, which, to judge by the Seiyu super- 
market opposite the company's headquar- 
ters in Ikebukuro, badly needs a face-lift. 
The plan is to close poorly performing 
branches, while expanding a new 
chain of grocers called Food Plus, at a 
rate of 12 stores a year. Seiyu is run- 
ning the grocer more attentively 
than most of its established busi- 
nesses. Some 10% of the merchandise 
is changed every day, for instance, al- 
lowing managers to adjust their 
stocks to reflect weekly customer cy- 
cles. Men are more likely to make ex- 
pensive impulse buys and to give in 
to their children's demands for 
sweets, so Food Plus stores offer 
more of these goods at the weekend. 

Seiyu is also expanding into 
shopping malls. These, says Mike Al- 
len, an analyst with ING Barings in 
Tokyo, are. convenient and also 
bring together competitive specialist 
retailers, spreading the business risk. 
After its first four attempts at malls, 
which were a disaster, Mr Allen now 
thinks Seiyu has learnt the tricks of 
the trade, offering super-cheap leases 
to the crowd-pulling stores so that 
money-earning small retailers will 
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Central bank 
gold sales likely 
to continue 





The significance of gold as a reserve asset for central 
banks is on the decline. With European monetary union 
just around the corner, several EU central banks have 
considerably reduced their holdings. One reason for this 
is that, overall, Euroland will require a lower level of 
reserves; the amount of gold to be deposited with the 
European Central Bank (ECB) is far less than is involved 
in the gold swaps within the European Monetary System 
(EMS). However, the gold price is unlikely to plunge as a 
result, since sales will be handled carefully and will be 
staggered so as not to create a glut; moreover, current 
prices are already close to the production cost. 





International presence: 
Almaty, Amsterdam, 
Antwerp, Atlanta, Bangkok, 
Barcelona, Beijing, Beirut, 


Bratislava, Brussels, Bucharest, 


Budapest, Buenos Aires, Cairo, 
Caracas, Casablanca, Chicago, 
Copenhagen, Dublin, Geneva, 
Gibraltar, Grand Cayman, 
Hong Kong, Istanbul, Jakarta, 
Johannesburg, Kiev, Labuan, 
London, Los Angeles, 
Luxembourg, Madrid, Manama, 
Mexico City, Mumbai, Milan, 
Minsk, Moscow, New York, 
Novosibirsk, Osaka, Paris, 
Prague, Rio de Janeiro, 

S85 Paulo, Seoul, Shanghai, 
Singapore, St. Petersburg. 
Sydney, Taipei, Tashkent, 
Tehran, Tokyo, Toronto. 
Warsaw, Zurich. 


WHILE SOME smaller EU coun- 
tries have roughly halved their 
official gold reserves in recent 
years, the three with the largest 
holdings — Germany, France and 
Italy - have maintained theirs 
virtually unchanged, as have 
Spain and Portugal and also the 
UK. By contrast, Sweden and 
non-European countries such as 
Canada and Australia have dra- 
matically reduced their stocks. In 
1997, Argentina converted prac- 
tically all of its gold reserves into 
US dollars. 

The launch of European monet- 
ary union could trigger further 
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sales of gold. Up to now, EMS 
participants have deposited 20% 
of their gold and dollar reserves 
in a joint fund. As of January 1, 
1999, these swaps will be ter- 
minated and countries will find 
that more gold is returned to 
them than they have to transfer 
to the European Central Bank. 
For its initial endowment, the 
ECB needs the equivalent of less 
than a fifth of the existing for- 
eign-exchange reserves, 15% of 
which is to be in the form of gold. 
The lion's share of reserves will 


Declining gold reserves of selected central banks 


millions of ounces 


remain at the disposal of the 
national central banks, which 
will be able to sell stocks with 
the approval of the ECB. In the 
long run, this is probably what a 
number of countries will do. But 
governments would be well ad- 
vised to use the one-off gains 
realized through the release of 
hidden reserves to redeem public 
debt rather than to fund current 
budget deficits. 


As FROM NEXT YEAR, the Bun- 
desbank will value its gold 
reserves at a level close to the 
market price. It has 95m ounces, 
plus the amount currently 
deposited with the ECB, still 
shown at DM14bn. Based on a 
market price of $280 an ounce, 
they would total DM47bn, which 
will tend to promote the idea of 
selling gold. Of course, this can 
only be justified several years 
from now, once monetary union 
is firmly established. By main- 








































taining gold reserves. of 320m 
ounces, the eleven Euroland 
countries are eurrently forfeiting 
interest income equivalent to 
around $4.5bn per year. 


As PART of the ongoing debate 
on the future role of the Inter- 
national Monetary Fund, its gold = 
reserves — the second-largest in 
the world - will certainly be sub- 
ject to reappraisal, A precedent 
was set 20 years ago when the 
IMF disposed of around 30% of 
its stocks, with some being. © 


returned to the member state 
while some were used to 
especially poor developing: 
tries. 


In THE MEDIUM to long term, the 
price of gold is unlikely to rise 
significantly. Industrial 
and most developing countries 
seem committed to a poli v 

inflation. And the massive depre- 
ciation of several emerging-mar- 
ket currencies will produce only: 
a temporary change in this re- 
spect. As a result, the use of gold 
as a store of value will probably 
seem increasingly anachronistic: 


For more information about 
Commerzbank's broad scope of 
research capabilities and finan- 
cial services, just contact the 
bank's head office in Frankfurt. 
Fax +49 69 136-2 98 05 
http://www.commerzbank.com 
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want to open up too. So far, Seiyu has devel- 
oped six malls; it wants to open another six 
by 2002. 

Yet if Seiyu is ever to make a go of this 
new approach, it will have to overcome its 
huge financial problems. More than just 
borrowing needs sorting out. Seiyu also ex- 
panded into finance via Tokyo City Fi- 
nance (TCF), a 50%-owned small-business 
lender and leasing company. TCF is losing 
¥6 billion a year, and has already made 
provisions against almost 40% of its ¥450 
billion loan book. Perhaps another 40% 
could turn sour. Seiyu has not guaranteed 
TCF's debts, so its best bet would be to let the 
company go bust. That is unlikely to hap- 
pen, however, because of the damage it 
would inflict on Seiyu's reputation and be- 
cause some of Seiyu's bankers are also in- 
vestors in TCF. 

As TCFS and Seiyu's own debt continue 
to weigh on the company, the danger is that 
Seiyu will have to sell its best assets. 
Worryingly, as well as selling subsidiaries 
that have nothing to do with retailing, 
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Seiyu has also got rid of part of Muji's 
owner, Ryohin Keikaku, and Family Mart, a 
convenience-store operator, both good 
businesses. Without assets to generate the 
cash that Seiyu needs to cover its interest 
bill, the firm could collapse. That was the 
fate of Yaohan, which shortly before its de- 
mise sold 16 of its prize supermarkets in 
central Japan. Mr Watanabe, it is to be 
hoped, will learn from history. 


— — ——— 


Can machines talk? From next month they will 


E A muddy field near leper in Flanders, 
a stone’s throw from the first-world-war 
cemeteries that interrupt the undulating 
landscape, that unusual thing, a European 
software powerhouse, is being created. Al- 
though Lernout & Hauspie (L&H) was 
founded just over a decade ago, it is only in 
the past few years that the aristocracy of 
high-tech has started beating a path to the 
door of its modest headquarters. 

A listing on the Nasdaq stockmarket in 
1995 raised the company’s profile. But what 
really got it noticed was a $45m investment 
made by Microsoft just over a year ago, 
which gave the American software giant 8% 
of L&H. Microsoft was already devoting a 
large part of its massive R&D budget to 
speech-recognition technology, but it 
hoped that L&H would offer a short cut. 
Microsoft is all too aware that pcs have a 
remarkable ability to make clever people 
feel stupid. Windows's graphical user inter- 
face was a big improvement over Dos, but 
there is still a long way to go. And what 
would be the most natural interface of all, 
whether for the operating system or for 
most applications? The human voice: and 
the more natural the language the better. 

Speech technology is a big idea whose 
time may be coming—not only for comput- 
ing, but also for communications and con- 
sumer electronics. Next month L&H will 
launch a product that, for the first time, en- 
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ables machines to speak like real people. In 
a sense the firm is a product of the much- 
fought-over land that is its home. Flanders 
is one of the most multilingual places 
around—Dutch, Spanish, French and Ger- 
man invaders have all left their mark. The 
universities of Ghent and Leuven are fam- 
ous for their pioneering work on language; 
it was part of Jo Lernout's and Pol Hauspie's 
vision to tap into their expertise. 

Typically, engineers who come to L&H 
are fluent in at least three languages. But 
culture and location have little to do with 
the forces that are hauling voice technology 
out of the laboratory. These include ad- 
vances in information management, fol- 
lowing breakthroughs in artificial intelli- 
gence; increases in the power of the Intel- 
type processors that drive pcs; advances in 
digital-signal processors in mobile phones; 
the looming abundance of both fixed-line 
and wireless bandwidth; and the explosive 
growth of the Internet. 

Gaston Bastiaens, a 20-year veteran of 
the consumer-electronics and software in- 
dustries who returned from Silicon Valley 
in 1996 to lead L&H, reckons that it will be 
at least 2002 before Microsoft releases a 
Windows operating system with a lan- 
guage-based user interface. Mr Bastiaens 
has a slightly checkered record—he was 
partly responsible for Newton, Apple's 
failed hand-held computer—but he is con- 
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vinced that speech applications will 
change the way that people live and work 
before then. 

In common with such rivals as IBM and 
Dragon, L&H is producing software that 
can take continuous dictation both for the 
office market and for specialists, such as 
doctors and lawyers. Where Mr Bastiaens 
claims an edge is in the size of L&H's 
database, its understanding of what doc- 
tors and other specialist customers want 
and its pioneering use of natural-language 
technology to control applications. That 
advantage comes from the firm's back- 
ground in translating by computer (known 
as "machine translation" in the argot). Un- 
derstanding is crucial not only to accurate 
translation, but also for dictation and ren- 
dering text as speech. If a computer cannot 
understand the context of a remark it will 
produce gibberish. 

Whereas specialist products are a high- 
margin business, Mr Bastiaens thinks of 
Voice Express as more about building a 
brand and publicising the technology. Prof- 
its will be an unbudgeted bonus. The 
slightly alarming prospect of Microsoft 
folding speech-recognition into its prod- 
ucts does not worry him, so long as L&H 
gets its due from licence income. The way 
the firm manages the relationship will be 
crucial to its success. 

Dictation is only one of L&H's divisions. 
Others include machine translation and a 
linguistic services business, which—hor- 
rors—employs real people to do the trans- 
lating. At the heart of the company is a 
“speech-technologies” division, which li- 
censes a range of products, including “lan- 
guage-user interfaces", to some of the 
world's biggest companies. These include 
telecoms firms such as Nortel, Ericsson, 








Hardly wired 


S A science, medicine is full of new 
machines to measure man. As a busi- 
ness, though, it is remarkably short of 
computers to deal with vital statistics, 
from a patient's heart rate to his credit rat- 
ing. The health-care industry spends a 
measly 1-2% of annual revenues on in- 
formation systems, compared with 7% in 
| banks and financial services (see chart). 
| Nosurprise that analysts such as Stephen 
| Savas, of Goldman Sachs, think health 
| care is 10-15 years behind in computing. 
| The industry is rushing to catch up, at 
least in America. Eager to help is HBOC, 
| an Atlanta-based firm, which on October 
| 18th announced a $14.5 billion merger 
| with McKesson, an American drug dis- 
tributor. HBOC is the biggest health-care 
| information-technology provider, with 
roughly 1096 of the market. It has systems 
i in over 9,000 hospitals, doctors’ offices 
| and managed-care companies. 
| Its customers have come under pres- 
| gure to boost their productivity and lower 
| costs. So they are turning to computing to 
| streamline their billing, improve their 
supply chain, consolidate patient 
records, and, ultimately, improve the effi- 
ciency and quality of their care. This is a 
| tall order, but HBOC is one of more than a 
| thousand companies that have sprung up 


Motorola and Deutsche Telekom. Comput- 
ing is represented by Microsoft, Acer, 
Novell and Samsung. Ford, Delco, Pioneer 
and Clarion are involved in car electronics. 
And Hitachi, Casio and Seiko are using 
L&H's technology in consumer electronics. 
The number and range of applications 
that Lan is working on seems almost limit- 
less. The telephone-equipment companies 
want voice dialling (useful in cars), auto- 
matic call-centres, computerised operator- 
services and messaging that allows users to 
pick up and send e-mails and faxes on an 
ordinary telephone anywhere in the world. 
Car firms are replacing ill-tempered hu- 
man map-readers with “speech-driven 
navigation devices”. Demand for palmtop 
computers, organisers and smart tele- 
phones is currently held back by the need 
toenter data using awkward symbols anda 
= clumsy stylus or cramped keyboard. But 
soon they will have the processing power, 
memory and battery life to use speech... 
Various machine-translation services 
are already available on the Internet, but 
LAH is licensing technology to web-sites 
< that will allow users to gain access to them 
in a variety of languages. As Asian business 
- takes to the Internet, English may even lose 
its place as the unchallenged lingua franca 
of the web. E-mails: might. be translated 
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to try to meet it with a mix of hardware, 
software and consultancy. Mr Savas reck- 
ons that the health-care information-tech- 
nology industry is growing by more than 
18% a year, and that earnings will more 
than double to $26 billion by 2002. 

In the complex world of clinical prac- 
tice, non-specialist firms have stumbled. 
HBOC has built its lead largely through 
$2.1 billion of acquisitions since 1993, 
buying smaller rivals that have products 
for such niches as physician billing, and 
then integrating them into its own plat- 
form. Such bundling is handy for large 
hospitals, which want a single system to 
track patients from admission to pay- 
ment, and a single method of dealing 
with doctors, suppliers and insurers. 

But HBOC's latest merger has baffled 
investors; the firm’s share 
price fell 15% the day after 
the deal was announced. 
McKesson is mainly a drug 
distributor. Although both 
firms say the deal will cre- 
ate financial synergies and 
broaden their customer 
base, the practical advan- 
tages for McKesson in gain- 
ing access to information 
systems are more obvious 
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automatically into the language of the re- 
cipient. Without accurate, real-time transla- 
tion, the Internet will fall short of its poten- 
tial to be the first universal commun- 
ications medium. 


The spoken command 


Athome and at work, central heating, light- 
ing, burglar alarms, cookers and video re- 
corders will all be controlled with speech 
commands that can be delivered remotely. 
If you return from holiday early, just ring 
the house and it will be warm and well-lit 
on your arrival. Because every human voice 
is different, speech is also secure. It will in- 
creasingly be used for home banking, trans- 
actions on the web and even as security for 
hole-in-the-wall cash machines. 

Although the theoretical list is endless, 
the reality is still more potential than ac- 
tual. The translation-services market is 
worth only $3 billion today, although it is 
growing by 15% a year. The market for ad- 
vanced speech products, which Mr Bast- 
iaens believes is growing at a rate of nearly 
60% a year, is still worth less than $1 billion* 
a year. After a painfully slow start, L&H's 
revenues reflect the speed at which its busi- 
ness is achieving critical mass. Two years 
ago, when the firm first became profitable, 
second-quarter revenues were $5m. This 
















than HBOC’s rewards (although investors 
are sceptical of these—McKesson's shares 
also fell after the deal). Perhaps, having 
stretched iself in its acquisitions, HBOC 
now needs financial shelter. 

There are plenty of pretenders to the 
throne, One of the boldest is Healtheon, a 
firm started in 1995 by Jim Clark (who 
also founded Silicon Graphics and 
Netscape). Healtheon cancelled its $40m 
listing on October 20th thanks to market 
volatility, turning instead to private fi- 
nancing in its drive to get health data ex- 
changed over the Internet. 

Technical glitches and security con- 
cerns make this no easy task. "There may 
be more health sites than sex sites on the 
World Wide Web,” observes John Wilker- 
son, of 1BM's health-care consultancy, 
*but the Internet is still a long way from 
integrating medical practice" The bene- 
fits of information technology are poten- 

“come tally enormous; the fed- 
- eral Department of Health 

and Human Services pre- 
dicts that the country's 
health-care providers 
could save more than $100 
billion by creating an in- | 
formation network. But | 
health-care providers still | 
have plenty of pitfalls to | 





avoid as they slowly wire 
themselves up. 
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year they were $45m; the firm’s market 
value has climbed to about $1.7 billion. 

Can L&H become another sap, the suc- 
cessful German business-software com- 
pany? It is possible. Lan, like sap, has toiled 
for years to make the building blocks for its 
products. Also like sap, it is devoted to be- 
ing the best at one thing. While nobody 
should underestimate 18M, probably Lan’s 
main rival, speech is only a tiny part of its 
empire. What is more, L&H claims to have 
three times as many engineers as IBM'S 
speech division. And 15 other high-tech 
start-ups, all specialising in language tech- 
nology, have joined L&H on its site to create 
something called “the Flanders Language 
Valley”. There is room for about 100 more: 
the idea is to combine a $125m venture-cap- 
ital fund with the presence of L&H as a mag- 
net to attract entrepreneurial and engineer- 
ing talent. 

It may not be easy for others to catch up. 
L&H has the software to bring new lan- 
guages. to market quickly. The huge pho- 
netic databases that sit beneath its speech 
engines would take a competitor many 
years to compile. As language becomes a vi- 
tal interface; firms will want to license the 
best speech technology on the market. The 
dangers of commoditisation are small. 

"i 
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In Dow Jones's locker 


Peter Kann is close to getting the sack for the way he has run Dow Jones. 
The Internet may vindicate him 


LOT Dow Jones's share price against the 

Dow Jones Industrial Average over the 
past seven years, and you come to a conclu- 
sion embarrassing to the company's man- 
agement and annoying to its shareholders: 
that, in a brand-worshipping age, the com- 
pany whose name is most closely associated 
with the bull market has failed to share in it. 
That is why some of the company's share- 
holders (including members of the Bancroft 
family, which still exercises control) are so 
discontented with the way it has been run; 
and why Ken Burenga, Dow Jones's presi- 
dent and chief operating officer, was pushed 
into early retirement on October 21st. His is 
only one of the scalps that the company's 
shareholders are after: the other belongs to 
his longtime partner, Peter Kann, Dow 
Jones's chairman and chief executive. 

Mr Kann isa clever and interesting man. 
He has spent most of his working life as a journalist in Asia; in 
1972 he won a Pulitzer prize for his coverage ofthe Indo-Pakistan 
war. He recognised long before others that Asia's economies 
were taking off, and persuaded Dow Jones's managers to let him 
start the Asian Wall Street Journal in 1976. You would sit next to 
Mr Kann at dinner rather than most other chief executives. But, 
on his record since taking over at Dow Jones in 1991, you might 
not want him to run any company you had shares in. 

Mr Kann cannot be faulted on the editorial content of Dow 
Jones’s products. He has nurtured them as a journalist might be 
expected to. The disasters have been on the distribution side— 
not just in getting onto the newsstand, but in selling content toa 
range of consumers through other channels. 

His biggest problem was Telerate, later renamed Dow Jones 
Markets, a real-time news and data service for financial profes- 
sionals, which was bought in 1990 for $1.6 billion. It failed miser- 
ably in the fierce competition with Reuters and Bloomberg, both 
single-minded companies determined to foist their terminals 
on traders, and was sold earlier this year for only $510m. Mr 
Burenga’s main crime was to have been responsible for Telerate 
from 1996 until its sale. 

Disseminating financial news through television has also 
proved hard. Dow Jones started cable business-news ventures in 
Europe and Asia. Both failed, largely be- 
cause the size of the market was miscal- 
culated. In December 1997, they were 
merged into the European and Asian op- 
erations of CNBC, NBC's profitable cable 
business-news service. 

The merger was welcomed by ana- 
lysts, who thought it past time for Mr 
Kann to cut his losses. However, NBC did 
rather better than Dow Jones. The deal 
includes an agreement for CNBC to use 
Dow Jones's brands and some content in 
its American cable and online opera- 
tions. In return, Dow Jones gets some 
cash, but no equity. 

Mr Kann has also been under fire for 
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investing more in editorial than in readers. 
The American circulation of the Wall Street 
Journal is falling—down 1% this year to 
18m, probably, after stagnating last year. 
True, print is not a growth business, but 
some newspapers are beating that trend, in- 
cluding the London Financial Times (part- 
owner of The Economist), which is making a 
big push in America, albeit from a tiny base. 

Mr Kann is being taken to task by his 
own managers as well as his shareholders. 
Last month he was harried by the Journal's 
European managers for his failure to push 
the newspapers brand in Europe. A bat- 
tered-looking Mr Kann admits that "we're 
not as good at marketing as we are at content 
creation." Is that because the company is run 
by journalists? *Probably." 

So will Mr Kann get the boot? He has the 
air of a man who thinks it likely. Last year 
two younger members of the Bancroft family (who mind more 
about the share price than about dividends) publicly aired their 
discontent; and other senior members, four of whom are on the 
board, are said to be restive. Yet there is one other thing happen- 
ing in the information business that plays to Mr Kann's 
strengths: the Internet. 


Site reading 

The Internet solves many problems for companies that are lousy 
at distribution but brilliant at content: it is a ready-made distri- 
bution system. This does not mean that all publications trans- 
late well on to it. Several newspapers that rushed in have since 
cut their investment, and many small, optimistic, web-based 
magazines have closed. Broadly, people do not much like read- 
ing on computer screens, but they do like to get information and 
news from the Internet. And the interactive Wall Street Journal 
seems to fall on the right side of that divide. 

Many newspapers are starting to despair of ever making any 
money on the Internet. But since the interactive Wall Street Jour- 
nal started charging in 1996, it has attracted 250,000 subscribers 
at $29 or $49 per year, depending on whether or not they sub- 
scribe to the print paper as well. It has the biggest subscription 
base of any online publication, and it also sells lots of associated 
services from its web-site. It is expensive 
to produce: it is not just the print paper 


100 stuck on the web, but, thanks to Mr 


Kann's editorial extravagance, it has up- 
dated, refashioned and original content. 
It does not make money yet, but is ex- 
pected to go into profit next year. 

The Internet has also helped boost 
revenues to Dow Jones's electronic busi- 
ness as a whole, which includes its ar- 
chive and its newswires. They have leapt 
to $313m in 1996, and should hit around 
$400m in 1998. In short, Mr Kann's in- 
vestment in the Internet is beginning to 
pay off. But, as is the way, it is his succes- 
sor who will probably get the credit. 
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EURO BRIEF 










HE euro’s launch would bea 
risky venture at the best of 
times. With markets in turmoil, 
it may look even more so. But so 
far it has been a blessing for 
once-shaky currencies such as 
the French franc and Italian lira. 
While pegs around the world 
come. unstuck, and other Euro- 
“pean currencies yo-yo, theirs 
have stayed solid (see chart 1). 
Come January, the periodic cri- 
„ses that have rocked Europe's 
currencies over the past 30 years 
should bea thing of the past. 

Currency stability will bene- 
fit the euro economies. So too 
will the promise, underwritten 
by an independent European 

Central Bank, of low inflation. 
;, That will be a particular boon for 
countries with poor inflation 
“records, such as Italy and Spain. 
‘Greater macroeconomic stabil- 
- ity isa prize well worth having. 
But the euro’s biggest benefits 
“may be microeconomic. Busi- 
‘nesses. and individuals will save 
by handling one currency not 
many. According to the Euro- 
“pean Commission, the benefits 
of lower transaction and hedg- 
ing costs could be worth around 
0.5% of EU GDP—some $40 bil- 
liona year. 
‘Even these gains are small 
change compared with the boost 
to the EU's single market that the 
euro may provide. The single 
market has so far delivered fewer 
efficiency gains than many had 
hoped. But when the euro ar- 
rives, more consumers and com- 
panies will have to treat the euro- 
.z0ne as a single entity, even 
though national tax systems and 
regulations will still differ. 

It will instantly be easier to 
compare prices and wages across 
the euro area. That will encour- 
age arbitrage, which will in- 
crease efficiency. For example, 
traders will be able to ship cars 
from Italy, where they are cheap, 
to France, where they are dear, 
without fear that currencies will 
move against them. And remain- 
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The merits of one money 


The economic benefits of Europe's single 
currency could be substantial. But, as the 
„second in our series of briefs on the euro 
explains, there remain plenty of doubts 
about whether it will operate smoothly 
across such a broad range of countries 


ing barriers against parallel im- 
ports—in this case, exclusive car- 
dealerships—will look even 
more outrageous than now. 
Transparent pricing will in- 
crease competition because it 











will be easier for companies to 
sell across the euro-zone and for 
consumers to shop around. That 
should force European compa- 
nies to restructure faster, further 
boosting economies. 

The single currency will also 
give a boost to the development 
of a liquid euro-wide capital 
market, lowering the cost of capi- 
tal and improving its allocation. 
This could be especially helpful 
to smaller companies that have 
in the past relied on backward 
domestic banks. For investors 
and pension funds, too, it will 
mean a wider choice of securities 
at keener prices. 

Currency certainty, low infla- 
tion, increased trade and more 
efficient markets: all promise big 
benefits. Buta single currency in- 
volves big risks too. Euro mem- 
bers are giving up both the right 
to set their own interest rates and 
the option of moving exchange 
rates against each other. That loss 
of flexibility may be a big sacri- 
fice if their economies do not be- 
have as one and cannot easily 
adjust in other ways. 

How well the euro-zone func- 
tions will depend on how closely 
it resembles what economists 





call an “optimal currency area”. 
If Finland and Portugal, say, are 
to share a currency, they should 
not, in an ideal world, be ex- 
posed to different sorts of shock. 
Their business cycles need to be 
broadly in line, and the struc- 
tures of their economies alike. 
And if they are affected differ- 
ently by an economic shock—if a 
recession in Latin America hits 
Portuguese exports more than 
Finnish ones, say, or if Finnish 
productivity rises relative to Por- 
tugal's—they need to be capable 
of speedy adjustment. 

One way to deal with such 
“asymmetric” shocks is for capi- 
tal and labour to move out of a 
depressed region (Portugal, say) 
and into a flourishing one (Fin- 
land). Another is for wages—and 
thus prices—to fall in Portugal 
and rise in Finland, boosting the 
demand for Portuguese products 
at the expense of Finnish ones. 

Another response is to make 
transfers from regions doing 
well to those doing badly—either 
through governments or through 
individuals earning returns on 
foreign assets. But if the effects of 
shocks persist, fiscal transfers 
merely delay the day of reckon- 
ing; ultimately, wages or people 
(or both) must shift. 

The United States has a single 
currency, but it may not be an 
optimal currency area. There are 
asymmetric shocks—recall New 
England's recession in the mid- 
1980s when the rest of America 
was booming. But Americans 
readily move to where the jobs 
have shifted, even if this means 
crossing state lines. And the fed- 
eral government also makes sta- 
bilising resource transfers: ac- 
cording to one 1980s estimate, 
up to 40% of any fall in gross 
state product is offset by higher 
spending by, and lower taxes 
paid to, the federal government. 

The euro-zone does not re- 
motely resemble an optimum 
currency area. Asymmetric 
shocks have been frequent. 
Some, such as Germany's reuni- 
fication, are huge. And adjust- 
ment is painfully slow. Wages in 
the EU are notoriously inflexible. 
Europeans are loth to up sticks 
within their own country, let 
alone moving abroad. They hold 
few foreign assets. EU-wide fiscal 
transfers are small—and increas- 
ing them, when the Germans 
and Dutch are already com- 
plaining about their net EU bud- 
get contributions, would be 
hard. To top it all, governments 
have agreed on a crazy fiscal 






straitjacket called the "stability 
pact" (see box overleaf). 

Yet the arrival of the euro will 
change Europe. The single cur- 
rency may itself make the euro- 
zone more of an optimum cur- 
rency area. Asymmetric shocks 
may become rarer as economies 
become more closely’ inter- 
twined. And the pressure to de- 
regulate labour markets and in- 
crease fiscal flexibility will grow. 


Less shocking 

At least policy-induced shocks 
should diminish after the euro's 
launch. Granted, the European 
Central Bank's monetary policy 
may affect economies differ- 
ently, because some are more re- 


sponsive to interest-rate changes "^. 


than others, But national mone- 
tary policies will no longer differ : 
and devaluations will no longer 
create or amplify shocks, as they 
did during the 1992-93 currency 
crisis when the French jacked up 
interest rates to defend the franc 
and the Italian lira fell too far. 
More importantly, the euro 
will boost trade. If countries in- 


creasingly trade similar prod-... 


ucts—French Renault cars for 
German Volkswagens, for exam- 
ple—their business cycles may - 
converge. Even if they do not, 
trade increases spillovers be- 
tween economies. If Germany. 
and France trade more, an up- 
turn in Germany will mean that 
French exports to Germany rise | 
by more than before. 









There is, admittedly, a risk 
that asymmetry could rise ifeuro 
countries specialise more. If Ger- 
many (like Detroit) specialises in 
cars, say, and France (like Silicon 
Valley) in computers, their econ- 
omies may diverge more than 
now. But empirical evidence sug- 
gests this is unlikely. Using 30 
years of data from 20 rich coun- 
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tries, Jeffrey Frankel and Andrew 
Rose, both at the University of 
California, Berkeley, have found 
that closer economic integration 
has tended to produce more 
highly synchronised business 
cycles. 

Asymmetric shocks may be 
rarer after the euro arrives, but 
there will still be some, especially 
in its early years. Broadly speak- 
ing, the euro economies will face 
two challenges: how to smooth 
differing cycles of boom and 
bust; and how to adapt to struc- 
tural change. 

When the euro economies 
are not growing in unison, a 
common monetary policy risks 
being too loose for some and too 
tight for others. The euro interest 
rate set by the European Central 
Bank may be too low to keep a lid 
on inflation in booming econo- 
mies such as Spain or Ireland 
and too high to stimulate growth 
in flagging ones such as Ger- 
many or Italy. 

This loss of national mone- 
tary autonomy need not matter 
too much, so long as fiscal policy 
can take the strain instead. The 
Germans, say, could ease fiscal 
policy to kick-start their econ- 
omy. The Spanish could raise 
taxes or cut government spend- 
ing to cool theirs. But stability- 
pact constraints may stop the 
first; while, after years of belt- 
tightening to qualify for the euro, 
booming countries will find it 
politically hard to squeeze bud- 
gets further, especially when they 
are in surplus. 

A different way of smoothing 
divergent business cycles would 
be to increase EU-wide fiscal 
transfers. To get the biggest bang 
for its euro, Brussels could spend 
any increased tax revenue on cy- 
clical spending, such as unem- 
ployment benefit. Then if Spain 
were booming while Germany 
was in recession, Brussels would, 
in effect, tax Spanish workers to 
pay Germans unemployment 
benefit, limiting Spanish growth 
and stimulating Germany's. But 
imagine selling a scheme like 
this to the Spanish government. 

If not public, could private 
transfers play a role instead? If 
French investors, say, held a large 
portfolio of international assets, 
they would be cushioned by the 
income from those investments 
when the French economy was 
doing badly. Look again at Amer- 
ica. When New England's econ- 
omy slid in the 19805, residents 
net income from investments 
across America was worth 
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around 9% of regional GDP. ` 

Unfortunately, most EU resi- 
dents have hardly any foreign fi- 
nancial assets. Net foreign in- 
vestment income is worth only 
around 0.2% of GDP in France 
and Germany. That may change, 
though, as euro-wide capital 
markets develop. 


Changing habits 

Structural change is likely to 
pose a bigger challenge than cy- 
clical divergences. Adjustment to 
shocks will always be slow and 
painful so long as wages in the 
EU are highly inflexible and Eu- 
ropeans remain reluctant or un- 
able—for cultural, language, or 
pension reasons, for instance— 
to move house to find a job. Re- 
gions that suffer an adverse 
shock could be stuck in a slump 





^ with high unemployment until 


they do adjust. 

Such worries are not new. 
Southern Italy has long had a 
stagnant economy with high un- 
employment. Eastern Germany 
and Andalusia may be trapped 
in similar binds (see chart 3) And 
they could get worse after the 
euro arrives, since southern Italy 
could in the past hope for some 
relief by devaluing against the 
rest ofthe EU, even if not against 
northern Italy. 

Until now, Italy, Germany 
and Spain have mostly thrown 
cash at regional problems rather 
than tackling their causes. After 
the euro's launch, that will be 
costlier. Pressure for greater EU- 
wide aid may grow. But so too 
will the need to free up labour 
and product markets. 
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| the indignity ofan EU fine, whatever the pact says. 


A fiscal straitjacket 


ISCIPLINE is often a good thing, but not when taken to 

extremes. Just as spendthrifts who cut up their credit cards 
may regret it on some rainy day, so European governments may 
come to rue their decision to sign up to the “growth and stabil- 
ity pact”, which limits euro members’ budget deficits to 3% of 
GDP and threatens any country that exceeds this figure with 
heavy fines. 

The economic rationale for the stability pact is that the euro 
may otherwise offer member governments a free ride: they can 
borrow recklessly, because markets will not punish such profli- 
gacy in the belief that the European Central Bank would bail 
out any government that got into trouble. As a result, all euro 
members would pay higher interest rates. 

But this rationale does not stand up. However much Italy, 
say, borrows from international capital markets, it is unlikely 
to raise euro interest rates significantly. Mexico’s huge dollar 
borrowing in 1995-96 did not raise American interest rates. 
Moreover, the ECB is expressly barred from bailing out national 
governments, so any that borrow excessively will have to pay an 
interest-rate premium, just as debt-laden companies do. 

Surely, though, any discipline on governments’ temptation 
to borrow and spend, even if misconceived, is welcome? Only 
up to a point. When a country goes into recession, its public 
finances worsen, since tax revenues fall and social spending 
rises. That is a good thing, because it acts as a countercyclical 
force. To give growth a further boost, governments may even 
need to loosen fiscal policy further. When they are in the euro, 
that fiscal flexibility may become even more necessary, because 
they will no longer be able to cut interest rates or devalue. 

Yet the stability pact could perversely force a country whose 
growth slows down when its budget deficit is already near 3% of 
GDP—as may easily happen soon in Italy—to tighten policy just 
when it should be loosening. Think how much worse Japan's 
problems in the 1990s would have been if it had been stopped 
from running a large budget deficit, currently 6% of Gpp. 

What about the temporary let-out clauses allowed in the 
pact? The trouble is that they apply only ifa country is in deep 
recession, not if its growth has merely come to a stop. The best 
thing about the pact is not its let-out clauses, but the fact that the 
fines it envisages are not automatic: they require majority ap- 
proval among euro members, and they are not paid for at least 
two years. It is hard to believe that France would ever submit to 








| 
| 
| 
| 
| 
| 























Languedoc- 
Roussillon 


Alsace 








North Italy Ed ; 
National average: 12.3 





Andalusia 








Navarre 





National average: 18.8 





There are signs that EU la- 
bour markets are becoming less 
rigid, although they remain far 
less flexible than America’s. 
Companies are increasingly by- 
passing strict  job-protection 
laws; and firms are freer to vary 
workers hours, although 
France's (and Italy's) moves to- 
wards a 35-hour week are worry- 
ing. It is conceivable that Euro- 
pean workers will recognise that, 
with devaluation no longer an 
option, wage demands have to 
be more flexible. But it is also 
possible that they will not. After 
all, the French have hardly em- 
braced flexible labour markets, 
even after years of pegging their 
currency to the p-mark and de- 
spite very high unemployment. 

Unless Europe deregulates its 
product and labour markets, the 
risk is that some regions may 
overheat, while others face peri- 
ods of stagnation. Many of the 
euro's microeconomic benefits 
might also go unrealised. Thus, 
without structural reforms, the 
euro’s economic promise may be 
wasted.: And stag- 
nation and unem- 
ployment would 
raise political ten- 
sions too. 
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FINANCE AND ECONOMICS 


Alan Greenspan’s miracle cure 


NEW YORK 


epus cut in interest rates has lifted financial markets off their death-beds. 
Our first article assesses whether this will ease strains in capital markets; the 


second looks at the health of the banks 


ELDOM have so many owed so much to 

so little. The Federal Reserve's emer- 
gency cut in interest rates on October 15th, 
even though it was by a mere quarter of a 
percentage point, seems to have unleashed 
a fresh bout of financial optimism around 
the world. The Dow Jones Industrial Aver- 
ageshrugged offa bearish summer and rose 
by 300 points in a day. European stock- 
markets followed Wall Street's lead. Merger 
activity, which had been all but dead for a 
couple of months, burst back to life. 

In financial markets everywhere, hopes 
are growing that the worst of the recent tur- 
moil may be over. That looks premature. It 
is not even certain that the first aim of the 
Fed's emergency rate cut—to end a rapidly 
worsening liquidity crisis—will be achiev- 
ed. In the past, a credit crunch re- 
sulted from the unwillingness, or in- 
ability, of banks to lend. But more 
recently, the capital markets have be- 
come the main source of credit for 
big firms, and an important one 
even for individuals. Banks and sav- 
ings institutions now account for 
only 30% of lending to non-financial 
companies in America. This is a cap- 
ital-markets, not a banking, crunch. 

And worryingly, the recovery in 
the worst-affected capital markets 
has been more hesitant and fragile 
than the exuberance of the stock- 
market might suggest. These markets 
dried up alarmingly after the Rus- 
sian government, in effect, defaulted 
on its debts in August. Alan Green- 
span, chairman of the Fed, feared 
that this would push the American 
economy and perhaps others into se- 
vere recession. 

Since August, investment banks 
and securities firms seem to have be- 
come extremely averse to taking 
risks. Rather, they want to rebuild 
balance sheets hurt by losses on 
lending to emerging markets and 
hedge funds. Their resulting un- 
willingness to trade has turned mar- 
kets illiquid: bid-ask spreads in all 
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but the least risky assets have risen sharply. 
There have been few new borrowings, be- 
cause bond prices are unattractive to issu- 
ers, and few traders want to buy them. This 
phenomenon, which started in Asia, ar- 
rived in America with a vengeance in the 
past two months—paralysing markets. 
Thus, spreads on high-risk American 
corporate ("junk") bonds nearly doubled 
between January and the eve of Mr Green- 
span's surprise cut. New issues of junk 
slowed toa trickle:$4 billion in August and 
September combined, compared with a 
monthly average of $15 billion earlier in the 
year. Several new issues were postponed. 
Similarly, spreads on asset-backed bonds 
(such as mortgage-backed securities) have 
tripled since the end of August. Credit-card 





The prayer or the answer? 


companies, and “sub-prime” lenders, 
which rely on selling bundles of old loans 
to finance their lending, especially to the 
less creditworthy, have found few takers. 

The liquidity squeeze has also affected 
the commercial-paper market—that is, the 
least risky, most short-term corporate bor- 
rowing. The spread between top-rated pa- 
per and slightly riskier borrowing has wid- 
ened to unprecedented levels, and some 
borrowers, including commercial banks, 
have been pushed out of the market alto- 
gether. By October 15th, things had reached 
such a pass that, according to David 
Horner, a financial strategist at Merrill 
Lynch, “there were literally occasions when 
you could not get a bid of any kind for debt 
that was a reasonable risk." 


Money infusion 

Has Mr Greenspan's magic now broken the 
evil spell? At the very least, the squeeze is no 
longer intensifying. The flight to the safety 
of Treasury bonds has been stemmed. True, 
the troubled commercial-paper market has 
not noticeably improved (see chart over- 
leaf). But Dennis Hynes of RW. Presspritch, 
a New York broker-dealer, says that without 
last week’s cut, spreads might have wid- 
ened further. And there are signs that issues 
of debt are about to increase. On Oc- 
tober 16th, Ford’s credit business 
raised $150m more than it had origi- 
nally planned. 

Most of the extra liquidity is 
likely to be in shorter-term and less 
risky securities. There is no sign that 
investors have any appetite yet for 
telecoms junk bonds, say. According 
to Bob Hugin, head of fixed-income 
syndication at J.P. Morgan, senti- 
ment has improved, but conditions 
remain difficult. Mr Hugin does not 
expect liquidity to increase much, 
because with the financial year com- 
ing to an end, investors will concen- 
trate on beautifying their portfolios. 
They will not want to take many new 
risks; any narrowing of spreads is 
likely to be used to sell loss-making 
assets at slightly better prices. 

Investors may also wait to see 
how serious Mr Greenspan is about 
increasing liquidity. The market is 
expecting a further rate cut at the 
Fed’s November meeting—and is 
looking for total cuts of a percentage 
point from today’s levels by next 
March. If these cuts do not happen, 
fragile confidence may leak away 
again. Ethan Harris, an economist at 
Lehman Brothers, reckons that Mr 
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Greenspan is already being too slow in cut- 
ting rates. He says it would be better to ease 
sharply now, even if some cuts have to be 
reversed later. The current troubles are the 
result of financial panic—and so are more 
like the 1987 stockmarket crash than the tra- 
ditional bank-led credit crunch that slowed 
the economy in 1989-92. 

Gradual reductions in interest rates 
fixed it that time. But they are a blunt tool 
for improving confidence in the financial 
system, which remains vulnerable to 
shocks. Were, say, Brazil to default on its 
debts, even MrGreenspan would be power- 
less to stop market meltdown. Even now, 
"the market needs to become confident 
there is no ticking time-bomb out there, 
which will take a while," says Mike Ryan, a 
strategist at PaineWebber. 

Ifcapital-market liquidity recovers only 
slowly, what does that mean for the Ameri- 
can economy? There will be huge pressure 
for traditional banks to pick up the slack 
left by weakening capital markets. In Sep- 
tember, the Fed reported that banks had 
sharply tightened their lending standards 
to larger companies. But commercial and 
industrial lending rose sharply during the 
third quarter, as banks stepped in where 
the capital markets had pulled back. 

Some pressure is also being felt by cen- 
tral banks in Europe to follow Mr 
Greenspan's lead. Hans Tietmeyer, presi- 
dent of Germany's central bank, the 
Bundesbank, is standing by his view that 
unnecessary interest-rate cuts could be 
dangerous. Yet the calls for the Bundesbank 
to follow the Fed and cut rates to head offa 
global slowdown grow louder. Among 
those supporting such a move is Karl-Otto 
Póhl, one of Mr Tietmeyer's predecessors at 
the Bundesbank's helm. 

The Bundesbank is, however, unlikely 
to take this advice in the run-up to the 
launch ofthe European single currency, the 
euro, in January. Thomas Mayer, an econo- 
mist at Goldman Sachs, likens France and 
Germany to an aircraft carrier holding 
steady for the planes to land. "The last 
thing they want is to have to mess around 
with the controls and jeopardise the land- 
ings, even with a storm coming from the 
other direction." 
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Moreover, in Europe there are few signs 
pointing to a credit crunch, though some 
banks do seem to be lending less. And on 
October 21st, the European Commission 
cut its growth forecast for the euro zone in 
1999 by 0.6%, to 2.6%. More gloom may yet 
force the central banks’ hands. 

Mr Greenspan's decisions remain the 
ones that matter most. And even he is not a 
miracle worker. The more he cuts interest 
rates to boost liquidity in the capital mar- 
kets, the more he risks reinflating the stock- 
market bubble. He will also be reducing the 
pressure on banks to lend more sensibly. 
The danger is that by avoiding bust now, he 
could simply ensure another bust, of a 
more conventional sort, in a couple of 
years’ time. 





Banks 
Still living 


pnus may be disap- 
pointed, but Armageddon in the bank- 
ing system has been postponed. In the past 
few months, worries about the stability of 
the system have meant that investors have 
given shares in rich-country banks the leper 
treatment. From their peak in June, bank 
shares in America and Europe fell, on aver- 
age, by about half. Now they are rising 
again. And with good reason: for all their 
problems, rich-country banks are generally 
(with the inevitable exception of Japan) in 
not too bad a shape. 

Before the latest rally, sparked in part by 
talk that Germany's Deutsche Bank was 
sniffing around America's Bankers Trust, 
the collapse in share prices had been dra- 
matic and unexpected. Shares in Bankers 
Trust, for example, like those in France's So- 


ciété Générale and Banque Paribas—big 
banks all—were trading below book value. 
Yet neither America nor Europe is in reces- 
sion; and none ofthese banks is laden with 
mountains of bad loans. 

There have been three fears. The first is 
banks' exposure to emerging markets. Rus- 
sia has, in effect, defaulted; Asia is deep in 
recession; Brazil has teetered on the brink. 
Of late, China, too, has become a worry. 
American and Spanish banks lend heavily 
to Latin America. French and German ones 
lend lots in Asia. Investors have been won- 
dering how many oftheir loans to troubled 
markets will be repaid. 

Yet most lending to emerging markets 
is by big banks with deep pockets. In Amer- 
ica, for example, three-quarters of lending 
to emerging markets comes from the six 
biggest banks. Raphael Soifer, an analyst at 
Brown Brothers Harriman, an American 
investment bank, reckons that even if all 
the sickly borrowers defaulted, the most 
these banks would lose would be some $40 
billion: nasty, but not life-threatening. And 
with some signs of progress in fixing Ja- 
pan's banks, and an IMF rescue for Brazil 
imminent, the world looks less bleak. 

Investors are also less worried about 
their second, related, fear: that recession in 
emerging countries would spread to Amer- 
ica and Europe. For banks, that would 
mean a fall in lending and an increase in 
problem loans. Europe is still growing 
briskly and, although America's economy 
is slowing, few expect it actually to contract. 
Even in a recession banks might not do too 
badly, for their lending has generally not 
been marked by the same idiocies—such as 
overlending to property companies—as in 
the giddy days of the late 1980s. 

Which leaves the third fear: commercial 
banks' rush into investment banking and 
risk-taking. Investment banking is less prof- 





THE ECONOMIST OCTOBER 24TH 1998 


Utter refinement of 
proportion and finish gives 
the Breguet style timeless appeal. 
The delicate band-worked guilloché 
engraving on the silvered — 
gold dial was introduced A 
by Breguet around 1786 
and requires a level of 
artistry rarer now 
tban ever. 












One of Breguet's most 
ingenious calibres is also 
one of the most recent. 
Protected by patent in 
1991, it combines in 

a wristwatch a perpetual 
equation of time — showing 
the difference between 
mean time and true 
solar time — and a 


== [nvented for you 


A Breguet watch has a unique responsi- 
bility; it comes to you carrying the name of 


Abraham-Louis Breguet, the greatest 














watchmaker ever known. You will recogni- 
Conceived by Breguet in 1780, 

the automatic movement featured 

an oscillating weight that 
rewound the mainspring. 
Today the craftsman’s hand 
decorates the weight with fine 
guilloché engraving to 
complement the beauty 
of the movement. 


se it by the legendary “Breguet” hands, the 
shimmering guilloché dial, and the finely 
fluted case band that give your Breguet its 
strong character. Most important, it will 
house a hand-finished movement, as inimi- 
table and inventive today as two hundred 


years ago. Wear it with pride, you have cho- 


sen an exceptional watch. 





The celebrated "pomme 
bands ín blued steel are nou 
known tbe world over as Breguet 
bands. Created in 1783 by Abrabam-Louis Breguet 
they symbolise the flawless craftlsmansbip and 
style of the Breguet you select today. 












By inventing the tourbillon 
device around 1795, 
ES Breguet eliminated the 
influence of gravity on 
the accuracy of the watch. 
This pivotal invention 

is seen at its best in the 
current collection, which 
bas a number of fine 
tourbillon watches. 


Dyrequao 
Depuis 1775 


To obtain the Breguet catalogue please send your name and address to fax number 41 21/841 90 84, indicating code no 839 
MONTRES BREGUET SA - 1344 L'ABBAYE (Vallée de Joux) - Switzerland + Phone 41 21/841 90 90 © www.breguet.com 














Mustafa Kemal Alature, 1925 


Seventy-five years ago, a new leader created 


a new nation on a historic strip of land where 


Europe meets Asia... 


Turkey, emerged as a modern and ambitious 


republic from a turbulent past and became a 


model for the developing countries of the world. 


Now, celebrating the 75th anniversary of the year it 





h eC never en d i n 2 d ASOKO Gg became a democratic republic under 
| ba the leadership and inspiration of Kemal Atatürk, 
Turkey remembers those who built the nation 
and made it strong for succeeding generations. 


This is the dance that began in 1923 and, with strong 


and confident footsteps has taken Turkey to its 


rightful place in the modern world. 
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itable than it was. New deals and trading in 
share and bond markets have shrivelled. 
But that again means merely smaller prof- 
its for the banks that have gone into invest- 
ment banking. More worrying is the 
amount that banks have lost in risk taking. 
Trading in derivatives, particularly op- 
tions, is one such area. In the main, banks 
are net sellers of options; profitability thus 
depends largely oti banks' accuracy in pre- 
- dicting that a market will be less volatile 
: than buyers have assumed. If it is more so, 
the banks lose money. And of late, many 
_ markets have been vastly more volatile. Al- 
‘though it is a safe bet that they will calm 
.down—so banks’ losses may end up rather 
-smaller—the experience will have put up 
~ sharply the price of insuring portfolios by 
: buying new options from others. 
: In the short term the biggest worry is the 
money that banks have risked punting 
< their own capital. Many, notably uss and 
BankAmerica, have lost huge amounts (and 
sometimes their bosses). Nobody knows 
how badly other banks, particularly in Eu- 
“rope, have fared, nor how much more they 





| Crock of gold 


MOSCOW 


ILL Russians trust newly minted 
wl gold coins more than newly 
:: printed roubles? The cash-strapped gov- 
‘ernment, which owes billions of dollars 
in wages and pensions, hopes that they 
will. According to the head of the state 
-| precious-metals reserve, Dmitri Ignat- 
| yev, the government wants to use up to 
40 tons of gold for coins by the end ofthe 
i^ year; the first ones should be circulating 
| by next month. 

| As a means of saving, gold coins are 
| quite common. Plenty of central banks 
1- issue them as a sideline (although a sim- 
|. ple ingot, if you can afford one, is better 
| value). Russians hold almost all their sav- 
"ings in dollar bills: $40 billion is one 

| . common estimate. Some may feel 
| a need to diversify into gold. If 
| 
| 
| 
| 
i 
| 





-|= they did, it could make a profit for 
< the central bank, and also make 
better use of a part of the country’s 
illiquid gold reserves. 
That assumes, however, that 
Russians will buy gold coins is- 
¿o sued locally—doubtful, given the 
-population's corrosive, and usu- 
- ally justified, distrust of all public 
institutions. This will make mar- 
keting the coins tricky. “If they un- 
“derprice the gold, people will melt 
it. If they overprice it, nobody will 
want it,” points out Eric Kraus, a 
Moscow-based investment bank- 
er. Even if this riddle were solved, 


would lose were markets to go haywire 
again. But Bankers Trust, which an- 
nounced big trading losses this week, is not 
talking to Deutsche Bank from a position of 
strength. Still, such punting is mostly lim- 
ited to the big banks with other sources of 
income. Although they have lost heavily on 
this business, for most that has merely 
meant slimmer profits overall. 

Set against all these worries is the fact 
that banks are far better capitalised than 
they were at the beginning of the 1990s. Al- 
though some American and British banks 
had started to return capital to sharehold- 
ers, David Hilder, an analyst at Morgan 
Stanley Dean Witter, reckons that the aver- 
age American bank has 30-40% more capi- 
tal than it did at the start of the decade. And 
this is echoed, with some exceptions 
(French banks, for example) in Europe. 

For commercial banks that have stuck 
to their knitting, there are opportunities in 
the recent turmoil. Banks hold large quanti- 
ties of government bonds, and the flight to 
quality has increased the worth of these. 
America’s Chase Manhattan, for instance, 








gold is worth a mere $400m. 

But the government's plans are more 
ambitious. Mr Ignatyev says that gold 
coins could be issued to pay wages and 
pensions, and could even be used for or- 
dinary transactions. This would in effect | 
create a parallel currency to the paper | 
rouble, which would be hazardous. For a 
start, if coins are issued as currency 
rather than sold to savers, the effect will 
almost certainly be inflationary. There 
are also big practical difficulties. Rus- 
sians have become expert at spotting | 
fake banknotes. The new gold coins, | 
however, could be a forger’s dream; and, 
being heavy, a nightmare for weaklings. 


| 
| 
| 
the effect would be small—40 tons of | 
| 
l 
i 
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has seen the value of its government-bond 
portfolio double to $1 billion in September, 
The flight to cash has meant that investors 
have plonked money in big banks, giving 
them cheap financing. Moreover, the dry- 
ing up of securities markets has meant that 
demand for bank loans is expanding 
sharply. Brisk demand has meant that, for. 
the first time in years, banks are charging 
more for their loans. It may not be such à 
bad time to be the staider sort of banker. 





German stockmarkets 
Seven sisters 


BERLIN, FRANKFURT AND HANOVER 


F THERE is a Cinderella among Europe's 

stock exchanges, it is surely Frankfurt. . 
Once scorned by snooty London, it is now 
preparing for a marriage of equals with its 
bigger British rival. But not everyone in 
Germany is cheering Frankfurt's happy 
ending. Among the hecklers are Frankfurt's 
ugly sisters: Germany's regional stockmark- 
ets (Berlin, Bremen, Dusseldorf, Hamburg, 
Hanover, Munich arid Stuttgart). 

As Frankfurt's star has waxed, these out- 
posts’ stars have waned. Their share of Ger- 
man trading in equities has halved since 
1992 (see chart overleaf), Even Dusseldorf, 
once by far the biggest of the seven, has lost 
market share to Frankfurt. 

Frankfurters scoff at the regional ex- 
changes as anachronisms that survive only 
because of Germany’s federal structure, and 
the political arm-twisting that brings them . 
local business. As trading in European eq- 
uities consolidates around the big centres, _ 
Frankfurt's financial elite thinks it will 
soon be handling the DM430 billion ($265 
billion) traded annually on the regional 
bourses. Small wonder that relations: be- 
tween Frankfurt and the others are frosty. 
Jorg Walter, head of the Berlin exchange, 
says Frankfurt is a relative, not a friend, 
adding "You can’t choose your relatives". — 

Mr Walter insists that the regional ex- 
changes can survive by selling small, risky - 
shares that “are not welcome in Frankfurt". 
Some exchanges have even prospered in 
niches. A couple of years ago, Stuttgart © 
boosted turnover by allowing private in- : 
vestors to trade smaller packets of shares - 
than they could in Frankfurt, and by guar- 
anteeing them competitive commissions. 
Berlin has also increased turnover by pro- 
moting a second, lightly regulated market, 
mainly for foreign and high-tech shares. 
Two-thirds ofGerman trading in East Euro- 
pean shares is done there. Over 40 Athens- 
based shares are listed, for the benefit of 
Berlin's large Greek community. 

But Frankfurt is now chasing some of 
the business that has kept its sisters going. It 
has extended its trading hours to match 
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other exchanges, and it recently began al- 
lowing private investors to trade continu- 
ously in tiny packets of shares. Further- 
more, its new market for growth shares, the 
Neuer Markt, is luring regional start-ups 
away from their local exchanges. 

Many of Germany’s big companies are 
listed on all eight exchanges, but most 
would prefer to reduce that to a single list- 
ing in Frankfurt. This would concentrate li- 
quidity in their shares and eliminate the 
small price differences that sometimes oc- 
cur between exchanges and poison rela- 
tions with investors. It would also save 
money in listing fees. For now, delisting is 
administratively tricky, but there is grow- 
ing pressure to make it easier. 

A wave of delisting would sound the 
death knell for some exchanges. Friedrich 
Kersting, who runs the tiny Hanover ex- 
change, fears that several regional ex- 
changes will disappear anyway in the next 
ten years—unless they join forces in a mul- 
tiple merger. Such a grouping could be 
touted as an alternative to Frankfurt, 
specialising in small, less liquid shares; 
and a joint approach could reduce the cost 
of much-needed new trading software 
(Hanovers system is over 20 years old). 
Mergers may offer the best hope. But, even 
when the ugly sisters danged up on her, 
Cinderella still had a ball. 


frankfurters 
Share turnover* on German stock exchanges 
DM tm : 25 
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World Trade Organisation 


Who now? 


be reais cash-strapped outfit seeks 

bureaucrat to tide it over for four 
years. Apply to World Trade Organisation.” 
Alternatively: “Important world institu- 
tion with stunning view of Lake Geneva 
seeks vocal defender of free trade in trou- 
bled times ahead." 

Four men are in the race to replace 
Renato Ruggiero as wro boss. The mercu- 
rial Italian's term expires next April, but he 
plans to go early if a consensus candidate 
emerges, as is hoped, by late November. 
Protectionist pressures seem to be on the 
rise—not least in America, whose trade def- 
icit ballooned to a record $23.2 billion in 
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August. And substantial trade talks are in 
the offing. So selecting the right man for the 
job is more than usually crucial. 

The post carries little formal power. But 
as Peter Sutherland showed in the conclud- 
ing stages of the Uruguay Round, a shrewd, 
charismatic operator can be hugely influ- 
ential. He needs to bang heads together to 
clinch trade deals in marathon haggling 
sessions, to have the ear of statesmen and 
business bigwigs, and to win unbelievers to 
the free-trade gospel. 

The man seen by manyas the front-run- 
ner is Mike Moore, who was briefly New 
Zealand's prime minister. A bluff Kiwi, he 
is also a canny politician. He is assiduously 
courting the Americans and Europeans, 
both a tad leery of his (and his country’s) 
enthusiasm for freeing up farm trade. As 
trade minister, he turned his country into 
the most committed of free-traders. He re- 
minds audiences that a Kiwi has never held 
a big international job. 

That may be a sly dig at the other lead- 
ing candidate, Canada's Roy MacLaren, 
since a Canadian is in charge at the OECD. A 
doctor in divinity as well as a former trade 
minister (and now high commissioner in 
London) Mr MacLaren has sometimes 
come across at WTO gatherings as donnish 
and tightlipped. A fiercely clever free- 
trader, who is witty and charming in pri- 
vate, this perceived aloofness could be the 
main obstacle he must overcome. 

South-East Asia will doubtless rally be- 
hind Thailand's commerce minister, Supa- 
chai Panitchpakdi, who is also campaign- 
ing hard in Latin America. Keeping Asia 
open to trade isa priority, and a boss from a 
developing country could help to dispel 
prejudices against the wro as an arm of 
rich-world trade policy. As a trade econo- 
mist and former banker, he urges a less po- 
litical, more economically rational, ap- 
proach to trade. Laudable perhaps, but not 
a winning strategy. 


Last and probably least is Hassan 
Abouyoub, a former Moroccan trade min- 
ister. France likes him because he speaks 
French; the rest of the Eu is less keen. He 
will not even garner all of Africa's support: 
sub-Saharans feel no affinity with him. 

The real contest thus appears to be be- 
tween Mr MacLaren and Mr Moore: both 
would be convincing trade evangelists and 
effective dealmakers, but each has his back- 
ers and his detractors. Certainly, Mr Moore 
is good at echoing America's agenda—a 
more transparent and accountable wro, 
lean budgets, trade talks with quick re- 
sults—but Europeans are warier of him. On 
both sides of the Atlantic, Mr MacLaren 
seems well connected. If no consensus 
emerges soon, Mr Ruggiero may be asked to 
stay on to prepare the agenda for the next 
big ministerial meeting in America in late 
1999. He has done a fine job, so keeping 
him longer would be no tragedy. But it 
would be even better to get his successor in 
place, decisively and quickly. 

s 





Fund management 


Spoilt for choice 


Wiss the pension scheme of the Lon- 
don borough of Hackney invited 
bids from fund managers in 1993, the trust- 
ees had a problem: of the 68 that pitched 
for the mandate, all had immaculate, 
benchmark-beating records. How so? Quite 
simply, all 68 presented different sets of 
numbers, conveniently including only 
those that looked good. These days, Hack- 
ney's trustees have it easier. Four years ago, 
the British fund-managers introduced vol- 
untary standards for presenting and mar- 
keting track-records, and Hackney now 
considers only managers that meet them. 
Britain is not alone. Japanese managers 
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It was born when the Wall fell in 1989. It's no surprise 
that the world’s s youngest economy — the global economy — is ill 
finding its bearings. 

The intricate checks and balances that flobilig & economies - 
are only incorporated with time. Many world markets are only 
recently freed, governed for the first time by the emotions of the 
people rather than the fists of the state. 

From where we sit, none of this diminishes the promise 
offered a decade ago by the demise of the walled-off world. We're 
as convinced as ever that the coming years will be a Wap sd 
time for pessimists. 

The spread of free markets and democracy around the ue 
is permitting more people everywhere to turn their aspirations into 

- achievements. And technology, properly harnessed and liberally 
€ distributed, has the power to erase not just geographical borders 
but also human ones. 

It seems to us that, for a 10-year-old, the world continues . 
to hold great promise. In the meantime, no one ever said growing 


up is easy. 
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ges MERRILL LYNCH & COMPANY, ENCODRPORATED. 





The power to create value 





VEBA is a German multi-business company active in electricity, chemicals, oil, 
distribution/logistics, real-estate management and telecommunications. In 1997, we 


achieved $46 billion in sales. 


Enhancing shareholder value over the long term is our sole objective, = 


At VEBA we're continuing to improve our portfolio, giving it just the right cut. 


This is why the VEBA Group has been realigning all its business fields this : 


past vear—a process which will be nearly complete in the first half of 1999. 


We will intensify our efforts to focus on businesses that offer prospects for 
sustainable growth. At the end of this phase, the VEBA Group will be more profitable than 


before. 


THE RIGHT CUT CREATES VALUE. 


If such an outlook appeals to you, visit wwwyeba.com or call +800- 


8322-0000, Or you can send us a fax at +49 -211-4579-532. 
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MANAGEMENT METHODS FOR INTERNATIONAL HEALTH 
4 FEBRUARY - 30 APRIL 1999 








| A 12-week seminar emphasizing the application of management 
principles in public and private health sectors. ‘Topics include de- 


strategic planning, and technology assessment. Site vísits to US 


| quired for an MPH degree at Boston University. 





a descriptive brochure and application, please contact: 


| International Health 

| Boston University 

|. 715 Albany Street, TAW 
| Boston, MA 02118 USA 
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Cranfield 
MBA 


-a unique 
experience 




















centralization and human-resource management, financial and | 


health-care facilities are included. Offers 33% of the credits re- | 


In the past decade, the Center for International Health has trained | 
more than 1600 health professionals from over 140 countries, For | 


Phone: 617-638-5234 | 
Fax: 617-638-4476 i 
Internet: cih@bu.edu | 


www-busph h. b». ed 'du/deptsih | 


Infrastructure in a 
Market Economy 






January 17-29, 1999 and July 12-24, 1999 
Infrastructure in a Market Economy is designed for officials in the 
public or private sector who are responsible for developing and 
implementing initiatives for the private provision of infrastructure. 
The program aims to develop a better understanding of whether to 
privatize; when privatized firms need to be regulated; the various 
methods for doing so, such as concession contracts or price cap 
regulation; and vehicles for financing infrastructure. 

Deadline for applications: 

December 7, 1998 for the January session 

May 24, 1999 for the July session 

For brochure and application, please contact 

Ms, Pyong Yim, Enrollment Services 

Phone: (617) 496-0484, ext. 58 
email: KSG_ExecEd@Horvard.edu 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 



















Cranfield UNIVERSITY 


School of Management 





The Cranfield MBA will provide a unique experience - 
more than just a qualification, it can change your life. 
A first class programme with an emphasis on personal 
development; highly motivated, mature participants; 
taught by a dedicated and respected faculty with 
international business experience; in a stimulating and 
supportive learning environment; first choice for many 


top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


Maureen Williams, Cranfield School of Management, 
Cranfield, Bedford, England MK43 OAL 

Tel: 444(0)1234 751122 Fax: 444(0)1234 752439 
Email: m.williams@cranfield.ac.uk 


http://www.cranfield.ac.uk/som 


Cranfield University is an exempl charity offering o centre of &cellenca foc research and education 




































brought in new rules this month, the Ger- 
mans last month, and the Swiss last year, 
All this may help trustees who are faced 
with a bewildering array ofapparently top- 
notch local managers. But national rules 
are little help if you are picking managers 
fromall over the world—which most big 
pension funds nowadays do. To fix this, an 
international club of fund managers, 
_AIMR, is trying to push through a set of 
global standards. 

To understand the hunger for stan- 
dards, consider the gimmicks available toa 
fund manager who wants to impress. He 
might have four separate pension man- 
dates, of which one has done well, two so- 
so, and one badly. In his sales pitch, he 
might present only his star fund, declaring 
it to be "representative"—a practice known 
as “cherry-picking”. Or he might be fired by 
the underperforming fund, which thus 
raises the average performance of his re- 
maining accounts—a fillip known as 
*survivorship bias". Or he might, arbi- 
trarily, select the most favourable time- 
span over which to measure performance. 

The main casualties from such creative 
salesmanship are the less imaginative fund 
managers, who stand to lose mandates. But 
their investors also suffer from the confu- 
sion. “I’ve never met a manager who wasn't 
in the top quartile,” sighs one American 
pension-fund trustee. 

National standards help to resolve that 
quandary. But, as AIMN' initiative 
recognises, so long as countries have differ- 
ent standards, investors cannot compare 
“apples with apples across borders. This 
matters more and more: a binge of cross- 
-border takeovers has blurred the national 
identities of fund-management firms, and 
investors these days look all over the world 

"when choosing money managers. Pension 
funds once hired a handful of domestic 
managers. Now they take on dozens of spe- 
cialists for particular mandates—American 
technology shares, say, or German govern- 
ment bonds. 

Asa result, institutional investors every- 





THE ECONOMIST OCTOBER 24TH 1998 


FINANCE AND ECONOMICS _ 


where are increasingly insistent about 
clearing up the numbers fog—if necessary 
by borrowing foreign reporting and mar- 
keting standards. The Brazilian and Nor- 
wegian central banks recently told fund 
managers chasing their business to comply 
with American industry norms. 

Standards give detailed instructions on 
how to compute returns, what time periods 
to use, and, crucially, how to construct rep- 
resentative portfolios and calculate perfor- 
mance averages. Not everyone, though, be- 
lieves that the cherry-picking days are over. 
Except in Thailand, rules are set by the in- 
dustry, not the regulator, and are voluntary. 
America’s Securities and Exchange Com- 
mission, for example, involves itself only if 
it finds that a fund manager has claimed to 
comply with the standards but lied. Other 
regulators are equally toothless. This suits 
most fund managers, who, naturally, prefer 
to regulate themselves. But, even within the 
industry, some believe that governments 
should step in and enforce mandatory 
rules. Purely to keep an eye on the others, 
you understand. 

m i 





Japan's economy 


Another fine mess 


TOKYO 


TH government of Japan is famous for 
not pursuing the policies it should. But 
sometimes it also pursues policies it should 
not. In 1993 Kiichi Miyazawa, then prime 
minister, concocted a five-year scheme for 
improving living standards. One part of it 
involved encouraging more people to take 
out mortgages from the state, which makes 
housing loans to two families in three. 
Nearly a million households took up the of- 
fer. Now Mr Miyazawa is finance minister 
and might hope to celebrate the fruits ofhis 
scheme. Unfortunately, far from improv- 
ing Japanese living standards, he seems to 
have achieved the opposite. 

The idea was to boost house-building 
by offering special terms from state mort- 
gage lenders. Credit standards were re- 
laxed, for example, and loan ceilings raised. 
But what really got people queueing up 
were the government's yutori loans, which 
offered "leisurely" repayment terms. Un- 
der this scheme, borrowers took out 20- to 
35-year mortgages, but with very low pay- 
ments for the first five years. There was a 
price, of course: much higher instalments 
for the rest of the loan's life. Since 1993, 
630,000 households have taken out yutori 
loans from the Housing Loan Corporation, 
the biggest government mortgage lender. 
Another 250,000 borrowed on similar 
terms from a foundation that invests com- 
pany pension funds in housing loans. 

This autumn, the first of these yutori 



































borrowers began experiencing less “le 
surely" payments. As a result, household fi- 
nances do not look pretty. According to. | 
Takao Takeshita of the pension founda- - 
tion, monthly payments will rise by 4096 
for borrowers with a 35-year mortgage. For 
those with a 20-year loan they will more 
than double. With incomes now falling, 
many households could soon be in trouble; 
that will also make it impossible to refi- 
nance their mortgages with private-sector 
banks. Nor will they be able to sell up and 
rent instead. Mr Takeshita estimates that 
people who'bought modest two- to three- 
bedroom apartments at the height of t 
bubble now find them worth, on average, 
¥19m ($158,000) less than they borrowed. 
In consequence, he says, there will 
“more bankruptcies and more suicides.” 

And the worst is still to come. The num- 
ber of borrowers coming off low payments”: 
will peak in 1999 and 2000. This will dent: 
consumer spending, and. may lead to a 
sharp drop in housing investment, which: 
accounts for 9X of cpp. According to — 
Etsusuke Masuda of nsec Securities, uri- 
derlying demand for new houses has been 
declining in Japan for several decades, be- 
cause prices have not fallen in line with: 
slower income growth. Without governs : 
ment efforts to boost house-building, de- 
mand would have continued to decline 
gradually. Now, the fall in the next two 
years may be much faster (see chart). 

Officials at the Housing Loan Corpora- 
tion say that they did not force people to 
take out yutori loans. But presumably the 
government feels some responsibility. In 
1996, it cancelled the programme, although 
amazingly it still offers a variant, with pay- 
ments for the early period calculated as if 
the loan were for 50 years. Last month, it 
also announced an emergency package for 
yutori borrowers. If they are poor enough, 
households will be able to extend their 
loans for a further ten years, which. will 
lower their monthly payments. Mr Take- 
shita thinks the government is not doing 
enough. Some will no doubt be wishing it 
had done nothing to begin with. 


—. 
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Money rules 


In setting interest rates, should a central bank follow a pre-set rule oruse its 
discretion? Many economists seem to say one thing but believe another 


HEN the Federal Reserve decided 

to cut American interest rates by a 
quarter of a point on October 15th, it took 
everybody (including The Economist) by 
surprise. Nothing in its earlier announce- 
ments had prepared miarkets for the 
move. Economists, by and large, were im- 
pressed by the ambush: Alan Greenspan, 
timing his move to perfection, had shown 
his mettle once more. 

But should they have been so im- 
pressed? The academic literature on mon- 
etary policy tends to frown on “discre- 
tion"—that is, on an approach to setting 
interest rates that trusts the central bank 
to weigh lots of evidence, think hard, and 
arrive at an ad hoc conclusion suited to 
the particular circumstances. When it 
comes to monetary policy, economic the- 
ory tends to prefer "rules". Rather than 
ask the central bank to use its judgment, it 
is better simplytotell ittokeep the money 
supply growing at a certain pre-an- 
nounced rate, for instance. 

The Fed's latest rate cut was discretion 
in spades. Yet economists mostly cheered. 
Don't they believe their own theory? 

It would be odd not to, because the 
theory is very plausible. The preference 
for rules over discretion is based on three 
main observations. First, using monetary 
policy to fine-tune economic activity is 
extremely difficult, because of the long 
and unpredictable delays between 
changes in interest rates and their subse- 
quent effects on the economy. Second, in 
the longer term, changes in monetary pol- 
icy affect only inflation. In other words, it 
is impossible through easier monetary 
policy to run the economy at a perma- 
nently higher level of activity and/or 
lower rate of unemployment. Very few 
economists would dispute either of these 
arguments; together they already imply 
that discretion is unlikely to be successful. 

Then comes the clincher: a third, and 
somewhat subtler, argument. In the short 
term, with wages fixed for the time being, 
an increase in demand created by easing 





monetary policy will indeed raise output 
and employment. This tempts policy- 
makers to surprise the economy now and 
then, yielding on each occasion a tempo- 
rary rise in output. The trouble is, you can- 
not surprise people very often. Firms and 
workers will soon get the hang of things. 
When they come to set wages and prices, 
they will learn to anticipate the at- 
tempted surprises. The result will be no 
further gains in output, temporary or oth- 
erwise, and a persistent bias towards 
higher inflation. This third argument im- 
plies that discretion is not merely ineffec- 
tive, but systematically damaging. 


Target practice 

In principle, then, a rule which the mar- 
kets understand, and which commits the 
central bank to aim for price stability, of- 
fers the great benefit of lower inflation, on 
average, at no extra cost in terms of for- 
gone output or employment. In practice, 
though, there is a problem. It is hard to 
think of any rule that could or should be 
followed entirely mechanically—that is, 
entirely without discretion, 

Even a rule as “pure” as the pre-1914 
gold standard, which committed central 
banks to maintain the value of the cur- 
rency at a fixed parity with gold, never 
quite worked this way. Governments had 
discretion at the margins. The money- 
supply rules advocated by modern mone- 
tarists also allow some discretion, not 
least in the choice of monetary target. 

Even ifsuch rules could be unambigu- 
ously defined, following them rigorously 
would sometimes carry a cost. Extraordi- 
nary circumstances arise from time to 
time. The best policy in these special cir- 
cumstances might be looser (or tighter) 
than the rules dictate. At such times it is 
implausible, economically and especially 
politically, to argue that the central bank 
ought to show no “flexibility”. 


In reality, then, policymakers are ob- 
liged to choose not between the stark al- 
ternatives of pure rules and total discre- 
tion, but among a range of possibilities in 
between. “Inflation Targeting”, a forth- 
coming book by Frederic Mishkin, of Co- 
lumbia University, and others, makes the 
case for one such middle way~a kind of 
"constrained discretion". Central banks, 
it argues, should steer interest rates by ref- 
erence to an announced inflation target. 

This is closer to a pure rule than to 
pure discretion—though not enough to 
satisfy a strict monetarist. The authors ar- 
gue that it combines the main advantages 
of the pure regimes: like a rule, it makes 
surprise inflations difficult to engineer; 
like discretion, it allows for extraordinary 
measures. Inflation targeting has proved 
a popular and (the authors argue) success- 
ful compromise. Many countries, includ- 
ing Britain and Canada, have explicitly 
adopted such a regime; Germany and 
others have done so implicitly. 

The conspicuous exception is the 
United States: by the standards of those 
other central banks, the Fed's discretion is 
relatively unconstrained. So the puzzle re- 
mains: the Fed takes the markets by sur- 
prise and is applauded for it by most 
economists, despite the clear presump- 
tion in the literature that central banks 
should not be in a position to spring sur- 
prises. What resolves the paradox, maybe, 
is the enormous regard that most econo- 
mists have for Alan Greenspan's judg- 
ment: this suppresses whatever reserva- 
tions they might have about central-bank 
discretion. But it seems unwise to rely on 
the man rather than the system. 

If the Fed were constrained by an in- 
flation target, or by a target for growth in 
nominal cpr (which is similar and in 
some ways better), it might well have cut 
rates last week anyway. The difference is 
that it would have been obliged to ex- 
plain exactly why its actions did not jeop- 
ardise the target, or why the target had 
been put to one side for the time being. It 
would be good to hear those explana- 
tions. If they were convincing, the ap- 
plause the Fed has been getting might 
even be deserved, 


"Inflation Targeting" by. Ben Bernanke, Thomas 
Laubach, Frederic Mishkin and Adam Posen will be 
published shortly by Princeton University Press. 
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When | first started 
seeing Amy she used to ask if | could remember her phone number. 
| never could, but luckily | never needed to. Because whenever | want to 
hear her voice | just say her name and my Genie mobile phone 
automatically dials her number. | still can't remember her phone number 
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and things are getting better all the time. d 
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BETHESDA, MARYLAND 


Disposing of dementia 


The search for ways of preventing Alzheimer's disease is throwing up many 
` candidates—some of them surprisingly prosaic 


[ ERE are a couple of facts to ponder. 

Once people reach their mid-60s, 

their chances of developing Alzheimer’s 

disease double every five years. And in just 

over a decade, the first of the post-second- 

world-war "baby boom" generation will 
celebrate their 65th birthdays. 

These ageing hippies no longer hope to 
die before they grow old. And most of them 
would prefer to spend their 
declining years in full posses- 
sion of their mental faculties. 
Moreover, in America at least, 
many are rich enough to pay 

- for treatment to ensure that 
that happens—if only such a 
_ treatment existed. 
“2 At the moment, it doesn't. 
`` But ata recent meeting of Am- 
;erica's National Institute on 
» Ageing, in Bethesda, a group 
';'ofthecountry's leading resear- 
t chers into Alzheimer’s disease 
were surprisingly optimistic 
about the progress that was 
` being made. 


Ageing gracefully 
The main anatomical symp- 
` toms of Alzheimer's are the 
_ growth in the brain of plaques 
-of a protein called beta amy- 
„loid, and tangles inside cells 
- ofa second protein called tau. 
"'"Thereisalsoa crippling loss of 
“nerve cells in brain areas in- 
volved in cognitive functions—which leads 
“to the main behavioural symptom, failure 
of the memory. 

Much of the damage looks like the re- 
sult of oxidation by free radicals (oxygen- 
rich compounds released during cellular 
energy production). This has led Leon Thal, 
of the University of California, San Diego, 
to wonder whether there may be a surpris- 
ingly cheap and simple way of preventing 
the disease. Vitamin E is one of the most 
powerful natural anti-oxidants around. Dr 
Thal and his colleagues have already 
shown that it can slow the progress of de- 
mentia in those who have developed its 





GOEHESZCONOMIST OCTOBER 24TH 1998 


symptoms. Now he wants to see if it can 
prevent those symptoms developing in the 
first place. 

Early in 1999, he and his colleagues will 
start a three-year trial to find out. Some 750 
elderly volunteers who have mildly impair- 
ed memories of the sort that presage Alz- 
heimer' disease will be divided into three 
groups. One will be given large daily doses 





of vitamin E, the second another (as yet un- 
announced) compound suspected of hav- 
ing anti-Alzheimer’s properties, and the 
third an inert placebo as a control. 

Ifthis trial suggests that vitamin E is bet- 
ter than a placebo at preventing Alzheim- 
ers, then the way will be open to try out 
other anti-oxidants such as vitamin C, sele- 
giline (a prescription drug used to treat 
Parkinson's disease) and even ginkgo (a her- 
bal remedy much favoured by practi- 
tioners of "alternative" medicine). 

Oxidative damage, however, accumu- 
lates gradually throughout life (indeed, the 
ravages of free radicals are believed by 


many researchers to be an important cause 
of the general physiological decline that is 
usually referred to as “ageing”). A second 


approach might therefore be to ameliorate. > 


the damage after it has occurred. 

A few years ago, James Simpkins at the 
University of Florida in Gainsville showed 
that (in tissue cultures, at least) oestrogen, 
the feminising hormone, reduces the death 
rate of cells that have been damaged by oxi- 
dation. As a result, the Women's Health Ini- 
tiative (a large, long-term study of the effec-- 
tiveness of oestrogen in preventing osteo- 
porosis) is now looking at whether the hor- 
mone can prevent Alzheimer’s as well. 

if the answer is yes, that would be good 
news for women. But it would not be much 
use for men unless they were willing to put 
their bodies through some unwelcome 
changes. Dr Simpkins, however, thinks an 
oestrogen-led approach could 
bring hope for men as well. He 
and his colleagues are busy 
trying to rejig the hormone’s 
molecule in ways that will 
strip it of its feminising ef 
fects, but still retain its protec- 
tive activity. 

That sort of thing pleases 
drug companies, for whom vi- 
tamins and naturally occur- 
ring hormones are unpatent- 
able—and therefore unprofit- 
able—products. The compan- 
ies are interested in other 
approaches, too. Several dif. 
ferent biochemical mecha- 
nisms believed to be involved. 
in the disease are under inves = 
tigation, but one that has al^ 
ready yielded results is the ob- 
setvation that the brains of. - 
Alzheimer's patients are defi- 
cient in acetylcholine, a chem- | 
ical that nerve cells use to ex- : 
change messages. 

Surplus acetylcholine is 
mopped up by an enzyme called cholines- 
terase. If too little acetylcholine is part of 
the problem, then it might be possible to 
tackle the deficiency by inhibiting the activ- 
ity of this enzyme. One drug which does 
this, Cognex (made by Warner-Lambert), 
has been on the market since 1994. It has 
never really caught on, partly because its 
benefits are modest and partly because pa- 
tients taking it must be watched carefully 
for signs of liver damage. But its limited 
success is inspiring imitators. 

Aricept, made by Eisai, of Japan, is an- 
other cholinesterase inhibitor. It is now on 
the market in America and Britain, and is 
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undergoing its final clinical trials in Japan. 
It does not cause adverse liver reactions 
and also seems more effective than Cognex. 
Takeda, another Japanese firm, also has a 
cholinesterase inhibitor on trial, as do Bay- 
er, of Germany, and Forest Laboratories, an 
American firm. 

And if none of these approaches work, 
there is a fourth—take a painkiller. The Bal- 
timore Longitudinal Study on Ageing fol- 
lowed the health of 1,686 elderly people be- 
tween 1980 and 1995. One thing that it 
looked at was the use of non-steroidal anti- 
inflammatory drugs, or NSAIDs. These in- 
clude such freely available medicines as 
ibuprofen. 

NSAIDs are used to fight arthritis, and 
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were thus taken routinely by many of the 


Baltimore study's participants. However, 
when they analysed their data, the study’s 
organisers found that NsAIDs also seemed 
to lower the risk of developing Alzheim- 
er’s—by as much as 60%. 

That result should, of course, be ap- 
proached with caution. Though there is a 
certain logic in using anti-inflammatory 
drugs against Alzheimer’s disease (inflam- 
mation of the tissue around the plaques is 
one of the symptoms), no specific trial of 
the sort about to be carried out with vita- 
min E has yet been completed. It would, 
nevertheless, be ironic if the answer to one 
ofthe scourges ofold age has been sitting in 
the bathroom cabinet all along. 
rd 





Comparative meteorology 


The weather forecast for Neptune 


Studying the atmospheres of other planets has produced many surprises. It 
could even help in comprehending that of the earth 


NYONE who has ever been caught in an 
unexpected downpour might find it 
tempting to demand that science improve 
its understanding of the earth's unpredict- 
able weather before moving on to that of 
other planets. Tempting, but futile. Astron- 
omers have long taken an interest in what 
spring is like on Jupiter and Mars. Yet their 
grasp of how the weather works in the rest 
ofthe solar system leaves a lotto be desired. 

Take, for example, the latest images of 
Neptune, presented at a meeting of the 
American Astronomical Society's division 
of planetary science this month. The wea- 
ther on Neptune is, in the language of the 
weathermen, rather blustery. Wind speeds 
can reach 1,400 kph (900 mph) and mon- 
ster storms frequently appear as huge, dark 
spotson the planet's bluish surface. By com- 
bining ground-based observations with 
pictures taken by the Hubble Space Tele- 
scope (HST), a team of astronomers led by 
Lawrence Sromovsky at the University of 
Wisconsin-Madison has assembled a film 
showing the ebb and flow of Neptune's 
weather over three of its 16-hour days. 

These new pictures have, however, only 
deepened the mystery of Neptune's weath- 
et. Fora start, it is still unclear what stirs the 
planets atmosphere. Earth's weather is 
driven by heat from the sun. But the sun is 
30 times farther from Neptune than from 
earth, and is thus 900 times fainter; yet 
somehow weather on Neptune is far more 
violent than on earth. . 

Another mystery concerns the behav- 
iour of the dark spots. Unlike the long-lived 
storms of Jupiter, one of which (the Great 
Red Spot) has been tracked continously by 
observers for many. decades, Neptune's 
spots seem to be relatively short-lived. The 
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Great Dark Spot seen by Voyager 2, a probe 
which investigated the planet in 1989, dis- 
appeared within a year. Another, smaller 
spot seen in 1994 has since vanished too. 
Also, for no apparent reason, dark spots of- 
ten appear to be accompanied by light 
spots. But although Dr Sromovsky's team 
found a light spot, it had no dark sibling. 

Uranus, the next planet in from Nep- 
tune, is almost as mysterious, but for a dif- 
ferent reason: its almost featureless green 
surface provides few clues to the goings-on 
in its atmosphere. Only 20 Uranian clouds 
have ever been seen, in a handful of images 
taken by Voyager 2 and the ust. So a new 
HST image, obtained by Erich Karkoschka 
of the University of Arizona, which shows 
another 20 clouds, has doubled the score at 
astroke. Yet despite its being nearer the sun, 
the weather on Uranus seems less violent 
than that on Neptune, with the clouds be- 
ing swept around at a mere 500 kph. 

While observations of the weather on 





Another cloudy day on Uranus 





Uranus and Neptune are still in their in- 
fancy, Jupiters clouds are more familiar. 
But even Jupiter, it seems, is capable of 
springing the odd surprise. In addition to 
its Great Red Spot, astronomers have been 
following three smaller storms, known as 
white ovals, for the past 50 years. This sum- 
mer, two of them merged to form a single 
oval, larger than the earth, making the sec- 
ond-biggest storm in the solar system after 
the Great Red Spot. But the new oval is not 
behaving as expected. Infra-red observa- 
tions, which can see deep into Jupiters at- 
mosphere, suggest that the merged storm’s 
structure differs significantly from that of 
its two precursors. 

Glenn Orton, a researcher at the Jet Pro- 
pulsion Laboratory in Pasadena, Califor- 
nia, who has led the analysis of the merged 
storm, admits that Jupiter's weather is still 
only dimly understood. Attempts to repli- 
cate the formation of white ovals in com- 
puter models of Jupiter's atmosphere have 
proved unsatisfactory, because the virtual 
ovals dissipate almost immediately. 

Weather of a slightly more familiar 
kind is thought to exist on Titan, the largest 
satellite ofSaturn and the only moon in the 
solar system to have a thick atmosphere. Ti- 
tan's air is composed mainly of nitrogen, 
but it also contains methane. This prompt- 
ed suggestions in the 1980s that Titan could 
be entirely covered by a liquid-methane 
ocean. Infra-red observations of Titan 
showing persistent surface features have 
since ruled out that possibility. But lakes of 
methane, and an earth-like weather cycle of 
evaporation, condensation and precipita- 
tion, are still possible. 

A paper published in Nature earlier 
this month by a team led by Caitlin Griffith 
of Northern Arizona University lends cre- 
dence to the idea of a methane-based 
weather cycle on Titan. It provides evi- 
dence for a hitherto missing ingredient: 
clouds. After analysing an unusual but tem- 
porary increase in Titan's brightness, Dr 
Griffith concluded that the most likely ex- 
planation was the presence of a thick, re- 
flective cloud, covering roughly 9% of the 
part of Titan’s surface then visible from 
earth. But, she says, it is still unclear if liq- 
uid on the surface of Titan is in the form of 
puddles, lakes or oceans—although the ar- 
rival of a spacecraft called Cassini in 2004 
might solve the mystery when it drops a 
probe into Titan’s atmosphere. 

Can broad lessons be drawn from ob- 
serving all these different kinds of weather? 
Many researchers believe so. In a lot of 
ways, the weather of the four giant planets 
(Jupiter, Saturn, Uranus and Neptune) 
should be easier to understand than that of 
the earth, because there are no oceans and 
continents to complicate matters, Dr Orton 
suggests that, collectively, these planets can 
act as a vast "comparative meteorology” 
laboratory in which hypotheses about the 
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workings of weather systems could be test- 
ed—though he likens current understand- 
ing of the behaviour of the atmospheres on 
other planets to the state of terrestrial wea- 
ther-forecasting in the 1930s. 

Nevertheless, the environmental dan- 
gers posed by chloro-fluoro-carbons (CFCs) 
came to light after observations of Venus's 
atmosphere. And the nuclear-winter hy- 
pothesis (that the smoke from fires caused 
by a global nuclear war would blot out the 
sun’s rays and thus cool the earth cata- 
strophically) owes its origin, at least in part, 
to observations ofa planet-wide dust storm 
on Mars. So there is good reason to believe 
that investigating extraterrestrial weather 
systems could one day help meteorologists 
to fathom the workings of those on earth. 
That might reduce the chances of being 
caught without an umbrella after all. 





Neuroscience 


Tickled curiosity 


WELL-PLACED tickle will reduce even 

a grown adult to jelly. But the most hy- 
persensitive victim can at least rest easy in 
the knowledge that he can’t tickle himself. 
Some theorists—among them Charles Dar- 
win—have suggested that this is because of 
the inherently social character of tickling. 
Sarah Blakemore and her colleagues at Uni- 
versity College, London, (ucr) whose work 
is published in November's Nature Neuro- 
science, have devised a more mechanical 
explanation. In the process, they may have 
helped to explain why ticklishness evolved. 
To study the neurology of tickling, Dr 
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Shall I do you now, Sir? 


Blakemore and her team stuck volunteers 
into a magnetic-resonance-imaging mach- 
ine (which monitors oxygen flow to the 
brain, and thus indicates the amount of ac- 
tivity in that organ’s various parts). They 
then did one of three things: tickled the vol- 
unteer’s left palm with a piece of sponge; 
got the volunteer to tickle himself that way; 
or got the volunteer to move as if to tickle 
himself, without actually doing so. 

As expected, they found increased activ- 
ity in the somatosensory cortex (the part of 
the brain responsible for the sensation of 
touch) when a volunteer was tickled either 
by a member of the team, or by himself. 


However, the increase in the second case 
was no different from that when a volun- 
teer merely moved his right hand as if to 
tickle himself. But in the case of selftick- 
ling, the researchers found a difference in 
the activity of the cerebellum—the bit of the 
brain responsible for co-ordinating motor 
activity—even when they factored out the 
effect of the volunteer's right hand moving. 

Dr Blakemore believes this is the key to 
understanding why you cannot tickle your- 
self. There is evidence that the cerebellum is 
involved in predicting the sensory conse- 
quences of actions as well as co-ordinating 
them. That would make sense, since co-or- 
dination requires present actions to flow 
seamlessly into future ones. Without sen- 
sory prediction, every walk down the stairs 
would be accompanied by the sinking feel- 
ing one has when missing a step. 

Dr Blakemore reckons that when peo- 
ple try to tickle themselves, the cerebellum 
compares its predictions with the stimulus 
received. Since the two are in accord, the 
cerebellum weakens the sensation, short- 
circuiting the tickle. When tickled by some- 
one else, however, the stimulus does not co- 
incide with the cerebellum’s calculations, 
so the sensation is not suppressed. 

Why should the cerebellum have evolv- 
ed to cancel selftickling? Dr Blakemore 
suggests that in the wild, it makes sense for 
an organism to ignore irrelevant, predict- 
able sensations that result from contact 
with itself. That way it can pay more atten- 
tion to stimuli caused by external factors, 
such as insects crawling over its skin. The 
tickle, then, is the cerebellum's way of tell- 
ing the body to deal with stimuli that, by its 
reckoning, are out of order. 








The death of an icon 


| Biss Internet is an anarchic place, and 
anarchists brook no leaders. But if 
they did, most “netizens” who consider 
such matters would probably have ac- 
knowledged Jon Postel, who died on Oc- 
tober 16th from complications following 
heart surgery, as the true ruler of Cyberia. 

Dr Postel’s death was untimely for 
more reasons than his relative youth (he 
was 55). As head of the Internet Assigned 
Numbers Authority (IANA), in Los Ange- 
les, he was working hard to find a solu- 
tion to the arcane but fundamental ques- 
tion of who should control the electronic 
addresses on which the Internet depends. 

Until now, that job has been done by 
the IANA—essentially a bunch of enthusi- 
astic, selFappointed volunteers like Dr 
Postel, many of whom have been in on 
the Internet since the beginning. (Dr Post- 
el himself was one of the originators of 


the ARPANET, the Internet's precursor.) 
The IANA'S job is to dish out the Internet's 
system of numeric addresses, the so- 
called 1p numbers, on behalf of the gov- 
ernment. It also controls the domain- 
name system, which turns those numbers 
(eg 199.173.162.110) into human-friendly 
monikers like www.economist.com. 

When Cyberia was a small, academic 
country, such an informal arrangement 
worked well. But now it has been colon- 
ised by commerce, a more businesslike 
approach is felt to be necessary. 

Under the Postel plan, the address sys- 
tem would be controlled by the Internet 
Corporation for Assigned Names and 
Numbers (ICANN), a new, non-profit, in- 
ternational organisation (though still, 
naturally, based in California). This outfit 
would have broad authority to reform the 
system, including adding new top-level 


domains—the suffixes of Net addresses 
such as “.com” or “.net”. | 

The idea of the ICANN emerged in re- | 
sponse to an American-government pro- 
posal last year to privatise the whole pro- | 
cess. Handing such a valuable monopoly 
over to private interests did not go down | 
well with the netizens. But to sceptics, the 
ICANN looks a lot like an extension of the 
IANA by other means—it would still, in es- 
sence, be a self-appointed oligarchy. 

On October 2oth, therefore, the Com- 
merce Department sent the plan’s au- 
thors (now, sadly, minus Dr Postel) back 
to the drawing-board. It wants them to 
turn the ICANN into a membership-based 
organisation that represents all Internet 
users, and to create workable mecha- 
nisms to hold the new board accountable. 
Netizens are normally suspicious of gov- 
ernments, but this proposal might per- 
suade even the most hardened anarchist 
that legislation has a role to play in 
cyberspace after all. | 
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Managing Credit Risk: 
The Next Great Financial Challenge 


December 2-3, 1998 
New York City 


With the specter of rising 
default rates, you'd better have 
a good look at credit risk. At 


DEFAULT? 


OR 
DEPOSIT? 


If your vision of profits from bank 
loans is blindsided by defaults, 
then it’s not your eyesight 

that needs to be checked. It’s 
your analysis. In two days, 

The Stern Executive Development 
Program teaches the newest 


8 models and techniques to 


internally measure and manage 
your credit risks. 


Professors Edward Altman 
and Anthony Saunders 

will explain the intricacies of 
CreditMetrics, CreditRisk+, 
Credit Portfolio View, Loan 
Analysis System, and more. 


Stern, you'll look it in the eye. 
That you can bank on. 


Upcoming Courses in the 
Salomon Center Frontiers in 
Finance Series: 

Active Trading: Exploiting Asset 
Pricing Anomalies, Dec. 7-8 
Market Risk Measurement and 
Management, Feb. 8-9 


To receive detailed course 
descriptions and to register: 
call 1.888.NYU.EXEC 

fax 212.995.4502 
exec-dev@stern.nyu.edu 
www.stern.nyu.edu/executive 
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MOREOVER 


Changing things so everything 


stays the same 


Condemned as backward when it came out 40 years ago, “The Leopard” in 
fact foresaw rampant corruption in Italy and the rise of the Mafia 


ICILY, an Italian journalist and author, 

Luigi Barzini, once said, “is like one of 
those concave shaving mirrors in which we 
in the rest of Italy see our image pitilessly 
enlarged, both faults and virtues." Of no Si- 
cilian book is this more accurate than 
Giuseppe Tomasi di Lampedusa's slim 
epic, "The Leopard", which was published 
in November 1958 (translated by Archibald 
Colquhoun, Harvill £5.99; Pantheon $12). 

On the surface a portrait of an aristo- 
cratic Sicilian family set against the 
historical pivot of Garibaldi’s uni- 
fication conquest in 1860, “The 
Leopard” is also the distillation of 
an age. Domestic details fill the 
foreground while great events that 
mark the passing of feudalism and 
the advent of the republic take 
place offpage. Yet Lampedusa's 
deftness with words is so fine that, 
although nothing much appears to 
happen in the book—a move to the 
country, a dinner, a rabbit shoot, a 
ball, some conversations—to many 
readers “The Leopard” is the great- 
est Italian novel this century, per- 
haps the greatest ever, and 
uniquely relevant to modern Italy. 

It was, however, loudly de- 
nounced when it was published. 
Looking back, this was to its credit. 
Critics fell broadly into four cate- 
gories. Sicilians hated Lampedu- 
sa’s portrait of the islanders as vio- 
lent and irrational while stricter 
Italian Marxists saw his aristocrat 
heroes as evidence that the novel 
was right-wing and its author a 
man with no sense of progress. 
(That did not stop Luchino Vis- 
conti, a Communist supporter, 
from making “The Leopard” into 
one of his greatest films.) 

Much of the literary Left con- 
demned the novel as worthless be- 
cause it was neither progressive 
nor avant-garde. Traditional Cath- 
olics interpreted the pessimism of 
“The Leopard” as a sign of Lampe- 
dusa’s apostasy and, in particular, 
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Don Fabrizio’s crushing attitude towards 
his prelate, Father Pirrone, as disrespectful. 
A cardinal of Palermo described “The 
Leopard” as one of the three factors which 
contributed to the dishonour of Sicily, the 
others being the Mafia and Danilo Dolci, a 
prominent social reformer. 

Forty years on, these voices—so loud 
and so self-satisfied at the time—have grad- 
ually died down, while that of “The Leop- 
ard” grows more powerful every year. Lam- 





pedusa was in effect only a gifted amateur 
author, but an astonishing range of profes- 
sional writers, from Italo Calvino to Isabel 
Allende, owe a debt to the writings of this 
shy and portly Sicilian prince. In “The 
House of the Spirits”, just as in “The Leop- 
ard”, there is a young couple roaming 
through a house with many rooms, and a 
big black dog whose name begins with a ‘B’ 
who bounds in in the first chapter only to 
end up as a rug some time later. 

The Lampedusas, as David Gilmour ex- 
plains in his biography, “The Last Leopard” 
(Harvill £8.99; Pantheon; $22), were never 
great workers. Pale, fat and bad at outdoor 
games, the author-prince reluctantly en- 
rolled, when he was 21, as a law student 
with a view to becoming a diplomat. Mili- 
tary service in the first world war inter- 
rupted his studies and he never resumed 
them. Nor did he ever take a real job. In- 
stead he lived quietly with his parents until 
his marriage at the age of 35, and 
intermittently thereafter whenever 
his wife, Italy’s first practising psy- 
choanalyst, was travelling. He de- 
voted most of his day to reading 
and never moved anywhere with- 
out a book; volumes of Proust se- 
creted among the courgettes in his 
shopping bag; a copy of Shake- 
speare, his widow said, “to console 
himself when he saw something 
disagreeable”; and “The Pickwick 
Papers” by his bed to comfort him 
during sleepless nights. 

Fluent in several languages, 
Lampedusa nonetheless had a par- 
ticularly soft spot for English writ- 
ing. “The Leopard” is saturated 
with the influence of Keats and 
Shakespeare. But Lampedusa was 
equally fond of minor writers, and 
once calculated it to be a statistical 
certainty that he was the only Ital- 
ian familiar with the works of Mar- 
tin Tupper, a 19th-century novelist 
and versifier. 

In his mid-50s, Lampedusa be- 
gan to regret that he had read al- 
most everything and he envied 
younger friends who still had so 
much left to discover. His wife sug- 
gested he give an informal course 
on English literature to his nephew 
Gioacchino Lanza, whom the 
childless Lampedusa and his wife 
later adopted as their son, and to a 
friend, Francesco Orlando. The 
1,000 pages of notes he wrote on 
the English greats from Bede to 
Graham Greene in preparation for 
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the year-long course are the most impor- 
tant source for understanding the literary 
inspiration of “The Leopard”. 

For all these lofty antecedents, two par- 
ticular events served to free Lampedusa’s 
imagination and allow him to begin writ- 
ing his masterpiece. The first was the bomb- 
ing, in April 1943, of Palazzo Lampedusa, 
the family home in Palermo. The prince 
was so shocked by the destruction he wit- 
nessed that day, that he walked 13 km to the 
home ofa family friend, arriving dusty and 
unrecognisable and refused to speak for 
several days. The second was watching his 
cousin, Lucio Piccolo, being awarded a 
prize for his collection of poems, “Canti 
barocchi", at a literary conference to which 
the two men had been invited by the future 
Nobel laureate Eugenio Montale in 1954. 
Some time later, Lampedusa wrote to a 
friend in Brazil that if his cousin Lucio 
could win a prize, “... certainly I was no 
more foolish, I sat down and wrote a 
novel.” 

For nearly two years, Lampedusa would 
go each day to his favourite café, the 
Mazzara, and write using a Biro and a 
cheap notebook. Sensuous recall, for Lam- 
pedusa as for Proust, was a route to under- 
standing, not consolation. The more he 





The Mafia kiss 


hunted for a particular word to evoke a 
smell, a sauce, a whiff of incense, the more 
sensuously he recalled a vanished past un- 
til the novel transformed itself into a Ba- 
roque evocation of life and death. 
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Death is in the first line of the book, of 
course, and Lampedusa was deeply aware 
of his own mortality. He died before the 
book was published. It was his only novel. 
Childless, impoverished and unrecog- 
nised, he wasn’t to know it would win the 
prestigious Strega prize and that 40 years 
later it would still be in print and selling 
more than 100,000 copies a year. 

Nor would he know quite how pre- 
scient he was about Italy. “If we want things 
to stay as they are, things will have to 
change"—the most famous line in the 
book—is as true of modern Italy, and the 
Mani Pulite investigations into political 
corruption, as it was nearly a century anda 
half ago. 

It was in the Mafia “maxi-trials” of the 
late 1980s—with their detailed evidence of 
crooked deals, sumptuous meals and votes 
falsely won—that one saw the final efflores- 
cence of one of Lampedusa's best-known 
characters, Don Calogero Sedara, the de- 
spised man-on-the-make and father of the 
glorious Angelica. "This little head of cun- 
ning, ill-cut clothes, money and ignorance,” 
is how Lampedusa described him, “all 
munching and grease stains.” 

Leonardo Siascia, another Sicilian 
writer, claimed for many years that he was 





Virgins’ breasts, grandpa's balls 


HEN Don Calogero Sedara, the lit- 
tle Mafia man in “The Leopard”, 
brings his daughter to dine for the first 
time at the Salina palace, his greatest fear 
is not that he will muddle up his cutlery 
or unknowingly insult his hostess, but 
| that he might be served soup, then still re- 
| garded as this “barbaric foreign usage". 
No wonder he smiles when three lack- 
eys in green, gold and powder enter bear- 
ing a towering macaroni pie. 
The burnished gold of the crusts, the fragrance 
of the sugar and cinnamon they exuded, were 
but preludes to the delights released from the 
interior when the knife broke the crust; first 
came a spice-laden haze, then chicken livers, 
| hard-boiled eggs, sliced ham, chicken and truf- 
fles in masses of piping hot, glistening maca- 
roni, to which the meat juice gave an exquisite 
hue of suede. 


Whatever Don Calogero's pleasure, 
even the timballo di macheroni is not 
strictly speaking a native Sicilian dish, 
but then, asks Mary Taylor Simeti at the 
start of *Pomp and Sustenance" (The Ecco 
Press; $19.95), what is? Recently repub- 
lished after being out of print for many 
years, Ms Simeti's study of 25 centuries of 
Sicilian cooking is one of the finest of its 
| kind; an enthusiastic cooks cookbook 
and then far more. 


| An American who married a Sicilian 


and raised a family in Palermo and in the 
countryside beyond the city, Ms Simeti 
has watched real artisanal cooking at first 
hand. She also has a historian's eye. The 
basic ingredients and techniques of Sicil- 
ian cooking were introduced to the island 
by the end of the 12th century. Internal 
economics then became as important as 
external forces in modifying and diversi- 
fying the Sicilian diet; by 1200, class 
rather than conquest was the determin- 
ing factor. 

Ms Simeti is very strong on peasant 
food—impanata, the bread pie that sus- 
tained Sicilians through centuries of pov- 
erty; festive dishes like sciabbo, a pasta 
that is eaten at Christmas with a tomato 
sauce containing cinnamon, sugar and 
unsweetened cocoa; and the famous 
cannoli pastries, stuffed with ricotta and 
candied fruit, that you buy on every street 
corner. 

But the peasantry was not alone in 
forming Sicilian cuisine. The aristocracy's 
passion, as it so often is, was for import- 
ing the latest foreign craze and the is- 
land’s many convents still produce their 
own individual delicacies, although their 
pastry kitchens are sadly closing down 
one by one. A separate chapter on confec- 
tions, pastries and ice cream, as well as a 
section on where to find the very best of 


everything—from stuffed pork chops to 
cassata—are both welcome additions 
that make this book invaluable for travel- 
lers, armchair and otherwise. 

A crucial sub-speciality for which 
there is little room in “Pomp and Suste- 
nance” is the study of language in Italian 
food. Italians swear they have a bigger 
vocabulary than any other European lan- 
guage. Count in kitchen Italian, and they 
may well be right, as a perusal of the “Dic- 
tionary of Italian Cooking” (The Ecco 
Press; $27.50) quickly makes clear. 

Foreign culinary influences, widely 
varying ingredients and huge regional 
differences in menus mean there are of- 
ten ten or 15 words for the same item—the 
garfish isa case in point with 21, and even 
the humble anchovy can choose between 
14 different names. 

More surprising than its variety is the 
subversiveness of the language of Italian 
gastronomy. Anti-clerical sentiment is 
rife up and down the land: Sicilian can- 
died cookies, sweet biscuits from Padua 
and green gnocchi from almost anywhere 
are often called strangolapreti, or “priest- 
throttlers.” 

Pulling priestly legs may also be 
what's behind those names intimately 
linked to body parts—the sexier the better. | 
Is there anything in English to match 
minni di virgini, fedde del cancelliere or 
best of all the little round brown sweets 
known as le palle del nonno? 


a a a a: ee 


104 


THE ECONOMIST OCTOBER 24TH 1998 


Per Ss SSeS = S Sy eee Te Sra T «d 


the first novelist to portray a Mafioso in fic- 
tion. He was wrong. Lampedusa's Don 
Calogero preceded any Sciascia creation by 
nearly a decade, and still remains one of 
the truest portrayals of the genre, a * Mafi- 
oso avant la lettre," as Norman Lewis once 
wrote. 

“We were the Leopards and Lions," 
Lampedusa's alter ego Don Fabrizio re- 
flects: "those who'll take our place will be 
little jackals, hyenas.” In his attempt to scale 
the social and political ladder, Don 
Calogero seeks to grab church property and 
the common land using fair means and 
foul, mostly foul. As a type, he is instantly 
recognisable. But it took an Australian 


TEC 


writer to see the intimate connection be- 
tween "The Leopard" of 1958 and the maxi- 
trials that started more than three decades 
later. Peter Robb attended each day of the 
hearings in preparation for his “Midnight 
in Sicily" (Harvill £12; Faber $25.95), one of 
the finest books on the Italian south. And 
his analysis is as riveting in its commentary 
on modern Sicilian life as "The Leopard" 
was to an earlier generation. 

Two spectacular banquets mark Don 
Calogero’s rise; the dinner where he intro- 
duces his daughter to the Salina family, and 
the wedding feast celebrating her marriage 
to Don Fabrizio’s nephew. To close the cir- 
cle, Mr Robb recalls, it was a grand meal in 
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Palermo that cemented the alliance be- 
tween the Mafia (represented by an Ameri- 
can mob boss, John Gambino), the Italian 
Christian Democrat prime minister Giulio 
Andreotti and Michele Sindona, a banker. 
The venue for the dinner was a restaurant 
called The Charleston, previously the Caffe 
Mazzara where Lampedusa wrote “The 
Leopard.” The secret deal over which the 
three men shook hands that day coloured 
Sicily's political landscape for decades to 
come. Lampedusa once said London 
would never be forgotten because Dickens 
had immortalised it; many would say the 
shy and awkward prince did much the 
same for Sicily. 





The Roman Catholic church 


Winning hearts, not arguments 


Pope John Paul II’s calls for discipline perplex many Catholics. Yet the 
church’s promise of universality continues to appeal 


DWARD PARRY, Julia Hamilton's guilt- 

ridden good Catholic, “was a boy again 
and God was watching his every move 
through field glasses ... good, strong ones 
with Zeiss lenses.” It was God’s ubiquity, 
combined with his omniscience and his 
habit of delivering savage on-the-spot pun- 
ishments for the slightest transgressions, 
that had Parry in such a bad way. But then 
he was deeply vulnerable, being only a sec- 
ond-generation Catholic. Unlike his upper- 
class wife Victoria, whose family, the Dig- 
bys, had held on to the old religion through 
centuries of persecution, he took Catholi- 
cism much too seriously. 

Ms Hamilton’s literate and astute novel 
is at its best in its portrayal of that curious, 
snobbish world that is, or was, English Ca- 
tholicism—the “Brideshead Revisited” 
realm of old houses with priests’ holes 
where, as in the Digbys' case, a portrait of St 
Edmund Campion, a Jesuit martyred un- 
der Queen Elizabeth I, sits comfortably 
over a plaque to young Digbys who fell in 
the Great War. 

It is from this world that Edward 
Stourton comes also, and he regards it with 
a detached yet affectionate eye. What has 
made English Catholics a separate tribe, he 
explains to outsiders, is that so many of 
those executed for their faith in the 16th 





Tue Goop Carnouic. By Julia Hamilton. 
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ABSOLUTE TRUTH: THE CATHOLIC | 
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and 17th centuries were from noble fam- 
ilies, so “the English vice of fawning to 
grand ancestry and the Catholic veneration 
for sacrifice in the cause of the Faith are 
mixed in a lethally self-indulgent cultural 
cocktail.” But then, as he shows, Catholi- 
cism’s durability has depended a lot on its 
universal appeal, its imperial capacity to 
keep many strange beasts within more or 
less one flock. The Duke of Norfolk, an Irish 
itinerant, a Marxist priest in Latin America, 
an African exorciser and an Untouchable 
worshipper in a Catholic ashram may not 
be natural bed-fellows, but they all accept 
the truth of transubstantiation and ac- 
knowledge the authority of Rome. And in 
theory, at least, they are all equally cher- 
ished by their church. 

It is this latter aspect that Mr Stourton 
values most, and that keeps him loyal to his 
religion despite many reservations about 
its leadership: “Only a church that aspires 
to universality”, he writes, “can make a real 
attempt to find acommon humanity.” But 
the reservations he expresses in this excel- 
lent and honest book are serious. There is, 
for instance, the matter of the church's 
pathological difficulty about accepting 
doubt or admitting error. 

Since it took until 1992 for the Vatican 
to admit it was wrong to condemn Galileo, 
Mr Stourton is not sanguine about early re- 
cantation on the ban on artificial contra- 
ception, which has lost the church millions 
of adherents and left millions more forced 
to make agonising choices between misery 
and sin. Not that the present pope would 
entertain for a moment the idea that this 
ban was wrong, although many cardinals 
and bishops and probably most priests be- 
lieve it was a dreadful mistake that hap- 
pened because the indecisive Pope Paul VI 





allowed himselfto be bullied by his Curia. 

Pope John Paul II is nota man who goes 
in much for doubt. As Mr Stourton points 
out, in the 19805 his certainties and his po- 
lemical brilliance succeeded in turning the 
relationship between Catholicism and 
communism on its head, so that Catholi- 
cism seemed revolutionary and commu- 
nism reactionary. Yet in the 1990s, he bor- 
rowed the intolerant habits ofcommunism 
and applied them to his own church. He 
travels a great deal, but he does so to pro- 
nounce rather than to listen. 

Mr Stourton's book came out before the 
latest encyclical, *Faith and Reason", pub- 
lished this week. But it confirms his judg- 
ment. Like "Aeterni Patris" 119 years ago, it 
enjoins Catholic thinkers to follow Thomas 
Aquinas in looking for rational justifica- 
tion for Christian belief. This ill-motivated 
and superficial attack on 20th-century phi- 
losophy contains a nice expression of the 
lasting intellectual difficulty the church 
faces in the modern world: the statements, 
one paragraph apart, that the church has no 
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philosophy ofits own but that modern phi- 
losophy has fallen into error. 

Bill Montalbano, the gifted and like- 
able London bureau chief of the Los Ange- 
les Times, died suddenly and too young not 
long after finishing “Basilica”, a fast-mov- 
ing and enjoyable thriller set in the Vatican, 
Miami and Latin America, all of which he 
knew well. It stars a Latin American pope 
who understands real life and is liberal on 
issues like clerical celibacy, women priests 
and the pursuit of social justice, but who 
wants to keep his church intact. In its un- 
pretentious and racy way, it too helps ex- 


plain what it is about that mysterious and 
demanding religion that makes it attractive 
to rich and poor, credulous and sceptical, 
rational and superstitious alike. 

Like Mr Stourton, Montalbano hoped 
that the days of an authoritarian, Rome- 
dominated church were coming to an end. 
Liberal Catholics want the next pope to be 
someone of entirely fresh perspective. If 
that happens, and it is far from certain, it 
could help fulfil the promise of universality 
made in the early 1960s at the Second Vati- 
can Council, but which Pope John XXIII 
did not live to nurse to maturity. 








French intellectuals 


Dominators and dominees 


TOULOUSE 


RE intellectuals making a comeback in 
France? Judging by the interest in 
Pierre Bourdieu’s latest book, “La domina- 
tion masculine” (Seuil; FFr85), you might 
very well think so. 

By “intellectual”, people in France have 
commonly meant a writer or thinker with 
strong public commitments in politics. The 
tradition goes back at least to Emile Zola, 
who published a famous defence of Cap- 
tain Dreyfus, a French Jew wrongly accused 
of treason. In the 1920s and 1930s, the fash- 
ionable thing for clever young writers was 
to be right-wing, the more extreme the bet- 
ter. After the second world war, it was the 
turn of the left, and anti-marxists 
such as Raymond Aron and Jean- 
Francois Revel were the exception. 

By the 1980s, however, the moral 
and economic shambles of Soviet- 
ism, the victory of a centre-minded 
Socialist party and the growing in- 
fluence of television in politics had 
so altered the terms of debate that 
the left intellectual was pronounced 
dead. Since then writers such as 
Régis Debray, Bernard-Henri Lévy 
and Alain Finkielkraut have argued 
in public about the Gulf war, Yugo- 
slavia's death-throes and terror in Al- 
geria. So a certain tradition lives on. 
But none of them has had the impact 
that, say, Jean-Paul Sartre had in the 
three decades after the second world 
war. Abbé Pierre, no intellectual, has 
taken direct action by supporting 
homeless squatters. Young film di- 
rectors lobby for illegal immigrants. 

Not one to regret the past, Mr 
Bourdieu derides intellectuals with 
positions on everything. He avoids 
his own mockery by focusing on so- 
cial issues, something he knows 
about as one of the country’s leading 
sociologists (he also belongs to the 
elite Collége de France). Though de- 
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scriptive, his books are turgidly written in a 
mixture of neologism, sociologese and 
Frenchified Latin. His most readable work 
is probably “La misére du monde” (Seuil; 
FFr69), which mainly lets others—France’s 
down-and-under—speak for themselves. 

If you boil away the jargon, Mr Bour- 
dieu’s theories come down to the some- 
what Manichaean conviction that social re- 
lations rest on domination: some people 
dominate, others are dominated. Unlike 
Marx, he does not believe that alienation 
and exploitation are primarily matters of 
economics. Domination, rather, is rooted 
in ancestral structures, perhaps even in the 








They don’t write tomes like his nowadays 


collective subconscious. It shapes every- 
body’s outlook and all arrangements, pub- 
lic or private. It accounts for the striking 
fact that eruptions of conflict are rare. So 
great is the weight of convention, Mr Bour- 
dieu believes, that those you could call the 
dominees meekly acquiesce. 

In previous books Mr Bourdieu has 
looked at “domination” in education and 
the media. In “La domination masculine” 
he turns to the sexes, Calling on a variety of 
evidence including a study of North Afri- 
can peasants, Virginia Woolf's *To the 
Lighthouse" and feminist writings of the 
past decade, he concludes that men have al- 
ways been dominators. Yet to a large extent, 
Mr Bourdieu goes on, men are also victims, 
since culture has so shaped them that they 
must continually prove their machismo. 

For all the legal and social progress of 
the last century, not much, he believes, has 
changed. For “symbolical violence" lives 
on. This can be made to sound rather triv- 
ial: skirts, for example, limit a woman's 
freedom much as the soutane symbolically 
humiliates the priest. Yet symbolic domi- 
nation can have serious effects. Neo-liberal- 
ism, Mr Bourdieu thinks, relies on male 
intimidation, since bosses must prove their 
valour by firing workers. The way to break 
free from all symbolical forms of domina- 
tion is subversion. By this he means a sort of 
unremitting transformation from within. 
Other institutions that need to be sub- 
verted besides business enterprises include 
churches, schools and families. 

Some critics have turned his own weap- 
ons back on him. In “Le savant et la 
politique" (Grasset; FFri25), Jean- 
nine Verdés Leroux, a historian, ac- 
cuses him of “sociological terror- 
ism”, quoting extensively from his 
books, speeches and interviews to 
show that the scourge of domination 
is himself an arch-authoritarian. A 
long essay in the centre-right 
monthly “Esprit”, written by Olivier 
Mongin, its editor, and Joel Roman, 
equates Mr Bourdieu's “far-left pop- 
ulism" with the “far-right populism” 
of Jean-Marie Le Pen. 

Without targeting Mr Bourdieu 
by name, a group of pro-Socialist 
writers (including Mr  Debray) 
signed an appeal in Le Monde ear- 
lier this month to “refound the re- 
public". The group is also concerned 
about France's future but not in the 
manner of Mr Bourdieu. It calls for 
old-fashioned values and common- 
sense solutions to the problems, for 
example, of illegal immigration and 
violence in schools. Not surpris- 
ingly, the group's careful suggestions 
have had less attention than Mr 
Bourdieu’s sweeping calls for 
subversion. 
———M————n——Àl 
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F ANIMALS had a say in who 

should speak for them, some- 
one like Cleveland Amory might 
well be a popular choice. Espe- 
cially among cats. “Cats,” Mr 
Amory remarked, “have enor- 
mous patience with the limita- 
tions of the human mind.” A 
book he wrote about a cat called 
Polar Bear that turned up on his 
doorstep on Christmas eve, 
hungry and bedraggled, wrung 
the hearts of millions of 
Americans. 

Other put-upon animals 
have happy endings in Black 
Beauty Ranch in Texas, owned 
by a charity of which Mr Amory 
was president. Here are don- 
keys, horses, elephants, mon- 
keys, each of which has a hard- 
luck story. An elephant was 
chained up at a zoo, the mon- 
keys were used for research, the 
donkeys were going to be shot. A 
cat that made it to the ranch had 
lost a leg. Now, in the words of 
Anna Sewell's 19th-century tear- 
jerker, “My troubles are all over. 
And I am home.” 

Not everyone warmed to Mr 
Amory's talent for sentimental- 
isation. It is easy to feel for poor 
old donkeys and three-legged 
cats, but what ofthe vast number 
of animals that are considered 
vermin? A "humane" mouse- 
trap now on sale not only spares 
the mouse, but has a nest into 
which it can retreat to recover from the shock of being caught. Is 
this a step in man's march towards a better world, or is it non- 
sense? In Britain the black rat is almost extinct, but because of its 
association with the plague it is deprived of the protection ex- 
tended to most other wild animals. Many in the diverse world of 
animal matters brood over such anomalies. 

The puritans are against any activities at all involving ani- 
mals. *Animal rights is against all animal use, even to save lives," 
says one manifesto. Its followers would ban even guide dogs for 
the blind. They are of course vegetarians; and, obviously, hunt- 
ing, circuses and the use of animals in research are unacceptable. 
But so are pets. Let cats (and dogs) return to the wild, they say. 
Polar Bear was a pathetic version ofa real cat, the result of centu- 
ries of forced breeding. Mr Amory found such talk upsetting. He 
hoped that cats would not be offended. 











The Boston way 

It would be unfair to portray Mr Amory as a simpleton. More 
likely, he took the view that most Americans have a simplistic 
view of animals, and it was important to his cause to get them on 
his side. He was born into a prosperous Boston family which 
had, by American standards, a long history. He went to Harvard, 
and later mourned what he regarded as the decline of courtesy 
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Cleveland Amory, defender of cats and 
other beasts, died on October 14th, aged 81 
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Cleveland Amory 


and morality in Boston society. 
“Proper Bostonians never talk 
about money,” he said reproach- 
fully. 

Proper animal organisations 
had to make compromises. At 
Black Beauty Ranch, MrAmory’s 
“ranch of dreams”, some ani- 
mals are kept in cages or are oth- 
erwise restrained in order to pre- 
vent them biting their keepersor 
each other. Unlike children’s sto- 
ries, which colour many peo- 
ple’s view of nature, animals do 
not necessarily tolerate each 
other. In an ideal world, Mr 
Amory said, there would be no 
prey and no predator. But he 
had to make the best of things as 
they were. Also, you had to keep 
up with public opinion. Hunt- 
ing used to be supported even by 
charities campaigning against 
animal cruelty. It gave horses 
and dogs something to do. The 
sight ofa terrified Bambi on tele- 
vision can change people's 
minds. Even the semantics are a 
possible pitfall. You can be con- 
cerned with animal welfare 
while loathing animal-rightists, 
who are depicted as intolerant, 
prone to violence and probably 
communists. 

Mr Amory said his interest 
in protecting animals started 
when he attended a bullfight in 
Mexico. He was so disgusted that 
he threw a cushion at the bull- 
fighter, who fell to the ground, perhaps from surprise. “I jomed 
about every animal society I could find,” he said. In 1967 Mr 
Amory started his own, the Fund for Animals, which aims to 
defend wildlife through “litigation, legislation, education and 
confrontation”. Confrontation has made it famous and proba- 
bly the biggest of America’s many animal organisations. When 
baby seals were being clubbed to death in 1978 in the Magdalene 
Islands in Canada, the fund’s crusaders painted the seals with 
red dye, making their coats worthless to furriers. When several 
hundred rather destructive donkeys were to be shot in the Grand 
Canyon national park, the fund paid for them to be lifted out by 
helicopter. In the fund’s campaign to save the whale, a whaling 
ship was rammed and subsequently sank, though that may have 
been an accident. 

In his numerous appearances on television and radio, Cleve- 
land Amory was sometimes asked ifhe believed animals went to 
heaven. It was a tricky question that he tended to evade; let's 
worry first, he would say, about a decent life for animals on 
earth. Asa Harvard man, he did not wish to sound mawkish, but 
nor did he want to upset some of his most devoted supporters. 
Now they may feel they have a straight answer. Mr Amory was 
buried in Black Beauty Ranch next to Polar Bear, whose grave 
bears the legend, “Til we meet again.” 
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i Finance is rigorous, practical and career- 
; ma by the School's internationally-renowned 
tional peer group of the very highest qualit 
diversity are key elements in the Sloan philos 
sharpen your management skills, develop: 3 
Change the future for yourself and : jest inve lever make. To find out more, come to 
more, come to the next Sloan Programme | [di tion session at the School, or one of our 


School, or one of our international venu 


: | / | Tuesday 27 October, 6.15 pm 
London Business School, Susse Plac NI ‘London Business School, Sussex Place, NW1 
Our next international Information ington: Tuesday 3 November, 6.30 pm Copenhagen - Tuesday 3 November, 5.30 pm 
Sessions: pe n Hotel, 15th and: M' Street Northwest Assurandorernes Hus - Amaliegade 10 


New York - Monday 2 November, 6.30 pm ~ Toronto, - Wednesday 4 November, 6.30 pm Oslo - Wednesday 4 November, 6.00 pm 
Drake Swissotel, 440 Park Avenue. at 56th St Sheraton Centre, 123 Queen Street West Grand Hotel, Kari Johans Gate 31 


Boston - Tuesday 3 November, 6.30 pm San Francisco - Thursday 5 November, 6.30 pm | Information about our MBA programme will alo | 
Ritz-Carlton Hotel, 15 Arlington Street Palace Hotel, 2 New Montgomery Street be available at all sessions. 


To receive a comprehensive information pack, call «44 (0) 171 706 6840 (MIF) or +44 (0) 171. 706 6825 (Sloan) 


or mail or fax the coupon below to: London Business School, Sussex Place, Regent's Park, London NW1 4SA, UK, Fax: +44 (0) 171. 723 1788 
email: mifinto@ibs.ac.ak or sloaninfo&lbs.ac.uk website: www,lbs.ac.uk 


ETETE h*hsekusosysnesowes PITE Pee ere rt etre ere ees mea e errr rrr rrr tele reer reer NR AKO EEDA EERE ONES SHRED CREE HEED TEER ER EHH EHS LETITE TETTE x 


Please send me full information on: the Sloan Masters. the Masters in Finance: full time| | parttime 


Mr/Ms First Name .. Family name 
Job title 


MOIR o er erred dure pau dde utm deeds d f London 


p" r1 LEE ESEE EEEE EEEE EEE EEE] 
Address Work] Homel 


Business 


SOK EHHE RHE HOH OHM EH 


Country Telephone Ki School 


Fax email REREER OOOH ARCH REBATE 



































London Business School exists to advance learning and research in business and management. EC 23/10/98 
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COURSES 











MIEM 





MIEM - SDA BOCCONI - UCI Via Balilla, 16/18 - 20136 Milano - Haly - Tel.++39-02-5836.6605/6606 
Fax to 4439-02-5836.3275 


rows micro, | 
the more the challen: 
becomes macro. 





MASTER OF INTERNATIONAL 
ECONOMICS AND MANAGEMENT 


Please send me the MIEM brochure: 


HORE OMREEHED OEE ERT THEE HARROD AS EON EHEM OEE TE OES 


Surname 


Réveesosevevevvuyxeeeseneueoon 


Address 


entes 


Postcode 


MAtesesameoknadunasenenesseees 


Country 


The data will be collected in qur database and ased only to provide inforniation-on the above mentioned 
course and to send free of charge documents on other. courses and pubblicitións af SDA Borconi. 


Meuesenumeme semen 


Name 


MREEEAENHENARANERASEROASSHTARRERRNERARESTENEAVARAERYASTORSENHATRANRECHAN E E AVETE 


Cty 


rrr ere ee ee rere 


Tel, 


TORR CAR OPH EN AREER ERNE EE 


According. (o the Jaw 675/1996 Uf you da not wish to receive further Information tick the box. C1 


Me ar Gam GR Ge GRÉ Rh He ORE MR OM jam as s HE OH HOÁ m OAM Gn HR ee m ONE Me GRAHAM ORA HOA Hm Hm có m m RP 


MIEM 


International Finance 
+ 


industry Analysis and 
Marketing 








* The world grows globally; you 
won't get far in business- and 
finance today without a thorough 
understanding and vision. ; 

* And there's no better way to 
acquire these skills than with a 
Master of International Economics 


' 
LI 
' 
Li 
t 
I 
LI 
5 
! 
i 
LI 
' 
I 
EEEE O O: 
1 
LI 
Li 
I 
LI 
i 
LI 
LI 
Li 
1 
L 


and Management- in Milan, at 
SDA Bocconi, School of Management 
accredited by EQUIS, 

* In 12 tough months, we'll equip 
you with the sophisticated analytical 
tools needed to comprehend changes 
in the global economy and what 
they mean for international business 
and finance. 

* You'll gain in-depth knowledge 
of quantitative methods, economícs, 
business administration, law and 
politics. And learn to analyse. and 
assess the political and economic 
prospects of major countries and 
regions. 


. The brochure and application form can be downloaded from our website: 


www.sda.uni-bocconi.it/miem/ 


ao 


E-mail: MIEMG sda.uni-bocconi.it 


ERARRYANYANTEXTAANAEEERARRRNERAERSTARYTEATARANSRRTENTREAEAERAEATYARHRATAAY SHE RE-EHHA2AVAT SORA OA 


MhatvkhérnsesneeA rsuneer 







* You can choose between curricula 
oriented towards International Finance 
or Industry Analysis and Marketing. 
And our three-month worldwide 
internship programme will give you the 


chance to apply what you've learned to 


real business situations. 

* Face the macro challenge of 
international. business and. finance. 
Ask for the SDA Bocconi MIEM 
brochure today. 


* The MIEM will be presented in the 
following cities: Brussels, Buenos Aires, 
Frankfurt, London, Sao Paulo. 

Find out more about location and dates at: 
www.sda.uni-bocconi.it/md/Ining.html 


Fa SDA BOCCONI 


LE) Bocconi University School of Management 


THE ECONOMIST OCTOBER 24TH 1998 






























LEVERAGING SERVICE FOR COMPETITIVE ADVANTAGE 


The Strategic Management of Services | 


Combining lectures, case studies 
and the MARKSTRAT SERVICES business 


simulation, participants focus on the following 





issues essential to gain a competitive edge 
through services: 

e People and organisation 

e Strategic market segmentation and positioning 


e The relationship between operations and marketing 








» Information Technology and Reengineering 


Companies confirm that service is a key to gaining 
competitive advantage, whatever the business. 


e Service distribution 





Competition is widening, Customers increasingly e Alliances and networks 

expect the same level of service delivery from 

a manufacturing company as from an airline, *The SMS course emphasizes the marketing power that 

bank, telecommunication or energy provider. can be achieved from the positive reinforcement of satisfied E 
customers and satisfied staff.” : 

The Strategic Management of Services, Director Service Delivery, Cathay Pacific Airways : 

two intense weeks with Professor Jean-Claude Ltd, Hong Kong E 


Larréché and his tcam, addresses these growing 
challenges for the General Manager of services 
and manufacturing firms alike. 











ouid like to reserve a place : 
puc M Executive Education C 


Mr/Mrs/Dr/Other 










Name 












First Name Job Title 


_ Company Name & Address 


; Country Post/code 






mai thi | coupon to Janet urdillat. "p E : 
rance, Tel 33 (0)1 60 72 42 90, Fax 33 (0)1 60 74 55 43, E-mail ex cod@insead, 
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Good Distance Learning 
MBAs are hard to find. 
<Mail for a guide to the best, 

l i ‘wherever you are. 
Th e fi rst com p | ete : : p : The Durham MBA Distance Learning Programme is one of Britain's most highly 


regarded International MBA courses and is one of three AMBA accredited 


MBA onl ntern et ; ; study options, including Full-Time and Part-Time. 8J 





www. inte mba.com 














if you would like to develop into one of the world's University 
. : i : a4 best managers. apply for your brochure today. of Durham 
Business School Netherlan as i international Investing in excellence in teaching and research 
Admail 436, Mill Hill Lane, Durham DH1 32Z 
i duram .ac.ukc 















Durham University Business Scho 
d 0194 imil 















minem 


QUANTITATIVE TECHNIQUES FOR 



















te »- 0) 
EE FINANCIAL MARKETS Pee 
z 5 = David COX November 9-13, 1998 ; . 
ee Institute of Finance 
|- eO 0) ADVANCED MATHEMATICS OF 
| et = S DERIVATIVE PRODUCTS offers in cooperation with the faculty of 
i $ tc Z Salih N. NEFTCI November 16-20, 1998 INSEAD 
o 
| {= = two courses not be missed by professionals Upcoming Courses 1998 / 1999 
| «X a involved with quantitative analysis of financial 
= instruments, The experience and expertise of the Advanced Valuation Topics 
Hu = professors guarantee practical relevance and - Valuing Commercial Banks (Nov. 4-5) 
= « applicability of the course contents. - Real Options (Nov. 6-7) 
Z Comment by a previous participant in the Negotiation Analysis (Nov. 9-10) 
course by David Cox: Financial Risk Management (Nov. 23-27) 
m "This course gives a good overview of some of the Asset and Liability Management (Nov. 30- Dec. 4) 
= most important mathematical tools in analysing 
O financial markets”. Measuring and Implementing 
s Economic Value Added (Feb. 15-17) 


Comment on the best-selling book by 















Advanced Corporate Finance 
Salih Neftci on which his course is based: - Mergers & Acquisitions (March 15-19) 
This book is an outstanding introduction to me: - Financial Restructuring - Going Public (March 22-26) 
math needed to price derivatives, ...Neftci’s writing | - Financial Innovation (March 29- April 2) 
is simply outstanding. You can visually see how , . 
" Advanced Valuation Topics 

the theory works". : 

- Advanced Valuation (May 3-4) 
To register and obtain further information, contact: ~ Valuing Commercial Banks (May 5-6) 
Fabienne Scagliola or Béatrice Candolti ~ Real Options (May 7-8) 
ICMB, Av. Blanc 49, 1202 Geneva, Switzerland For information, please visit our Web site or contact Ms. K. Arnold, 
Phone: +41-22/731 95 55, Fax: +41-22/731 95 75 









E-mail: icmb G hei unige.ch AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 


i . E : n telephone: +31-20-5200165 - fax: €31-20-5200161 
URL: http;//heiwww.unige.ch/ icmb/ e-mail: info@aif.nl - internet: www.aif.nl 













NGLISH FRENCH | SPANISH à 















GERMAN DUTCH JAPANESE 
in BELGIUM in BELGIUM in JAPAN, in BELGIUM 









COURSES FOR 66 HOURS PER WEEK 
"VAT IN THE TARGET LANGUAGE 
Study: 
up to 45 private and/or group lessons 
and pedagogical activities 
& 
Putting into practice with our teachers: 


CERAN LINGUA 
Avenue du Chateau, 280 
B-4900 SPA (BELGIUM) 
Tel: + 32-87-79 11 22 
Fax : + 32- 87-79 11 88 























(Special conditions available) 
* JUNIORS from [1 to 18 years 







Since 1975 







in USA : Languagency „paneme: 
Tel, : | (413) 584-0334. Müpi/wwwseeran.com 
Fax.: 1 (413) 584-3046 





GLISH in ENGLAND, 
in BELGIUM. 


A MAXIMUM OF PROGRE 
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MONTICELLO UNIVERSITY 
Prestigious Distance Learning * Professional Experience Credits 
“os baternational Acceptance 
; Bachelors * Masters « Doctorate « Juris Doctor 
Law « Business e Education « Diplomacy & Int'l Studies e Arts & Sciences 
0913y661-9977 Tel. « (913) 661-9414 Fax e info(imonticello.edu e. www.montiocllo edu 
‘Administrative Services: 8600 W 110th St., Suite 206, Overland Park, KS 66210 USA 





women BACHELORS MASTERS PH.D. 
isi BUSINESS ENGINEERING -ARIS 
Biip | No classroom attendance > Distance learning. 
E * Distinguished faculty » Accelerated degree programs 

Distance . Crédit for work experience * Students from 96 
Learning countries and 30 states in the USA. 

Ta Washington International University 

: P.O. Box 1128, Bryn Mawr. PA 19010-USA 
Fax:610-527-1008 - £-mall: washuniv@on net, 


Diploma Courses in Hospitality £ Tourism Management 


London Hotel School offers you the 1. Hospitality General 

opportunity to qualify and work in the Management 

world's fastest growing business. 2. Hotel Human Resources 

Choose one of 4 UK & USA accredited Management 

Diploma courses of 12 units followed 3. Hospitality Financial 

by à one year paid internship in a Management 

major London hotel, or, choose our 4. Hotel Sales & Marketing 
, Diploma in Tourism. Start January '90. Management 

Cati qq I7! 668 0000 in details, 5. Tourism Operations 


M 
‘London Hotel School anageme nang dorel 
| 1 Bedford Avenue omenat à manage P 
London WC1B 3DT 7 Oaa 
" WV à 


UNIVERSITY DEGREE 
For Life, Academic & Work Experience 
Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 
utilizing your life and work experience, College equivalent credits are 
given for your: Job, military, company training, industrial 
courses, seminars and business experience. 

We accept college credits no matter when taken. 


TEN Our graduates are recognized for their achievements in business. and 
transcripts industry. We will assist you in completing your degree requirernents 
t at your own pace through home study. 


"As you know Senditax detailed resume for a NO COST evaluation, 
experience is Pacific Western University 


up onte best 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 
4p teacher.. Bur j4(808) 597-1900 


degrees open CALL: (800 422-3344 ext dar UK: 0800-960-413 
doors. Fax: (310) 471-6456 E-Mail: admissions? pwu.com 
http;/Awww.pwu-hi.edu 


How you be sure 
you'll choose the 


right MBA / Executive 
Programme? 


MBA Casebook 99 
For working professionals who want to prot 
the next level in thelr careers, this Ue 
the bading institutions. offeri 
around the worki To recive f 
Idiwicie, For additi 
& On WWW ERES hobs 


Department, or email us at subscriptions@ciconi.com 
Pigasa quate the nibnance shows and alow 28 das tor divine 


Win a £10,000 Scholarship from the 
Association of MBAs and Hobsons 


Ali applications by.email to: rachel. mcclure@hobsons.co.uk before March 1999. | 


HOBSONS 


INTERNATIONAL 
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Full time, Modular and 
Distance Learning 


A Henley MBA is in a class of its own. 
All the study is designed to be relevant and 


in most cases immediately applicable. 


If you're launching 
into an MBA, 
we make sure of 
one thing. 


Where possible we use live case studies, we 
won't just swamp you with theory. 
So when you return to work you will be 
able to put the experience and knowledge 


gained to immediate use. 


Being an international business school 
means that a Henley MBA is recognised 


and respected throughout the world. 


You hit the ground | 
running. 


If you want to study for a first class MBA 
and hit the ground running, don't take off 


for anywhere else. 


4, HENLEY 


1 
“agement C? 


wt 


Tel: +44 (0) 1491 418803 
Email: mba(@henleyme.ac.uk 
Internet: www.henleymc.ac.uk 





113 























The Department of Economics is seeking to appoint up to 
four Lecturers in Economics starting 1 September 1999. 
Applications are invited from strong candidates whatever 
their area of special interest. 

The closing date for applications is 15 December 1998 


Applicants should send curriculum vitae and research 
papers, and arrange for three letters of recommendation 
to be sent to Victoria Newton-Clare, Department of 
Economics, Houghton Street, London, WC2A 2AE. 


The London School of Economics and Political Science is an educational charity 
committed to equal opportunities and excellence in teaching and research 










COURSES 


LASALLE UNIVERSITY 
Off Campus Degrees 
BACHELOR * MASTER'S + DOCTORATE 
Credit for Work & Life Experience 
1-504-626-8904, Dept. 136 
620 Lotus Dr. N. « Mandeville, LA 70471 USA 


http www dístance,.edu 
LASALLE EDUCATION CORPORATION 
















BS, MA, MBA, Ph.D. 
EARN A DEGREE 


Send resume for no-cost evaluation or Fax 
„w (505) 889-2750 
' — 6409 Uptown Blvd. NE 
aa en Suite saw 




















Albuquergue, New Mexico 87 110 USA 


Dr Edward de Bono's 
Thinking Methods 
Monadnock International 
Telephone: --44(0)181-871 2546 
Email: info@debono.co.uk 
www.monadnock.uk.com 
POWER UP YOUR CREATIVITY 


EARN YOUR BACHELO 


















115... 28009 Madrid (Spain) 
9 1176 | Fax: +34 91 401 0873 
E-mail: aliseda & correo.com 


“htts/fwwy 

































R’S, 





i WITH § YEAR REFUND GUARANTEE 
A Dip TEFL, MBA or PhD by distance ieaminglite experience: | 
honorary award from $400. Impossible? Leam about 1,800+ 
non-traditional universities worldwide (including many widely 
advertised). At least one offers a year unconditional refund 
| guarantee if your status and career prospects do not improve! 
Save time & money. Bel ii i 


CREDIT FOR WORK EXPERIENCE. | 
NO CLASSROOM ATTENDANCE. 
SEND/FAX YOUR RESUME FOR 

A FREE. EVALUATION. 
800 Ala Moana Blvd, 7-400 
Honolulu, HI 96813 ` 

Tel: (808) 599-5537 Fax: (808) 599-2869 

l| E-mail: registrar@unw.edu 

i Web: http://www.unw.edu 

Jxiversiry Or NORTHERN WASHINGTON 


MBA * MA: BBA* BA ° AS 


International Business, International Hotel & Tourism, 
International Relations & Diplomacy, Information 
Technology, Public Administration, Business 
Communication, Pre-Medicine & Psychology. 



























Campuses in Florida, London, Heidelberg, 
Paris, Strasbourg, Madrid, 
Engelberg & Leysin (Switzerland) 








Entry January, May & September 


SCHILLER INTERNATIONAL UNIVERSITY 

Dept (EC24/10), 51-55 Waterloo Rd., à 
London SEI 8TX 

Tel: +44 171.928 8484. Fax: +44 171 620 1226 






H4 















The Institute for Housing and Urban Development Studies 


; ; : dá 1 INSTITUTE FOR 
(IHS) is an independent foundation with its home base in HOUSING AND 
Rotterdam, The Netherlands, which offers post-graduate URBAN 
education (MSc, MA, PhD, training (Dipl. Certif.), research e NENT 


and advisory services in The Netherlands, Asia, Africa, 
Latin-America and Central and Eastern Europe in the fields of 
Housing, Urban Management and Urban Environment. It aims 
to strengthen local capabilities in these areas, with the overall 
objective to improve the urban quality of life and reduce urban 
poverty. Due to increasing activities, several vacancies 


currently exist at mid and senior levels at IHS. I $ 
MID AND SENIOR LEVEL STAFF 


Urban Management Department (UMD) and Urban Environment 
Department (UED) 





The UMD is expanding its work in the areas of public management, 
municipal finance and economics. The successful applicant is 
expected to focus on how these areas work together, particularly via 
participative planning, partnerships and information management. 
Specific expertise in which the department seeks strengthening 
includes: support for decentralization, local economic development, 
financing urban development, urban poverty allevation, resettlement 
and capacity building. 


The senior level staff member will be required to deputise for the 
Department Head. The UMD is currently reviewing its internal 
organizational arrangements, and this may open further possibilities 
at IHS management team level. Those particularly interested in 
major managerial challenges should indicate this in their applications. 


The UED is expanding its work in the multi-disciplinary field of 
environmental sciences. The successful applicant will have extensive 
expertise in this area combined with experience in the following 
thematic fields: urban planning, socio-economic assessment, 
environmental economics and/or environmental impact analysis. 


General Requirements: 

* develop and run short mid-career courses and teach modules in 
MSc programmes and carry out consultancy assignments; 

* carry out and supervise research; 

* willingness to live in or near Rotterdam and to undertake short and 
occasional long-term missions abroad; 

* applicants for senior level positions should explicitly indicate their 
(non-Javailability for long-term assignments abroad as project leader. 


General Qualifications: 

* a Masters degree or PhD in a relevant field; 

* field experience in- and outside their home country, preferably in 
developing countries and/or Central and Eastem European countries; 

* minimum 5 years experience for mid level and 10 years for 
senior level; 

* ability to- teach effectively; 

* flexible attitude and ability to work in teams; 

* excellent ability to work and write in English. Capability in Spanish 
is desirable; 

* additional language ability will be considered an advantage; 

* ability to speak, or willingness to learn Dutch would be an advantage; 

* demonstrated management capabilities (for senior level staff). 


Female professionals are particularly invited to react. 
Applications, including a detailed curriculum vitae (in English) and 
the names of three referees should be submitted within fifteen days 
after the publication of this advertisement to: 

IHS, Mrs. D. Schreiber, Personnel Officer, P.O.Box 1935, 

3000 BX Rotterdam, The Netherlands, Fax: (431)10 - 4045671, 
E-mail: pz Q admin.ihs.nl 

For further information on the UMD-vacáncies, contact: 

Mr. P.H.M. Slits, E-mail: p.slits @ihs:nt- 

and for the UED vacancies, contact: 

Mr. H. Mengers, E-mail: h.mengersQihisinl ^ 

General IHS tel.(+31)10 - 4021523; Website: http/www.ihs.nl. 
tenia inna nnn nn ttre 
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Director, Strategic Planner 


The Office of National Drug Control Policy is in search of a key senior level 
executive to support ihe Director, ONDCP in developing and 
communicating the National. Drug Strategy. This includes exercising 
“national leadership over department and agency drug control strategy, 
„planning and program evaluation activities. Advising on broad initiatives 
-and high priority issues that require working closely with other government 
agencies, nongovernmental organizations and the media. Should possess 
-expertise in developing and overseeing short-term feasibility studies and 
longer term analyses of policy issues. Must be able to formulate, 
communicate and present strategic concepts to advance policy initiatives. 
Position located in Washington, DC. 


Please contact 202-395-6695 or 6738 for a copy of 
the job announcement or retrieve details from 


DO YOU FEEL LIKE YOUR CORPORATE | 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're 
a global senior executive, over 40 years old and accustorned ta a 


*100K annual salary, we can be the answer to your next jump on the. IE 


ladder of success. At Resume Broadcast international, our dedicated: 
team assists you in your professional search from start to finish « as 
a matter of fact we're here for you 24 hours a day, 365 days a year. 
Opportunity is only a phone call away at Tel: (909) 866-4213, Fax: 
(909) 866-4244 or E-mail: 102224.3306(9compuserve.com 


Resume & Resume Broadcast international 
: PO BOX 2892, Big Bear Lake, California CA82318, USA, 
Tel: +1 (909) 866 4213, Fax: *1 (009) 866 4244 


usajobs.opm.gov by November 6. 


Vietnam: DFID and The 
World Bank 


Poverty 
Specialists 


The World Bank and DFID in Vietnam are 
collaborating together to sharpen the focus of both 
of their country program on poverty. 

As a contribution towards this DFID is now seeking 
two specialists who will work within the Poverty 
and Social Group in the World Bank office in 
Hanoi. The Poverty and Social Group has overall 
responsibility for the diagnostic and analytical work 
on poverty that informs the Bank's country 
strategy. It undertakes participatory poverty 
assessment work and other studies jointly with the 
government of Vietnam and other development 
partners, it also does analytical and diagnostic 
work that helps mainstream poverty analysis into 
all of the Bank's country programme. DFID is also 
providing funds to the Poverty and Social Group so 
that it can undertake special studies and provide 
other support to enhance the quality of poverty 
analysis and diagnostic work in Vietnam. 


The closing date for receipt of completed 
applications is 27 November 1998. 


For further details and an application form, please 
write to Appointments Officer, Ref No. 
AH3043/CGI/TE, Abercrombie House, Eaglesham 
Road, East Kilbride, Glasgow G75 8EA, stating Ref 
No AH304/3 clearly on your envelope, or telephone 
01355 843597 


DFID is committed to a policy of equal 
opportunities and applications for this post are 
sought from both men and women. 


Department for 
International 
Development 
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Email: 102224 3308@compuserve.com: » 


A IS 


These two posts are the first stage of a planned longer-term programme of 
assistance to Vietnam to strengthen the capacity of organisations in Vietnarn to 
do research on poverty that is useful to policy makers. 


QUALIFICATIONS AND EXPERIENCE 


These posts are new positions. In particular, the Specialists will play a key role 
in developing the shape of the planned long-term programme to strengthen 
research on poverty in Vietnam. There will also be scope for two 
experienced and imaginative individuals to make a particular and. distinctive 
contribution to the future work of Poverty and Social group. We are seeking. 
two people, one of whom will have skills in qualitative and participatot 

approaches to poverty assessment. The other Specialist will have strengths n 
quantitative analysis and assessment. X 


Both Specialists will need to demonstrate excellent professional and 


interpersonal skills. Practical experience of best practice in participatory: |. 


poverty assessment and research, and in the development of Government 
policies to address poverty, are essential. Experience of Vietnam will be 
advantageous, but more importantly you should be able to demonstrate: pe 
range of skills necessary to address economic, social development, politicaland = 
institutional issues. Facilitation skills will also be an asset, Your experience EE 
must be wide-ranging, gained over at least 10 years in teaching, research. and 
working within one or more development agencies. For both the qualitative. 
and quantitative Specialist posts, you should have relevant experience and: 
academic qualifications, including first and postgraduate degrees in an : 
appropriate social science backed up by field-level experience gained either - d 
through your postgraduate work in at least one developing country, or 
through extended fieldwork for a development agency. The ability to present. 
complex concepts to non-specialist audiences is a prerequisite, as is the ability 
to manage and support teams of contracted researchers. í 


Applicants should either be nationals of Member States of the European - 
Economic Area (EEA), or Commonwealth citizens who have an established 
right of abode and the right to work in the United Kingdom. 

TERMS OF APPOINTMENT 

You will be on contract to the British Government for 2 years and on 
secondment to the World Bank office in Hanoi. The salary will be 
commensurate with the experience and aptitudes that you are able to bring to: 
the job. Additional benefits will normally include variable tax-free allowances, 
children's education allowances, free accommodation and passages. 


Eron a SI nN NM TRECE OIM VM UIN ENS 












^ EPTISA INTERNACIONAL 












Professor in | Seeks 

Regulatory Economics Consultants for Technical Assistance 
BRISTOL Projects in Latin America, Eastern 
Salary up to circa £38,500 pa | Europe, Magreb and Middle East 
The Faculty of Economics and Social Science is seeking Functions: Project managers, financial controllers and experts 





to make a permanent appointment to the School of 
Economics. You will have a significant record of 
research and publications in the field of regulatory 
economics or a related field and a high standing in 
the discipline. You will have experience of managing 
research and the ability to stimulate and support the 
research of individual colleagues, with a record of 
raising finance for research from public and/or private 
sector sources, 






in: Water Insfraestructure, Environment, Institutional 
Strengthening, Legal Advice, Rural Development, 
GIS applications, Roads, Transport and Civil 
Engineering, 








Requirements: * 10 years international experience in multidisplinary 
development projects in the fields above mentioned. 
* Candidates should preferably hold a degree in 
Civil Engineering, Environment, Agronomy or 
Economics. 














If you wish to discuss the post, please contact 
John Sloman, Head of School, on 0117 9656261 
ext 2363. 


For further information and an application form to be 
returned by 14 November 1998 please phone our 24 hour 












We offer: * Collaborate with a First Rank Multinational 
Engineering Group. 

* Contract on a project-by-project basis. 

* Attractive salary negotiable according to candidate's 























answerphone service on 0117 9763813 or write to Personnel se ile a f 
Services, University of the West of England, Frenchay * No proposal will be rejected due to economic 
Campus, Coldharbour Lane, Bristol BS16 1QY. reasons. 









Please quote reference number L/50/E Candidates should send a detailed Curriculum Vitae to the following 
address: Princesa, 3. 28080 Madrid (SPAIN). Ref: CA-1098 


E-mail: internacional eptisa@group.es 





University of the West of England, Bristol 














ge ® 
Financial 

A KHF support for the financial sector in transition countries is changing. 
Sector Adviser The development of financial services and capital markets, and their 


regulation, remain important themes. But we are increasingly looking for 
The Know How Fund within the Department for Opportunities to support reform in the area of public finance, including 
International Development is the channel for British taxation, the management of public finances, and the financing of social 
Government technical assistance for the countries of welfare provision. We would expect you to have experience of finance in 


ral g astern Europe ntral Asia. Th uel ; 
Central and Easterr Eur pe and Central Asia T a range of organisations, and be able creatively to apply your sound 
Know How Fund provides support to these countries knowledge of fi ial d institutions in the UK. 
as they move towards a market economy and pluralist nowiedge of financial systems and institutions in the 


democracy. Our professional advisory group has a 
vacancy for a suitably qualified individual consultant to 
act as one of our financial sector advisers. 
















Working on programmes in the Russian Federation and other countries, 
you will develop an overview of the state of the financial sector and help 
to assess the potential for KHF involvement by way of dialogue, influence 
and practical help. Your contribution to the latter will include project 
design, appraisal and monitoring, 








Closing date for receipt of responses to the 
information pack is 16 November 1998. 

To obtain an information pack, please write to You will need excellent communication skills, a knowledge of British 
Appointments Officer, (T McEnroe) Ref No consultancy and training resources in the sector, experience of 
AH364/98606 UE, Abercrombie House, Eaglesham recruitment and bid evaluation, and be able to-show evidence of leading 
Road, East Kilbride, Glasgow G75 8EA, stating Ref and working with multidisciplinary teams. Experience in the region would 


No clearly on your envelope, or telephone 01355 be an advantage. This post is only open to British citizens or citizens of 
843472 (answerphone). "M : 
the recipient countries. 












DFID is committed to a policy of equal opportunities 
and applications for this post are sought from both Terms of Appointment 
men and women. . 


Department tor 
International 
Development 





We expect to appoint the Adviser for two years. The number of days to 
be contracted will be agreed as part-of the contracting process. 









THE ECONOMIST OCTOBER 24TH 1098 





APPOINTMENTS 





Media Management Bosnia 


The IREX Professional Media Program (ProMedia), a USAID-funded project, 
seeks a long- or short-term Media Advisor for a Bosnian print media development 
4 program. The ideal candidate is an experienced professional with management, 
uu sales, marketing, and journalism experience in print media. International 

:] experience and area knowledge are desirable. Send resume with salary history to: 
Metabo, fax (202) 628-8189 or irex@irex.org. No calis, please. EOE. 








BirdLife International is a global conservation federation working for the conservation of biodiversity. 
An: Vietnam, BirdLife is currently assisting the Government with the design and management of a 
representative protected areas system which provides adequate protection for all endemic, threatened 

and representative fauna and flora. We are currently seeking suitably qualified applicants for the 


following position. 
PROJECT MANAGER 


Duration and duty station: Two year contract based in Hanoi, Vietnam, Reports to: BirdLife Vietnam 
Country Representative 

Overall purpose of job: Through support to the Forest Inventory and Planning Institute (FIP1), the 
‘project manager will be responsible for the implementation of this European Commission funded 
project which aims to increase the protected areas network from one to two million hectares by AD 
2000. 


Job description: Plan, implement and manage the project, including work-planning, management of 
staff and counterparts, office and finance management, reporting, completion and production of 
“outputs, monitoring and evaluation, € Work in close collaboration. with a FIPI project management 
board:and Government project steering committee. @ Liaison with relevant ministries, especially the 
Ministry of Agriculture and Rural Development, as well as provincial government, and the offices of 
the European Commission. 
| Qualifications: At least a graduate qualification in biological sciences or geography, plus further 
training or experience in ecology, environmental or development studies, € Five years project 
management experience in implementing conservation or rural development projects in Vietnam, China 
or South-East Asia. € Good understanding of conservation and development issues in Vietnam. 
# Ability to work strategically and to act independently. œ Proven personnel management skills. 
© Flair for diplomacy and networking. € Fluency in English essential and in Vietnamese preferred. 
| ^w Demonstrable ability to produce written outputs in English to internationally acceptable standards, 
Full ToR available from address as shown below. Interested candidates should apply in writing, 
enclosing a full c.v., before 8 November to: 


E- Miss Nguyen Thi To Uyen, 
BirdLife Vietnam Programme, 
F 293B Tay Son, Dong Da, Hanoi, Vietnam 
| Fax: +48448517217 E-mail: Uyen.Birdlife(inetnam.org.vn 


© 


TOM International Organization for Migration 
Based in Geneva 


HEAD, STAFFING UNIT 


JOM, an intergovernmental humanitarian organization with 61 Member States and over 
70 field offices worldwide, is committed to the principle that humane and orderly 
migration benefits migrants and society. 


pica re 


INTERNATIONAL 


The Head of the Staffing Unit. will coordinate the recruitment process of 10M staff, in 
| particular: strategic human resources planning; developing the skills inventory and other 
:tools; overseeing human resources. statistical reports and correspondence on issues 
related to staffing: drafting staffing policies; advising all staff on recruitment issues; and 
‘supervising assigned staff. 
op The successful candidate will: 


* have an advanced university degree in Human Resources Management, Business 
: Administration, Law, Economics or Social Science. 


have $ years’ working experience in human resources management or 
administration at least 3 years of which working in a team-based, multicultural 
environment. Experience in competency-based human resources management 
systems and in implementing human resources planning and selection programs. 


be fluent in English and have very good knowledge of French. 


possess and demonstrate personal commitment, efficiency, flexibility, drive for 
results, respect for diversity, creative thinking, excellent analytical and writing 
skills; have awareness of gender issues and demonstrated ability to work in a 
multicultural environment, interacting with staff at all levels. 


IOM offers an annual salary, net of tax, ranging between US$79,700 and US$94,900 
plus an attractive benefits package. Applications from qualified female candidates are 
strongly encouraged; only nationals from I0M Member States are eligible to apply. 


Candidates meeting the above criteria should submit detailed curriculum vitae, no later 
than 20 November 1998, to: 


Director, Human Resources Division, IOM, P.O. Box 71 
1211 Geneva 19, Switzerland 
TOM web-site is: http:/www.iom.ch 


CANDIDATES WILL BE CONTACTED ONLY IF THEY ARE UNDER 
SERIOUS CONSIDERATION 
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DIRECTOR 
WENDY & EMERY REVES CENTER FOR INTERNATIONAL STUDIES 
The College of William and Mary 


The College of William and Mary seeks nominations and applications tor the position of 
Director of the Wendy and Emery Reves Center for International Studies. The Revues 
Center is the university locus for international programs and activities (see Reves Center 
website at www.wm.edu/academics/reves/. The Director supervises undergraduate 
degree programs in international relations and area studies, and study abroad. The 
Director is responsible for continued development of the Borgenicht Peace Project. 
Working closely with the faculty, the Director serves as an advocate for the 
internationalization of the curriculum and actively encourages the interests and 
involvement of students and faculty from across the university in international affairs. 
The Director works with an external Advisory Council and is expected to play an active 
role in private fund-raising and grant-writing for the Center. The Director reports to the 
Provost and supervises the Center's professional and clerical staff. 


Successful candidates will have a record of significant achievement in academia. or a 
distinguished career in international affairs (or a combination of both), and possess 
scholarly credentials and teaching experience appropriate for appointment to the faculty 
with academic tenure. They will he committed to excellence in teaching and research. 
The position requires outstanding leadership and administrative skills as well as the 
ability to communicate effectively with academic and foreign policy communities. 


The College of William and Mary, chartered in 1693, was the second college established 
in the American colonies. Located 150 miles southeast of Washington D.C., it is one of 
the nation's premier state-assisted, liberal arts universities. Current enrollment is 
approximately 5300 undergraduate and 2300 graduate and professional students in five 
academic divisions: the Faculty of Arts and Sciences, and the Schools of Business, 
Education, Law, and Marine Science. 


Letters of nomination or application with resume should be sent to: P. Geoffrey Feiss, 
Dean of the Faculty of Arts and Sciences, Chair, Reves Center Search Committee, 
College of William and Mary, P.O. Box 8795, Williamsburg, VA 23187-8795. Names, 
addresses and telephone numbers of at least four referees should be included with 
applications. The Search Committee will begín its review 1 December 1998, and will 
continue the process until the position is filled. The preferred starting date for the 
position is 1 July 1999. 


The College of William and Mary is an Equal Opportunity/Affirmative Action Employer. 





Deputy Head of International Development 
Salary £37,500 plus Exc Bens 


ACCA stands for The Association of Chartered Certified Accountants: a long- 
established accountancy qualification, recognised the world over, ACCA means 
quality and expertise and our mission is to provide professional opportunities to 
people of ability and application, to lead the development of the accountancy 
profession in the UK and internationally, and to work in the public interest. 


This challenging new position has been created for an experienced manager to 
deputise for the Head of ACCAS International Development Department. in 
addition to managing the International team, the post-holder will contribute to: 
the co-ordination and management of ACCA's expanding international activities, 
S/he will also contribute to maintaining and strengthening our relationship. with 
national and regional accountancy bodies outside the European Union, and the 
development of our worldwide strategy. This is an exciting opportunity to-have 
extensive involvement in the development of ACCA as a global accountancy body. 


The successful candidate will: 


be of graduate calibre, with at least 10 years’ work experience, preferably 

of an international nature, in a professional body, communications, 

or accountancy 

demonstrate strong interpersonal skills with the ability to identify and develop 
contacts with a variety of people at all levels, particularly at a senior level 

be a convincing and articulate presenter, with excellent written 
communication skills 

possess proven people management skills 

have a dynamic approach and experience of project management 

be willing to travel extensively 


Please write with CV to: Sacha Reynolds, Recruitment Officer, ACCA, 29 Lincoln's 
Inn Fields, London, WC2A 3EE. Email: reynols@acca.org.uk. The closing date for 
receipt of applications is Friday 13 November 1998. 


The Association of Chartered Certified Accountants 
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MVS Y2K SOFTWARE 
DISTRIBUTORS WANTED 


High quality Y2K and Euro-currency conversion software, for 


real-time on-site operation, requires experienced/qualified 


distributors in London, Brussels/Paris, Frankfurt/Dusseldorf, for 


North American software corporation. Apply Box 4084 


The Economist, 111 West 57th Street, New York, NY 10019,USA 








The College of Business Administration at Northeastern University 
is seeking applications and nominations for a University Trustee 
Professorship in International Business. Candidates should have 
demonstrated strong scholarly achievements of international 
distinction within the broad domain of international business. The 
candidate is expected to work with other faculty members in 
developing the College's research agenda in international business. 
Preference will be given to candidates who have achieved recogni- 
tion for publications of scholarly excellence relevant to the practice 
of global management. Candidates will possess the ability to provide 
leadership in developing international business activities as a center 
of excellence in the College. He or she should be able to demonstrate 
a commitment to international program development, including 
seeking funding support through grant proposals. Experience 
should also include success in working with executives from the 
business community, especially multinational firms. Demonstrated 
successful teaching should be evident from the candidate's record. 


A private institution with approximately 27,000 full and part-time 
students, Northeastern is a nationally recognized research university 
that strives to provide a student centered, practice oriented, education 
in a dynamic urban center. Located on an attractive campus in the 
heart of Boston's cultural district, Northeastern University's College 
of Business Administration is surrounded by high technology, 
financial services, health care and consumer products firms, many 
of which are multinational. This combination makes the College 
an ideal setting for carrying out research, educational, and con- 
sulting activities. The College of Business Administration also 
offers a wide variety of curricula through its undergraduate, 
graduate, and specialized educational programs. A distinguishing 
feature of Northeastern's academic mission is its emphasis on 
practice in both education and research, and the University has 
long been recognized as a world leader in the integration of work 
and learning through its cooperative education program and other 
practical learning opportunities for students. 


There is an application deadline of November 15, 1998. 
Interested applicants should submit a personal statement of interest 
and qualifications, including a current curriculum vitae or resume, 
to Professor Daniel J. McCarthy, Search Committee Chair, 
College of Business Administration, Northeastern University, 
313 Hayden Hall, Boston, MA 02115. 


Northeastern University is an Equal Opportunity, Affirmative 
Action, Title IX Employer. 


Northeastern University 
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DIRECTOR 


The University of St. Thomas invites 
applications for the Director of the 
Master of International Management 
Program, to begin Feb. 1, 1999, 
For more information regarding the 
University or this position visit our 
websites at: www.gsb.stthomas.edu 
and www.hrstthomas.edu. Submit a 
letter of application (refer to 4100155) 
and resume by Nov. 16, 1998 to: 


Human Resources 
Mail *AQU217 
2115 Summit Avenue 
f St. Paul, MN 55105-1078 


E EENES R | 








REGIONAL DIRECTOR 


London based distributor/trader of 
primary and semi processed aluminium 
products seeks Regional Director to take 
responsibility for all aspects of relations 

with the Russian and CIS producers, 

The successful candidate will have 

considerable experience of Russian 

trade, will be a fluent Russian speaker 


and will additionally have some years 
experience dealing with consumer 
market end users, both from the 
commercial and technical perspective. 
Please reply to Box No 4087, 
25 St James's Street, 
London, SW1A IHG 








* Economists 
* Health Profe 
* Policy Ana 
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CAMBRIDGE ENERGY 
RESEARCH ASSOCIATES 






Working for us, working 


for human rights 


ECONOMIC RELATIONS AND HUMAN RIGHTS 
CAMPAIGN COORDINATOR 
Salary £22,431.30 


Amnesty International (AI) is developing its work on economic relations and 
human rights, including business, aid, trade and investment, in order to 
ensure that key economic actors are aware of their human rights 
responsibilities, and to strengthen Al's capacity to campaign in this area. 
Al needs somebody with the skills and expertise to develop campaigning, 
strategies to promote respect for human rights within the business sector 
and with other key economic actors. Al is seeking someone with a good 
understanding of economic relations, including business ethics and the 
role of the International Financial Institutions and how these impact on 
human rights. 

Candidates should have a good understanding of campaigning in a 
membership environment, experience of drafting materials for a range of 
audiences and the ability to present human rights issues to à 
business/financial audience. Candidates must be sensitive to culture amd 
gender issues related to this work. 

For further information and an application form please contact: Human 
Resources Program, Amnesty International, International Secretariat, 
1 Easton Street, London WCIX 8DJ. Telephone: 0171 413 5911 (24 hour 
answerphone). Closing Date: 4 December 1998. Please quote ref: CCR/98/1 . 


. Director, Global Power Forum 


Responsible for critical analysis of global private power 
markets, trends, and strategies, working with a Cambridge- 
based research team, and development of new products. 
"Position entails high-level contact with clients and original 
research and analysis. Major activities include contributing 
to groundbreaking research, on-site client presentations, 
and event preparation. Position involves substantial travel 
and will report to CERA's Global Power Forum research 
director. Requires advanced degree in finance, economics, 
mathematics, or engineering; minimum of seven years’ 
experience in global power markets; experience in 
development or operations desirable; and demonstrable 
understanding of how power and energy markets are 
evolving. Experience in specific power markets outside 

of the US is desirable and language skills are a plus. 


The Global Power Forum is an advisory service that 
. provides ongoing decision-oriented strategic and market 
analysis and high-level interaction among industry leaders 3 
on the rapidly changing global electric power business. 


































Be a part Send resume to: Judy Gideonse 


of the CERA, 20 University Road 

Cambridge, MA, 02138 USA The Intemational Secretariat of Amnesty Intemational actively 
| energy Fax (617) 497-0423 * www.cera.com promotes cultural diversity and Equal Opportunities. 
futu re... (CERA is an equal opportunity employer) 


Cambridge Energy Research Associates (CERA) is a 
leading global research and consulting firm providing 
strategic knowledge and insight into the energy future. 






amnesty 
international 
CONFERENCE 


CALL FOR PAPERS 


The Coalition of Service Industries Research and 

Education Foundation is now accepting submissions - 
of abstracts for papers to be presented at the World 

Services Congress I, in Atlanta, Georgia, USA. 






BUSINESS & PERSONAL 








Members of academia, government and business from: |. 
across the globe will convene to present papers; s 
exchange ideas and identify new research needed to 
enhance understanding of service sector trade, 
manpower, investment, and other key issues. They 
will develop policies and strategies for WTO. 
Services 2000 negotiations and for enhancing the 
sector's contribution to employment and growth. 


For information, or to submit an abstract, please 
access the Call for Papers On-line Submittal Form at 
www.uscsiorg. For future announcements of this 
major event, contact Bonnie Jessup at: 
jessup@uscsi.org, Phone: + 202-289-7460, Fax: 
+202-775-1726. 


World Services Congress | 
Psi November 1 - 3, 1999 












1402 TEANECK ROAD + SUITE 114 - TEANECK, NEW JERSEY - 07666 > USA 
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The institute for 
Health Sector 
Development 

provides expertise 
and information to 
support the 
suuctural reform 
Band management 
| of country health 
ssectors. It engages 
with governments, 
institutions and 
other partners to 
analyse sector 
problems and 
| provide sustained 
practical 
assistance to 
reform efforts. The 
Institute is 
sponsored by the 
British Government 
through the 

Department for 
International 
Development 
(DFID) as its 
ource Centre in 

ealth Sector 
Reform and is part 
of DFID’s agenda 
for reducing 
poverty. 


Closing dale 
10 November 1998 





| knowledge and effectiveness of the Institute in specific 


Tegions. This will include: 


. sustained support necessary for institutional reform, to 


Business Analyst 
Rio Tinto's global iron ore business. 


with the opportunity to contribute to top management decision making. 





GPO Box A 42 Perth, WA 6837, Australia. Closing date: 30th November 1998. 


Hámerstey Iron Pty Ltd, based in Perth Western Australia is a major organisation within the Rio Tinto Group, the fargest Mining Group 
in the world. With revenues. of over US$1 billion, Hamerstey is one of the largest iron ore exporters in the world and the vehicle for 


We are looking for an analyst of outstanding ability, to join the Business Analysis team at Hamerslay's Head Office in Perth. 
Your work will be wide-ranging covering areas such as strategic business planning, market and competitor analysis, macro-economic 
forecasting, capital project review and the identification of acquisition opportunities world-wide. You will be working in a high profile role 


The ideal candidate will have a good undergraduate degree in the technical or financial area and be in possession of, or be studying 
towards, an MBA from a leading business school. We are seeking well developed analytical skills, commercial insight, a persuasive 
personality and a strong work ethic. Several years' experience in a commercial environment working in cross functional teams is desirable, 

To apply for this position, please send a full CV to: Ms Adele Bonadeo, Selection and Placement Advisor, Hamersiey Iron Pty Ltd, 

















Institute for Health Sector Development 


~ supporting health sector development worldwide - 
TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION, CONTACT: 


Philip Wrigley 
London 
(44-171) 830 7000 


Suzanne Hopkins 
New York 
(1-212) 541 5730 





REGIONAL MANAGERS 





A growing workload now requires the appointment of 
Regional Managers to develop further the corporate 












fegions. Regional Managers will be responsible for 
developing and coordinating the Institute's work in these 


*  visioning and supporting the development of Country 
policy and strategy 
* establishing and sustaining partnerships within countries 
and with international agencies 
* managing the Institute's inputs to countries including 
consultancies, technical support, workshops, training and 
Study tours 
e  Synthesising experience and knowledge and sharing this 
within the region and within the Institute. i 
The Columbia University 
School of Social Work 
invites nominations 
and applications for 


THE 
JOHN SMART 
CENTENNIAL 

PROFESSORSHIP 


The first appointee to the Smart 
Centennial Professorship must 
have a distinguished record of 





These are senior appointments requiring demonstrated 
abilities to work effectively at political and top public 
service levels in countries, to provide the initiative and 








be sensitive to cultural contexts and to innovate in 


communicating knowledge and experience. Regional 
Managers are sought for: 

























East & Central Europe, Central Asia, Latin America and 
Caribbean 













i teaching, research and practice 

South East Asia about programs that promote 
prog. p 

South Asia independent and autonomous 

Africa and the Middle East functioning. Preference will be 








actorded to candidates with a 
master’s and/or a doctoral degree. 
in social work. 


Naminations and applications 
should be forwarded to: 


Ronald A. Feldman, Dean 


COLUMBIA 
UNIVERSITY 
SCHOOL OF 





Regional Managers will be based in London but 
undertake significant travel throughout the regions. 
Salary will be in the range of £45,000-£60,000. 






Further information available from Marcia Marini 


Institute for Health Sector Development SOCIAL WORK 
27 Old Street 622 West 113th Street, 
London EC1V:SHL New York, NY 10025 
tel +44 171253 2222 fax: +44 171 251 4404 e-mail: iverstiv is an affirmative 


opportunity emploser. 
woenen candida. 


101760. 2455@compuserve.com 






























































INTERNATIONAL 
PROPERTY 






Down Under to New Zealand’s 


loveliest yacht harbour -- 3 vacation 
homes for sale in a charming, 
unspoiled village, 3 bedrooms, 2 baths, 
gourmet kitchen, great views.. 
for US$130,000 cach. Details/pics at 
http:/ /nzcom.co.nz/infocus/akaroa. 
homes/ -- Akaroa Homes Ltd. = (6433: 
304-5770 or akaroahomes@xtra.co.nz 












+ Lake Geneva & Alps 

Attractive properties, overlooking views, 1 to 5 

bedrooms, from SFr 250'000. Sale to Non- 

Swiss cilizens authorized. Leading company 

established in 1975. Experience. Discretion. 
REVAC S.A, 


52, Montbrillant, CH-1211 GENEVA 2 
Tel. +441 22/734 15 40 Fax 734 12 20 











THE WORLDWIDE GUIDE 
TO SERVICED APARTMENTS 
FREE COLOUR GUIDE 





The Apartment Service 
Tek: +44 (0) 181-944 1444 
Fax: +44 (0) 181-944 6744 
Internet: httpyAvww.apartment.co.uk 
E-mail: sales@apartment.co.uk 









MALLORCA. Ses Oliveres, 
Bendinat. Overlooking the Royal 
Bendinat Golf Course on the 
islands premier — resort. 
Landscaped gardens, huge pool, 


a/c, marble floors, luxurious fully 
fitted kitchens & bathrooms. 
Superb 2+3 bed: apts, south 
facing from £135,000. Call our 
London. office today: for fall’ 
information: 

Tel. 0971-736 1700. 
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BUSINESS & PERSONAL 


Save 30-70% on International Calls 






“Justice rated #1 in Callback service.” 


1997 International World Leg Rates: (uss) 
Telecommunications Association 
unicatio á or j .27 
* Business, residential, Korea 49 
and cellular savings. Taiwan -49 
* Earn Free air travel with Venezuela 43 
WorldMiles program. hose 50 
* Join the prestigious sedet, 


Justice Agent program. 6 

45 

43 

2M 

43 

Norway EU 

Russia 36 

It's just what you're looking for. Switzerland 346 
Mention this ad for a sign-up bonus. Agent inquiries welcome UK 08 


1-310-526-2200 . 1-310-526-2100 fax . 


www.justicecorp.com 


CONFERENCE 


A One-Day 
Conference on: 


December 4,1998 


New York University Stern School of Business 
Sponsored by the New York University Salomon Center 


On the eve of the lock-in of exchange rates 
among the currencies comprising the Euro-zone, on 
January 1, 1999, the New York University Salomon 
Center is holding a one-day conference on the 
impact of this major development in the global 
financial system on European and world capitol 
markets. The conference is based on original 
research supported by the European Capital Morkets 
Institute and conducted under the auspices of the 
International Financial Services Centre at INSEAD in 
Fontainebleau, France. The objective is to provide 
new insights into the oncoming implications of the 
euro on the primary and secondary morkets for 
fixed-income securities, equities, mergers and 
acquisitions and corporate governance. asset 
management, and the strategies and performance 
of firms competing in the financial services industry. 
Equally important, it will consider the implications of 
the euro for major end-users of the financial markets, 
notably nonfinancial corporations and institutional 
Investors. The conference will incorporate a focus on 
the impact of the euro on U.S. financial markets, the 
role of the dollar, and American financial and 
business interests in Europe. 


Speokers include: Paul A. Volcker, former 
chairman, Federal Reserve Board and NYU; Jean 
Dermine, INSEAD; Bruno Gérard, University of 
Southern California; Karel Lannoo, Center for 
European Policy Studies, Brussels; Lars Nielsen, INSEAD 
and: Morgan Stanley Dean Witter & 
Co.; Pedro Santa Clara, UCLA; Alfred Steinherr, 
European Investment Bank, Luxembourg; Ingo Walter 
and Roy Smith, NYU 


For information contact Mary Jaffier at 
the New York University Salomon Center 
Tel. 212-998-0700 Fax 212-995-4220 
email: mjaffier@stern.nyu.edu 
hitp://www.stern.nyu.edu/salomon 





THE ECONOMIST OCTOBER 24TH 1998 










W CANADA IMMIGRATION W 


Let our exclusive group of former Visa Officers, with over 35 years 
experience, provide expert assistance and guidance to your 
immigration process. Applications professionally and confidentially 
prepared. Our money-back guarantee is your assurance of success. 
Best Government owned and administered Investor Funds available 
Specialists for skilled workers, businessmen and investors 


OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C IT2 
TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET:- www.our-website.com E-MAIL-passport/a infoserve.net 


INCORPORATE IN USA 
BY FAX OR PHONE 


Delaware $199.00 
Wyoming $285.00 
Nevada $380.00 
Utah $270.00 


TEL: 302-421-5750 


* Corporations and LLCs 

* Free name reservation 

* Personal assets shielded 

* Confidential and cost effective 
* Full registered agent services 


FAX: 302-421-5753 E Mail: corp@dca.net 


Registered Agents, Ltd. Web Site: www.incusa.com 











1220 N. Market Street, Suite 606 * Wilmington, Delaware 19801 





CANADA IMMIGRATION 


INVESTMENT & EMPLOYMENT OPPORTUNITIES 
Canadian immigration for successful business persons / qualified 
professionals under applicable visa programs. Secured, 

ent backed inyestments available with i 
loyment searches conducted. Our timely and confidential 
representations are provided by esteemed legal counsel. Our 
money back guarantee is your assurance of success. Visit our 
winning Internet World Wide Web site for a confidential 
assessment of your qualifications, without obligation. 
Our Firm welcomes collaborations with qualified agents, 
LAW OFFICES OF COLIN R. SINGER, Attorney 


Tel.: (514) 487-2011 
Fax: (514) 487-2385 
Email: csinger @ singenca 


Canadian Citizenship & Immigration 
510-4999 Ste-Catherine St. West 
Montreal, QC, Canada, H3Z 1T3 


"Canada's leading internet law firm" 
World Wide Web Site: http://www.singcr.ca/ 


APPOINTMENT 


JOB HUNTING INTERNATIONALLY? 


Executive earning $50K-500K+. Career searching 
into, within or out of Asia/Europe/U.S.? A new 
position is closer than you think! Eree info. 


www.CareerPath.co.uk 
E-mail: cpasia@bkk.loxinfo.co.th 
ATH ER 
Tel: EE Fax e o 
- A 

(662) (662) ¥ 


2674685 2674688 


r4 è 
- 
os 
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i. KE m OFF ) M : AMERICAN BUSINESS VISAS, U.S. 
BUSINESS PLANS "wisi vy : um IM IGRATION I CANADA specialist for entrepreneurs and ex- 
Customized Business Plans For 205. GREEN CARI jo Barist & ou i ecutives. Tel/Fax: +44 (0)1992 578 609. 


* SBA  * Venture Capital ‘a ae | [5 i p i; 
* Private Loans quá ions for review to i tg 


Written by Corporate Attorney GOV'T FORECLOSED homes from 


pennies on $1. Delinquent Tax, 
1-800-963-2453 














Law Offices a; 
DOUKIN & SHE MA AN, EC, 















lace Ville-Mari : Cama, | Repos, REO’s. Your Area. Toll Free 
; ingte 148 : - 2€3. Tet (3 i, i ud (1) 800-218-9000 Ext. H-4265 for 

Call for quotations : : - M current listings. 

CUT THE COST OF YOUR DELAWARE (USA) 


NEW AUTHORS |] [conse STAY JN LONDON aude tes | STC gy 2ND PASSPORTS / Driver's Licences 
PUBLISH YOUR WORK in Knightsbridge near Harrods, fully equipped d / Degrees / Camouflage Passports / 13 


kitchen-dinette, bathroom, phon’, satellite T.V. Countries / Secret Bank A/Cs / Awards. 
ALL SUBJECTS CONSIDERED: central heating, elevator, maid service, resident GMC, Fax +3120-5241407; E-Mail: 
Fiction, non fiction, Biography, Religious, 


manager. Suit 1-2 persons, Brochure by Air-Mail: 4 i 
Knightsbridge Service Apartments 1004 13.3245@compuserve.com; 


Poetry, Childrens, 48 Ennismore Gardens, 3511 Sivesde B, 105X BE USA 19810 http://www global-money.com 
3024777800 a 80037 (Ui 9477-9811 
AUTHORS WORLD-WIDE INVITED. London SW7 1AQ. i as coge aita 


` ig com e no Kom 
| WRITE OR SEND YOUR MANUSCRIPT TO-- |] | TEL! 0171 584 4123. Fax: 0171 584 9058, e: B 
VM h SERVICE S R 


info@ksflats.demon.co.ak 
MINERVA PRESS ini ptis 
2 OLO- BROMPTON RD. LONDON SW7 300, 

SEA Apartments offering Best Value M Money. 
Unbeatable tocation in South cleri 


2 person apartment from £70 per ni an 
4 person apartment from £ ens a pet n 


Touris? I pard Commended 


ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW? 4DG. U.K. 


A Rp EON 


PAY ZERO 
TAXES 


How you can live tax-free. 
2nd PASSPORTS Mention code ECC1 to 


The Original aoudsnienide«e "^Y EE receive FREE report. 


- . SCOPE INTERNATIONAL 
Maritime International Ltd. 230 Peppard Road 
Bay View Place, Crosbies Reading An 
: : : ngland, 
wee eoa] Tot CAD TTB do ato 
doce V ans os tn Fax: (44) 1189-483450 


Email: maritime@candw.ag | Email:scopemail &compuserve.com 


Lowest Totermotongl Rates http:/www.milonline.com 


"A decade of confidential service” 









































U.S. IMMIGRATION 


We specialise in finding jobs, businesses or 
properties which allow you to qualify for a 
visa, and our associate attorneys handle the 
visa processing, To learn how we can help 
you, phone us at 001 954-424-6071 
Management Consulting USA Inc. 
1802 N, University Drive, 
Suite 100A, 
Ft. Lauderdale, Fl. 33322. 














FINANCIAL ADVISORS 


SAVE CLIENTS UP TO 
CITIZENSHIP & PASSPORT 50% ON BANK LOANS! 


w/COLLATERAL LOANS 
PAY INTEREST ONLY. 
ENROLL IN OUR 
From U5$45,000. inclusive TRAINING PROGRAM. 


Belize Passport Consultants Ltd, ERIC A. KLEIN,ATTY. 


944 Orchid Garden, P.O, Box 165 INTERNATIONAL DEVELOPING 
Belmopan, BELIZE ENTERPRISES AGENCY (IDEA) 


Tel: + 501 8 22759 
Fax: + 501 8 23785 PHONE: (212) 751-0800 


Government License 981001 FAX: (212) 688-4442 (24 HRS) 
http://www.visafree. com e-mail:pangiobQaol.com 


































Confidential Service Direct From Belize 
FULLY LEGAL PROGRAMME 
Generous Visa Free Travel 


































US Immigration, 
For free kit contact: 







TU Conn Com 
been EAST UA 
ie d 619957827541 
BUSINESS sor UTIONS ING. Fax: 010-378-0208 























OFFSHORE 


" Hold your meetings TAX-FREE 


Il to the U.S. from: 



















Hong Kong....35¢ Germany......25¢ at companies world-wide j 
Spain.............45€ Italy.............. 34€ The Centre of af compares opening of han atcouns 


....Jel/fax/mail forwarding services — 


i 
LAVECO-GROUP Head Office [ j 
E los de Saisie, Sark, 


Heathrow Airport 





Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........27€ 

















19 meeting rooms 






Phe 
business { Conference Suite 


seating 60 theatre 


Instant Activation | No Deposit — nell le 
Fiber-Optic Networks | No Minimum . 


Itemized 6-Second Billing et Up Fe 
Ideal for Home, Office, No ^ 


Hotels and Mobile Phones 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West © Seattle, WA 981 19 USA ZEN : 
www.kallback.com * Email: info@kallback.com i b Site: ^www.the-bch.co.uk Website: www laveco hu 












d : mtn 1092 
ish, French, 
















Internet Access Romania. LAVECO Hemanjir| sed 


p KOGAL NICE ANN 7 













ul 


Video & Audio Conferencing 










Business Lounge with refreshments 
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IMMIGRATION TO CANADA. 
Canadian Immigration Lawyer wil 
prepare Visa application and conduct job 


QV OFFSHORES 









LONDON SUITES 


LUXURY SERVICED APARTMENTS NEAR HARRODS 





eee ROM A SELECTION rtd ens search for prospective immigrants. Very 

APARTMENTS IN KNIGHTSERIOGE reasonable fees. Leonard Simcoe, Ref. Estate a 
AULFULLY EQUIPPED WITH MODERN FACILITIES E, 1255 Laird Bivd., #208, Mt, Royal, 
AE Quebec, Canada H3P 2TI. Fax (514) 


OFFSHORE 
SOLUTIONS 


739 0795. Emal: LSimcoe@ecsi.com 
http //users ycs.net85/simece 





KNIGHTSBRIDGE SW3 
TOTS ME aD Pa a 








" Wet Site: Ps vernon rem ASwites 7 


Kensington Park 


Apartments 


Luxury Serviced apartments 
near Harrods. 
ti Select from studios, one/two bedroom 
apartments all with fully equipped kitchens,and 
stylish Italian furniture, at competitive rates. 
Limousine service available, 


| 58 Kensington Court, London W8 5DG | 


TEL: ++ 44 (171) 937 2469 
++ 44 (498) 622 765 (Mobile) 


FAX: 94 44 (71) 798 E215 EMAIL: kenparkédirconco.uk | 


sit our web site: 
i www.kenpark.. dircon. co. id 





OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
nén AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


OTHER JURISDICTIONS AVAILABLE 





PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13 WIMPOLE STREET 
LONDON WIM TAB 


TEL: 0171 436 8100 
TAR, 0171 436 8188 


ciary.Co.uk 
yGroup.com 





















































and trusts to achieve personal 
tax savings. 









you achieve substantial tax savings. 


charge, please contact: 





Limited Group 
The Offshore Professionais 
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OFFSHORE COMPANIES 
TAX PLANNING & TRUSTS 


Since 1977, The ICSL Group has specialised 
in advising on the use of offshore companies 
and corporate 


. INTERNATIONAL TAX PLANNING 
We can provide innovative solutions to your 
complex tax problems. We can assist you in 
Setting up and managing a structure to help 


For more information, to receive our FREE 
explanatory booklet on offshore and 
international tax planning and trusts or to 
arrange a discussion free of obligation or 


The International Company Services 





HANDWRITING 
ANALYSIS 


Examiner of disputed and 
anonymous documents. Also 
aptitude/character assessment 
for recruitment purposes. 
Phillippa Lavell FAE 
5$ Village Close 
London NW3 5AH 
Tel; 0171-794 6050 Fax: 0171-431 4699 








Get The Facts... 


Just call our 24-hour 
fax-on-demand number 
at 1 (246) 432-1596 
and request Decument #2, 
or visit our website at 
httpz//www.intwealth.com 
Our office is located at 


15 Dairy Meadows, St. James, 
Barbados, West Indies. 





Before You Go Offshore, 








HONG KONG ~ Simon Hanley 
Tek +852 2542 1177 
Fax; +862 2545 0550 
Email: hkGICSL.com 


ISLE OF MAN ~ Diane Dentith 

Tet: +44 1624 801804 

Fax: +44 1624 801800 
Emait: lomGltCSL.com 

LONDON -- Peyman Zia 

Tek +44 171 493 4244 

Fax +44 171 491 0605 
Emal: ukICSL.com 


CARIBBEAN ~ Paul Winder 

Tok 41 649 946 2828 

Fax: +4 649 946 2825 
Email: tci Gi CSL.com 

USA ~ Jerry Bakerjian 

Tek: +1 954 943 1498 

Fax: 41954 943 1499 
Emalt usa Gt C SL.com 


Web Site - http/www.ICSE.com 


FROM THE 
WORLDS No 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-discipiined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and 
bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using all of the 
major low tax areas. 


Companies available 
from US$350 


LUXEMBOURG SINGAPORE 
Eveline kari. Diana Bean 
Te: 465.535 3382 
Fax; «65 536 3901 
HONG KONG 
Jenny Kompulainen Raymond Choi 
Tel 4358 9 6989 2569 MBA MLA (Dip) 
Fax: «359 9 6969 2665 Tel «852 28220172 
HUNGARY Fay; «852 26211190 
Laszlo Kiss asc (Econ) SHANGHAI 
Ter +36 13619089 Bart Dekker Lim 
Fay: «26 1251 9958 af «86 21 0248 4355 
CYPRUS i 
Chris Vassiliades 
Attorney-at-Law 
Tek: 0397 2 473211 
Fax: «357 2 463463 
For immediate service and 
our 110 page colour 
brochure contact: 





FINLAND 


Kevin Mirecki 
854 3344 
BSA 6967 





ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 

Isle of Man, Great Britain, IM99 4EE 
E-mail: economist@ocra.com 

TEL: +44 1624 815544 
FAX: +44 1624 817080 
LONDON - RICHARD COOK, Bsc 

Tet 444 171 355 1096 Fax: +44 171 899 4973 

1509002 CERTIFICATED 


Offshore information on 
ww'w.ocra.com 


BY LAWYERS 


SCF is one of the world's | 

planning practices. Fully owned and 
operated by lawyers and accountants, 
All our rp are professiorially. 
trained and will ensure your affairs wil 
be dealt with in an atmosphere ot 
utmost privacy and confidential 


WORLDWIDE OFFICES 
ap PROVIDE: £3 


LOWEST 1" YEAR 
& ANNUAL FEES 
GUARANTEED 


For confidential & friendy advice please cortact 
LONDON OFFICE 
90-100 SYDNEY ST, 
CHELSEA LONDON, 
SW3 6NJ 

TEL: + 171-352 2274 
FAX: + 171-873 9688 

| E-mail: offshore@sctgroup.com 


FREEPHONE: 0800 262. 
www.scigroup.conp 


DUBLIN OFFICE 
27-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@sclgroup.ioLie 
r gur 
Athens, Budapest, Lisbon, Monaco, Moscow, 
Nicosia & Sofía 
For a free colour brochure on | 
how you can save taxes please 
complete this coupon below: 





Address 

















OUTPUT, DEMAND AND JOBS America's industrial output fell 0.2% in September, leav- 
ing it flat in the third quarter, its weakest quarterly performance since 1991. In the year to 
August, industrial production rose 2.7% in France and 6.7% in Spain. Britain's retail sales 
were up 3.7% in the year to September. Japan’s fell 4.0% in the 12 months to August. 

















% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts .. production {volume} 
cx Pam yer. Tm em 3mths 1year — I test "yer ago 
Australia a 199 CERA Se 8. 
Austria 
Belgium — ..$38 9 *:28 *24 






































Britain — — * Qt 

Canada + 18 +31 @ 0 
Denmark — +08 +1 na + 49 Aug 78 
France 26 +31% + 

Germany + 04 +174 +, , 

Haly — *21 * 

Japan — ~ 33 

Netherlands + 2.8 

Spain + 35 

Sweden £78. 

Switzerland + 13 

United States - +18 + 36 

Euro-11 + 04 + 18 x 








“Not seasonally adjusted. TAverage of latest 3 months compared with average of previous 3 months, at annual rate. tNew series, un, P claimant. count 
rate 4.6% in September, **Jul-Sep. tT Economist estimate: weighted average of countries listed above. 








PRICES AND WAGES In the year to September, consumer-price inflation slowed tc toL n" in 
America and to 0.7% in Canada. In the same period, American producer prices fell by 0.9%. 
In the year to August, the pay of German workers rose by 1.9%—a real increase of 1.1%. Japa- 
nese workers’ pay fell by 2.8% over the same period. 
























% change at annual rate The Economist poll ` 
Consumer prices* — consumer prices forecast ___Wages/earnings — 
o 3mthst 1year 3 mths? — 1year 
Australia + 24 40707 
tis + 
t 98 sep 
+ 





























"Not: seasonally adjusted. TAverage f latest 3 months compared with average of previous 3 months, at annual rate. 7" New seri series, es. ! Economist estimate. — 
weighted average of countries listed above 
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COMMODITY PRICE INDEX 
Australia's wool industry is in 
crisis. The slump in demand from Asia has 
pushed prices down 20% in the past three 






months to 20-year lows in real terms. In | 
1997-98 Japan bought only 300,000 bales | 
of Australian wool, 35% less than in 1996- | 


| 97, and down from 2m bales in 1972-73. 
; The Australian government has decided 
| to privatise its wool stockpile next July, 
| forming a shareholding company con- 


trolled by growers. Sales from the national 
stockpile have been frozen. Since 1991 the 
stockpile has fallen from a peak of 4.7m 


| bales to 1.1m bales now. But wool stocks 
| held by growers now stand at over 
i 800,000 bales. If they step up their sales, 


| prices could fall further. 
| 1990=100 % change on 
Oct 13th Oct 20th* one one 
— S E a month year 
Dollar index 


All items 














Sterling index 

All items 97 — 916 +03 236 
Food 105.6 ^ 1055 + 15 7208 
Industrials 












Metals 


SDR index 











$peoz 296.85 — 29509 t 19 7 87 
_ Crude oil North Sea Brent 
| $perbare! — 13.17 12.35 | -138  -377 











MLABOUR COSTS Unit labour costs in 
Japanese manufacturing were almost un- 
changed in yen terms over the past seven 
years. The 0.1% rise per year means that 
wage (and other labour-cost) inflation 
only marginally outpaced productivity 
gains. Measured in dollar terms, though, 
the picture looks very different. Because 
the yen has strengthened considerably 
against the dollar over the decade, the to- 
tal cost of labour required to produce a 
unit of output in Japanese manufacturing 
rose by 2.8% a year in dollar terms between 
1990 and 1997, the fastest rate among the 
rich countries included. in the chart. In 
contrast, America's unit labour costs fell 
by 0.1% a year in dollar terms over the 
same. period, making its manufacturing 
more competitive than Japan's. 
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FINANCIAL INDICATORS 








STOCKMARKETS. Most markets rose in the week to October 21st, after the Fed’s interest-rate 
cut last week. Hopes of further cuts in Europe and optimism about Japan's bank-reform plan 
also boosted markets. Tokyo surged 8.8%; Wall Street was up 6.9%; Frankfurt rose 4.7%. 

































































B Share price indices % change on 
zu 1998 one one record Dec 31st 1997 
Oct 21st high low week year high in local in $ 
Pus bs rency — terms 
| Australia 2,430 28814 24582 * 31 -52 
‘Austria 1,097.6 1,628.6 982.1 + 31 ~ 22.6 
“Belgium 3,123.7 3,632 2,405.0 * 27 +30.6 
Britain 52066 6,179.0 4,648.7 + 33 x 11 
Canada 5,484 7,8223 53357 +45 -184 
“Denmark 600.1 7788 567.0 * 56 -92 
France 22029 27997 1,873.1 * 31 4150 
Germany 45232 61714 389625 * 47 + 84 
italy (12311 16544 1,053.2 + 79 1223 -256 + 169  . +268 
Japan 14,2163 — 17,2643 — 129481 + 88 -196  -635  - 68 + 32 
Netherlands 970.7 — 1,3156 8276 + 39 * 60 ~262 + 62 +159 
Spain (1. 7446 947.6 632.6 * 65 4242 -214 + 07 3281. 
Sweden 29208 39556 24117 + 24 - 74 -262  - 26 - 08 
` Switzerland 6,134.1 84120 5,126.5 + 36 4 97 221 x 214 4a 55 
cit United States 8,519.2 9,338.0 7,539.1 * 69 + 60 E-Z? + 72 
| World® 10166 11430 8965 + 57 455 — + 85 + 85. 








*Morgan Stanley Capital International index includes above markets and eight others, in dollar terms, 


AEC ANE TIERE ER AGIS EE OLLI ELAR SSE LLL EAA L CM LADEN 
“MONEY AND INTEREST RATES America’s Federal Reserve cut its two key interest rates by 
.| aquarter ofa percentage point on October 15th. The 12-month rate of growth in America’s M3 
measure of money quickened to 10.3% in September—close to its fastest rate for 13 years. 







































































Money supply* Interest rates % p.a. (Oct 21st 1998) 
% rise on year ago over- —3-mth money market banks bond yields Eurocurrency 
narrow broad night latest year ago prime gov't? corporate _3 mths bonds 
£81 +68 Ag 500 ^ 479 4.87 875 — $00 563 481 454 
+74 +20 hi 338 355 385 650 438 a : 
-19 +54 ui 3.41 350 392 735 426 
+59 +89 Sep 7.31 7.03 7,31 8.25 5.06 
+111 +41 Aug — 512 4.60 343 700 — 490 _ 
na +62 Aug 445 460 4,03 7.25 4.62 
+70 £44 Aug — 3.38 3.46 3.52 6.55 415 
+72 +45 Sp 3,39 3.50 3.69 4.90 4.03 
$124 +95 Jul 5.00 4.38 6.20 7.88 4.48 
+77 +3.9 Sep 0.22 0.45 0.44 1.50 0.88 
£71 +87 Aw — 297 326 — 358 ^ 525 410 
4108 +01 Aug — 365 4.00 5.13 6.50 441 
+64 +39 Au — 410 415 4.34 | 456 471 
; +62 +13 Aug 113 1.44 194 313 274 
‘|< United States «0.7 +10.3 Sep — 4.88 5,01 5.54 8.00 4.56 





T Ten-year band rates (United States 30-year 5.08%, Japan No.203 0.85% new benchmark). 





*Narraw: M1 except Britain MO, broad: M2 or M3 except Britain M4, Sources; Banco Ambroveneto, Banco Bilbao Vizcaya, Belgian Bankers’ Assn, Chase 
Manhattan, CA IB Investment Bank, Commerzbank, Crédit Lyonnais, Credit Suisse First Boston, Den Danske, Deutsche, Generale, J.P. Morgan, Paribas, Royal 
, Bank of Canada, SE-Banken, Svenska Handelsbanken, WEFA Group, Westpac, DatastreamACV. Rates cannot be construed as banks’ offers. 





| weighted exchange rate is an average ofits 
| bilateral exchange rates with its trading 


| captures the effect of currency changes .on 
| the competitiveness of a country's €x- | 
| ports—the higher the rate, the less compet- 


| dollar and sterling have fallen substan- 
| tially. The greenback is worth 10% less than 





W EXCHANGE RATES A country’s trades 


































partners, weighted according to how | 
much it trades with each. The measure 


itive they are. In recent months, both the. | 


it was at its peak in August; the pound has 
slipped by slightly less from its high in 
May. However, in trade-weighted terms. |* 
both currencies remain stronger than they |: 

were at the start of1995—and hence Amer- | 
ican and British exports have become rela- 
tively more expensive. The French franc, 
the p-mark and the yen are all cheaper i: 
than they were then. The German and 
French currencies have edged higher this | 
year, to within a whisker of their 1995 val- | 
ues. But the yen, despite appreciating by > 
nearly a quarter from its low in August, is 
still worth 10% less than in 1995. 














eb TRADE, EXCHANGE RATES AND RESERVES America's merchandise-trade deficit widened to $23.2 billion in August; its 12-month 
total widened to $230.7 billion. Over the same 12 months, France's trade surplus rose slightly to $28.5 billion and Canada's increased to $12 
billion. In the week to October 21st, the yen's trade-weighted value rose by 1.3%. The Swedish krona rose by 2.0%. 






















latest year ago 










































































Trade balance*, $bn Current account, $bn Exchange rate Currency units per $ Currency units Foreign teservest $bn 
latest latest 12 latest 12 mths trade-weightedt ÜOct21st year ago ae 3 er 

Su month months. Oct21st year ago 
Australia = 028 Au - 3.3 - 162 Q2 7784 892 
Austria - - 0.33 jun$$ - 55 - 33 103.6 102.3 
Belgium + 1,01 feb + 13.4 + 12.5 jun 1046 — 1019 
"Britain ~ 232340  - 273 + 68Q« 10010 — 1022 
“Canada + 14l Aug + 12.0 ~ 13.1 Q 75.2 844 
Denmark * 028 ul + 25 + 05Q 1074 1039 
France + 2.14 Aug + 285 + 38.5 ful 107.2 105.1 
Germany + 542 Aug + 76.1 “+ 18 Aug 105.3 102.8 
Italy *214M + 271 * 309 765 7641 
| Japan +981 Aug +1174 +1136 Aug 12841275 
Netherlands + 127 Jun38 + 14.9 + 20.6 91 103.1 1014 
Spain - - 130j4  - 196 + 70 776 769 
Sweden + 123 Aug € 17.0 + 49 Aug 81.0 865 
| Switzerland + 025i à + 02 | + 22.1 Q2 108.4 105.4 
United States -2320 Aug -2307 -186.4 a2 104.7 105.5 


62.0 Aug 














*Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others citfab. 11719902100, Bank of England. Exch tuding gold, IMF definition. 
SForward rates for delivery January Ist 1999, calculated by LP. Morgan. 88Not seasonally adjusted. * "New series. 
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EMERGING- 





| BIFOREIGN RESERVES Despite the cri- | 





sis in emerging markets, which has caused 
| foreign investors to flee and private capi- 
; tal flows to dry up, almost all emerging 


; economies still have bigger foreign-ex- | 
_ change reserves than they did at the end of | 


1993. Of the countries regularly tracked by 
| The Economist, China has by far the larg- 

est hoard of foreign reserves—$141 billion 

is the latest official figure. That is over six 
_ times the amount China held at the end of 
| 1993. Hong Kong has the second-highest 
| reserves, a war chest that has helped it to 
fend off a wave of speculative attacks this 
year. Even Brazil, which has lost around 
$30 billion of reserves in recent months, 
still has much bigger reserves than it had 
at end-1993. South Korea has rebuilt its re- 


sis blew up last year: according to the latest 
| official estimates, it now has $45 billion in 


| foreign reserves. 
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serves substantially since its financial cri- | 





|, Sources: Nationa! statistics offices, central banks and stock exchanges; Datastream/ACV; Ef; Reuters; Warburg Dilore Read: LP. Morgan; Hong Kong 
| Monetary Authority; Centre for Monitoring 
| Deutsche Bank; Russian Economic Trends. 












% change on year earlier 


, Latest 12 months, $bn 
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+10.2 Sept ie 
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FINANCIAL MARKETS Most of the Asian markets enjoyed impressive gains in the week to 


October 21st: Kuala Lumpur, Manila, Singapore, Seoul and Bangkok all chalked up double- 
digit increases. Latin America also rallied, buoyed by lower American interest rates and by 
Brazil's imr-agreed budget cuts. Istanbul gained 11.5% on rumours of an early election. 
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Trading post 


Sig—One issue not covered by 
your survey of world trade (Octo- 
ber 3rd) was the need for wro 
trade-policy reviews to look at 
whether countries are undercut- 
ting 11o labour standards. Over 
the past 18 months the Interna- 
tional Confederation of Free 
Trade Unions has examined 
labour standards in 34 countries 
which have come up for review. 
In many there is much evidence 
that governments have deliber- 
ately flouted core labour stan- 
dards to reduce export costs. 

In Turkey, the latest country 
we reviewed, it is clear that viola- 
tion.of trade-union rights has an 
imipact on the ability of trade 
unions to engage in free collec- 
tive bargaining. This affects the 
costs of exports, particularly in 
free-trade zones where the right 
to strike is non-existent. Turkey's 
government has refused to 
respond adequately to sustained 
criticism by the International 
Labour Conference. 

Such countries are, in effect, 
free riders on a world trading sys- 
tem where the majority respect 
labour standards. Their behav- 
iour creates fertile ground for 
protectionists and inhibits 
spreading the potential benefits 
of open trade. Years of “naming 
and shaming” by the 1.0 has not 
worked, The international com- 
munity has to come.up with an 
effective and enforceable way of 
getting the 110’s core labour stan- 
dards respected by all the world’s 
trading partners. A wro clause is 
currently the only realistic pro- 
posal. As trade tensions increase 


LETTERS . 


The Economist, 25 St James's Street, London SWIA IHG FAX: 0171 839 2968 


in the aftermath of the Asian cri- 
sis it has become a priority for the 


next trade round. 
BILE JoRDAN 
General Secretary 
Brussels ICFTU 


Sig—Reduced competition in 
Europe after the Boeing-McDon- 
nell Douglas merger would be to 
the detriment not of Airbus, as 
you state, but of European con- 
sumers (although even that 
seems unlikely given the small 
market share and ailing state of 
McDonnell Douglas). Rather, Air- 
bus would be the first to benefit 
from reduced competition. Only 
to the extent that the merger 
improves efficiency might Air- 
bus be hurt, but that is of no con- 
cern for competition policy. 
GUNNAR NIELS 
Federal Competition 


Mexico city Commission 


SiR—You suggest that the GATT 
rule requiring that “like prod- 
ucts” be treated alike means that 
countries cannot ban products 
because of their production 
methods. However, this view has 
no basis either in the text of the 
GATT or the negotiating record 
for the agreenrent. 

The distinction was invented 
by two dispute panels in the 
1990s, but neither had its opinion 
adopted by the membership as a 
binding ruling. Since then, the 
Appellate Body of the wro (the 
new final court of appeal on 
Gart rules) has suggested that 
what makes products "like" 
depends on à case-by-case analy- 
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sis, and will vary from context to 
context: From an economic per- 
spective, an externality is an 
externality whether resulting 
from the production process for 
a good, or the actual consump- 
tion of the end product. In both 
cases, the GATT permits a country 
to address the harm in question 
by regulation, including bans 
(provided equal treatment is 
afforded to both domestic prod- 
uctsand imports). 

in the context ofenvironmen- 
tal regulation, shrimp caught ina 
way that threatens sea-turtles are 
not a "like" product to shrimp 
that are caught with turtle-friend- 
ly technology-—the former creates 
environmental costs that the lat- 
ter does not. This has nothing to 
do with protectionism. 
Ann Arbor, Rosert Howse 
Michigan University of Michigan 


Facing the music 


Sign-In. your review of 
“Shostakovich Reconsidered” 
(October 17th), you state that 
“Shostakovich rarely explained 
his pieces with a ‘programme’, 
certainly not in rehearsal, where 
his interpretive hints were 
almost always strictly musical.” 
Did you really expect him pub- 
licly to express the deep con- 
tempt he felt for the Soviet sys- 
tem--and go straight to a 
concentration camp? This obser- 
vation reveals a lack of knowl- 
edge of Soviet reality. 

You also claim that lan Mac- 
Donald, one of the contributors 
to the book, “believes that 
Shostakovich's music can only be 
understood programmatically.” 
The truth is that Mr MacDonald 
argues, as do many other musi- 
cologists and thinking musi- 
cians, that if music is to be a 
reflection of life a fuller under- 
standing of it is virtually impos- 
sible without knowing the cir- 
cumstances in which composers 


lived and worked. 

Meggen, VLADIMIR 
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Protecting separatists 


Sig—You say that, in relation to 
Kosovo, NATO has made it plain 
that "the right to beat up your 
own people (especially separatist 
minorities)" is no longer a sacred 
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principle (October 17th). Yet 
Turkey, a NATO member, contin- 
ues to "beat up" its own sepa- 
ratist minority, the Kurds, using 
weapons supplied by America. 
Clearly, to get protection, you are 
better offin a non-member coun- 
try, especially one which is 
deemed to be hostile to the 
organisation. 
Sydney ALEKSANDAR PAVKOVIC 
mE 1 


Storm warning 


Sig—Your leader on financial 
risk (October 17th) asks whether 
the appropriate response to 
extreme market movements is to 
get new forecasting models that 
assume more economic storms 
in future? As a professional mete- 
orologist, may I point out a sig- 
nificant advantage that weather- 
forecasting models have over 
economic models? No matter 
how good the meteorological 
forecast, we are safe in assuming 
that the prediction will not affect 
the subsequent weather. 

An economic forecast which is 
perceived to be good will influ- 
ence, to some extent, the subse- 
quent evolution of the economy. 
Economic models will have to be 
sophisticated enough to feed 
back this effect into the forecast, 
thereby changing the forecast, 
and so on repeatedly. Otherwise, 
as you imply, improved models 
will increase the chance of fur- 
ther storms. 
London ]. 4. Woobps 


Bird-watching 


Sig—Your article on cock-fight- 
ing (October 17th) fails to see the 
hypocrisy inherent in American 
voters’ willingness to legislate 
away a rare folk-tradition of 
wagering on instinctive duels 
between pea-brained, albeit well- 
armed, roosters. Banning back- 
woods diversions like cock-fight- 
ing may make suburbanites feel 
good, but how many machine- 
killed-chicken sandwiches, and 
hours of Hollywood and profes- 
sional-sports violence will they 
consume this week? Many Amer- 
icans love picking easy targets for 
their environmental causes; 
must also The Economist? 
Stillwater, 


Oklahoma BRAD Bays 


Red, stred in a retrieval system, ce 
watered aderfare 05 






CABINET 
OFFICE 


. Centre for Management and Policy Studies 


DIRECTOR 


Salary up to £100k 


This is a quite exceptional opportunity for a 
_ distinguished individual from the private, public 
or academic sectors to be the founding Director 
of a new Centre for Management and Policy 
- Studies within the Cabinet Office — an initiative 

announced by the Prime Minister in July. 


The Centre is likely to have an annual turnover 
. of about £20m, inheriting a number of existing 
operations including the Civil Service College and 
the Top Management Programme. But the Centre 
is to have a new and vital role in the drive to 
modernise the Civil Service. It will provide an 
entry point at the heart of Government for the 
best new thinking on current issues and new 
approaches to management. It will be the focus 
for training the senior civil servants of the future. 
It will commission research into innovation in 
strategy and delivery. It will be a repository for 


best practice wherever it is found. 


The Centre will also be the hub for networks 


within Government, the wider public sector, the 


private sector and academia both at home and 
overseas, networks which will support and 
strengthen the Civil Service's ability to reflect and 
learn. Its Director will be of Permanent Secretary 
status and will be a full member of the 
management board of the Cabinet Office. 


central London 


He or she will need to create an organisation — 
which is a provider not only of training and | 
development but also of exciting new ideas 
backed up by research and thoroughly anchored. 

in the needs of its foremost clients — Government. 


departments. 


Relevant candidates might be public servants =. 


experienced general managers or world-class _ 


organisation development specialists in business 
— or leaders in business schools or other parts of | 
academia. They will not necessarily be Britis 
(although some familiarity with Britain and 
British government would of course be helpful). 
The appointment might initially be for 3 years; a 
salary higher than £100,000 might be offered in 
an exceptional case. 

To find out more including how to apply please 
telephone the Government's advisers below . 
on 0181 466 4126 (24 hours) quoting reference i 
DCXE/E not later than Thursday 


12 November. Candidates overseas should send Es 


an email address at which they can receive: 


information to DCXE@saxbam.co.uk by 


the same date. Applications will close on 


23 November. 


The Cabinet Office is an equal opportunities employer. 
Applications from women, black and other ethnic 
minorities and people with disabilities would be 


a TN i 
fd , particularly welcome. 
|: ARC 
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FINANCE/ACCOUNTING 
PROFESSIONALS 


The World Bank, the leading multilateral organization in global 
economic development, has the following positions available: 


Financial Management Advisors 
(3 positions available) 


This position is located in Washington, D.C. The World Bank is 
working with its borrowers to develop improved financial 
accounting, reporting, intemal control and auditing arrangements 
for funds made available under its loan, credit and trust fund 
arrangements. One Financial Management Advisor reports to 
the Director of the Loan Department who is also Chairman of 
the Financial Management Board of the Operational Core 
Services Network. The Loan Department provides leadership in 
determining Bank-wide policies for borrower accountability and 
financial management and analysis. The other two Financial 
Management Advisors will direct the regional efforts for the 
Bank's Africa Region and for its Latin America and Caribbean 
Region respectively. They will provide guidance to Financial 
Management Specialists located at headquarters or in the Field 
Offices in the respective regions; coordinate/lead regional 
programs to improve standards of borrower accountability and 
to.achieve higher levels of compliance with the Bank's financial 
management requirements; and participate in consideration of 
Bank-wide policy, technical, procedural and human resources 
aspects of financial management. These are key, senior management 
positions requiring the exercise of leadership and judgment. 


Selection Criteria 
* Qualified professional accountants (advanced degree preferred]; 


* Familiar with international Accounting Standards and 
International Standards on Auditing, standard setting 
arrangements, professional accounting body issues and 
regulatory frameworks; 


104 years experience in accounting and reporting for public 
and private sector enterprises, governments, their agencies, 
government auditing or large audit firms; 

Experienced in carrying out accounting and auditing 


diagnostic work and making clear recommendations to senior 
government officials; 





Experienced. in leading or participating in the appraisal, 
supervision or implementation of development projects; 
Experienced in working with developing countries in educating, 
working with and helping other less experienced colleagues to 
leam and put in place good financial management practices, 
iti differing cultural contexts preferred; 
Confident, highly motivated, self-starter, action-oriented, able 
to work under pressure, a good team player and excellent 
-computer skills; 


* Must be willing to travel frequently to any of the respective 
Region's borrower countries; 


* Huency in English: 
* Specific language skills are required for two of the positions; 


li) Spanish and Portuguese (Latin America and Caribbean 
Region) and (ii) French and Portuguese (Africa Region). 


Financial Management Specialists 


Positions are located in either Washington D.C. or in one of 
the Bank's Country Offices, based in Eastern Europe, Central 
Asia, Middle East or North Africa, for which appropriate 
language skills will be required. Applicants will have 5* years 
experience and possess many of the attributes expected of the 
Advisors, as listed above. 


Section Chiefs and Loan 
Accounting Officers 
(2 Section Chiefs and 2 Loan Accounting Officers) 


Positions available in the Loan Accounting and Borrower 
Services Division of the Loan Department. The division administers 
the loan/credit accounts of the Bank's borrowers to reflect 
disbursements of about $25 billion p.a. and debt servicing 
arrangements of a variety of lending products. 


Selection Criteria 


* Applicants for the Accounting Unit are expected to be well 
qualified accountants with experience in Big 5 Accounting 
Firms and/or international financial institutions, and must be 
familiar with interpreting accounting standards (esp. IASC 
and US GAAP] use of financial instruments including hedge 
accounting and mark to market. 

Applicants for the Borrower Services Unit will have a 
sound knowledge of financial markets, loan products and 
repayment policies and procedures probably from investment 
or commercial banks, good language skills in addition to 
English and strong client relationship skills. 

Women and developing countty 

nationals are particularly encouraged to 

apply for all positions. 

Applicants should send a detailed 

curriculum vitae, in English, no later 

thari within 2 weeks of this 
advertisement to: 

The World Bank, Staffing 

Center, Room 55-039, 

(Ref #: RFMA), 1818 H Street 

N.W., Washington D.C. 20433, 

USA, FAX (202) 473-0901. 

E-mail: ecsrecruit@worldbank.org 


The 
World 
Bank 
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Political / Strategic Researchers d 
0o provide timely quality analysis and research on political and security issues focusing on policy implications and forecasting. 

_ The selected candidate will have a doctorate in political science or international relations; an extensive publications and ei: l 
record; appropriate policy and research experience; familiarity with the Middle East and experience in forecasting methods. | 

zommand of the Arabic language is highly desirable but not essential. B 


Economists 
To. examine the UAE economy, prepare forecasts and policy analyses on strategic economic development issues pertinent tothe ji 
-Gulf region. The selected candidate will have a doctorate in economics from a well respected university; extensive policy and | 

research experience; a demonstrated record of achievements in the fields of labor or energy or planning and development ec- - 
onomics; expertise in applied economic research techniques and knowledge of appropriate statistical software. Command of the 
Arabic language is highly desirable but not essential. 


Information Center Director Nr 
To establish a state-of-the-art information center and lead a team of professional staff; implement IT and information man- 
agement strategies that will develop appropriate databanks and the capacity to provide timely statistical reports and conduct 
field surveys. The selected candidate will have at least a master degree in information management or social sciences; extensive 
experience in developing and managing information centers and information support services; demonstrated knowledge of rel- | 

-evant informational technology tools and sources computer software. 


Statistician 
To conduct population surveys and public opinion polls; develop appropriate databases and prepare statistical reports. The se- 
lected candidate will have higher education qualifications in statistics and survey research with extensive experience in applied 
|) statistical research methods, data collection and analysis; and knowledge of computers and appropriate statistical software. 










BUREAU OF ECONOMIC MANAGEMENT & LEGAL STUDIES 
A division of BCEOM Group, a leading French Consulting Company 


* specialised in Management Consulting and Governmental Institutions Consultancy 


Currently seeks to strengthen its expert network with 


Consultants 


For Eastern and Central Europe 

* Economists : Economic Policy, Macro-Economy, Macro- Modelling. Economic Forecasts and Statistics ; 

* Corporate Finance Experts and Enterprise Restructuring Experts ; 

* Lawyers : European Law and Approximation of Law ; 

* WTO Expertise : World Trade Organisation Accession (Industry, Agriculture, Transport, Finances, Telecommunications) + 
perts in Issues of Pre-Accession to the European Union ; 

perts in Human Resources Development ; 

* Experts in Public Health. 









The candidates should have a graduate of post graduate degree in either economics, finance, law or engineering from a top college or 
university. The selected consultants will have above average communication and presentation skills. Fluency in English is a minimum 
requirement, Mastering Central and Eastern languages will be a definite benefit. 






Interested persons should send their detailed CV adding the reference PECO on the envelope, to : 
BCEOM - Place des Frères Montgolfier - 78286 Guyancourt Cedex. Phone : + 33 1 30 12 48 00. 
Fax : + 33 1 30 12 10 95, E-mail : beeom10@calvanet.calvacom.fr 
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THE DAIWA ANGLO-JAPANESE FOUNDATION 














DIRECTOR GENERAL 
LONDON 






For over 40 years, Pathfinder International has been improving the 
quality of life in developing countries by providing essential family 
planning services. 


















We are seeking an individual with demonstrated technical expertise in 
demography/biosratistics and operational research to supervise the design 
and implementation of all programmatic evaluation activities, This will 
involve developing policies and procedures, disseminating information 
through publications and conferences and providing technical assis- 
tance/training to staff and grantees. Additional responsibilities include 
collecting and analyzing data for programmatic reports to senior man- 
agement and participating in annual strategy meetings. 










The Director General of the Foundation will be retiring during 
1999 after ten years in office. The Trustees of the Foundation 
wish to select a successor with a view to the successful 

candidate taking up his or her position during the first half of 
1999, 




























Established in 1998 as an independent English charity through 
a substantial benefaction from Daiwa Securities Limited, the 
Foundation’s principal objective is the education of the citizens 
of Japan and the United Kingdom in each other's institutions, 
business organisations, culture, heritage, history, language, 
literature, art, music and medical and scientific achievements. 














Qualified candidates must possess an advanced degree in Epidemiology, 
Demagraphy, Sociology, Public Administration, Public Health or other 
international family planning/health related field. Your experience and 
research accomplishments must be supported by publication or equiva- 
lent scientific contribution. Interculrural/international work experience 
is required. foreign language ability highly desirable (Spanish and 
French). Proficiency with database management a plus. 







Its activities fall into three broad categories. Firstly, the 
established Daiwa Scholarship Programme and the Daiwa 
Adrian Science Pr as well as a general grant programme to 
support the objectives of the foundation over the full range of 
activities. Secondly, an active programme of seminars, 
workshops, exhibitions and other events at the Daiwa 
Foundation Japan House in Regents Park, which is also made 
available to other Anglo-Japanese bodies. Thirdly, an 
information centre and library at Japan House. The Foundation 
has a staff of eight in London and three in Tokyo. 





Please send your resume and salary requirements to: Human Resources, 
Pathfinder International, 9 Galen Street, Suite 217, Watertown, MA 02472; 
fax: 617-924-3833; e-mail: rscalzi@ pachfind.org 











We aec an equal opporanizy employer. 


AA Pathfinder 


MMM ENTER NATIONAL 

















| The Director Gene 
London and is responsible to the trastees for all aspects of the 
Foundation’s activities, 


al, whose post is full-time, is based in 








Applicants should have proven administrative and managerial 
skills and the ability to deal with senior people both in the 

United Kingdom and in Japan. Experience of Anglo-Japanese 
relations and a command of the Japanese language is desirable 
but not essential. Applications will be welcome from any walk 
of life, including government service, the media, education and 
commerce and industry. 






Investment Manager: 
Photovoltaic Market Transformation 
Initiative (PVMTI) 


PVMTI, an innovative investment fund financed by the Global Environment 
Facility and executed by the International Finance Corporation (IFC), aims to 
invest $25 million in the photovoltaic sector in India, Kenya and Morocco. As 
IFC's External Management Team, Impax Capital Corporation Ltd. and IT Power 
Ltd. are seeking a full-time Investment Manager. 
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Salary and terms of employment will be by negotiation at a 
level appropriate for the head of an established and substantial 
charitable foundation. 







Candidate Profile 
10 years of experience in investment analysis, structuring, negotiation and 
closure of debt and equity deals in developing countries 
Conversant with project finance and venture capital tools 
A leader able to direct, motivate and support an investment team covering 
three countries 
An accomplished communicator able to present investment proposals to 
decision makers 
Fluency in English essential; fluency in French an advantage. 





Applications marked “private and confidential" with full 
curriculum vitae and names of three referees and a statement 
of approximately 300 words setting out the candidates 
qualifications for the post should be sent not later than 
- December 18 1998 to: 








The Chairman of the Board of Trustees of 
the Daiwa Anglo-Japanese Foundation, 
Lord Roll of Ipsden, KCMG, CB, 

C/o Warburg Dillon Read, 1 Finsbury Avenue, 
LONDON EC2M 2PP. 






Location, Tenure and Remuneration 

Employee of Impax Capital based in London. 30 month contract with a view to 
beconiing permanent. Remuneration comprises a competitive salary plus profit 
share. 












Application 

Please write, enclosing CV to Della Howes, Personnel Manager, Impax Capital 
Corporation Lid.: by mail to Broughton House, 6-8 Sackville Street, London 
WIX IDD; by fax to +44 171 437 1245; or by email to d.howesG'impax.co.uk. 
Shortlisted candidates will be interviewed in London. 


Further information about the Foundation may be obtained from 
Mr € H D Everett, Director General, the Daiwa Anglo-Japanese 
Foundation, 13/14 Cornwall Terrace, London, NW1 4QP. 











RS: The Lord Cornniea: KG; 
Akio Morita, KBE; Mr Hiroaki Fujii. 


g 
Li sPower 





Jinpax Capital Corporation i regulated by the Securities and Futures Authority 





THE ECONOMIST OCTOBER PST 1998 













Transportation Division President 






A major Asian conglomerate is seeking a seasoned senior-level executive to become the Division President - 
of its multi-billion dollar transportation division. The position will have overall responsibility for 
subsidiaries employing over 10,000 people and providing inter-city passenger and freight rail services, 
urban bus and light rail services. Overseeing the development and implementation of an integrated 
transportation plan will be among the major short-term objectives of the successful applicant. The 
~ individual will be expected to have a proven track record in financial and organisational management with 
_ substantial experience in transportation, economics, marketing, planning, and operations. 











While previous international work experience would be an advantage, it is essential that the individual be 
adaptable and sensitive to working in a multicultural environment. Anyone with less than 25 years of 
industry experience, at least ten of which have been in a senior managerial post at a large organisation in 
the transit, rail or logistics industry is unlikely to have the requisite experience for this position. A degree 
| in transportation or economics with postgraduate management training is preferred. 


<The remuneration package will reflect the importance of the position and will be attractive to the right 
internationally recruited person. 


_ This is a unique opportunity for an individual with the ambition to help develop and manage a high profile 
“company of national importance. 


or more information, or to submit your application, please send a cover letter, detailed CV and salary 
history to jmccoy@alumni.ksg.harvard.edu. Only short-listed candidates will be notified. Consideration of l 
applications will begin on 1 November and will continue until the position is filled. 













Career Management Centre 
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Director, Career Management Centre 
I^ Business School, one of the premier 

m international business schools, is seeking a 
Director for its Career Management Centre (CMC). 








The CMC’s objective is to secure outstanding 
placement opportunities for 650 postgraduate 
-student clients on the School's prestigious full-time 
"MBA, Masters in Finance, and Sloan Fellowship 
Masters programmes. Students are drawn from 60 
| countries and, upon graduation, seek challenging 
jobs around the world in financial services, 
management consulting, and other industrial and 
T. service companies. 





— 














The Centre markets students to current and potential 
employers; manages recruiter relationships; and 
delivers programmes to help students develop 
effective career and job search strategies. The 









Director will manage a team of three senior staff 
with specific industry sector and programme 
responsibilities, and six support staff. 


The successful candidate will be an excellent 
manager with a proven track record in delivering 
high-quality services to demanding international 
client groups; will have outstanding interpersonal, 
presentation and writing skills; and will under- 
stand how to apply information technology 
in this role. 


Associate Director (Finance Sector) 


The School also seeks to appoint an Associate 
Director, reporting to the Director, CMC. The 
Associate Director will be responsible for 
increasing. job opportunities and job offers in 
the finance sector, where 4096 of the School's 
graduates take jobs, and for the delivery of CMC 
programmes and services to Masters in. Finance 
participants. 

Marketing and organisational skills are essential, 


as are experience and knowledge of the finance 
industry. 
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Business 
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AFRICAN DEVELOPMENT BANK 


The AFRICAN DEVELOPMENT BANK GROUP is an international finance 
institution established to foster economic growth and sustainable development in 
Africa. The Bank is owned by 53 African and 24 non-African countries. It is based 
in Abidjan, Côte d'Ivoire. Nationals of the Bank's member countries are invited 
to apply for the following positions: 





DIRECTOR, BUDGETING AND FINANCIAL POLICY PLANNING 
DEPARTMENT (Ref. ADB/98/10/01) 

Under the supervision of the Vice President for Finance and Planning, lead and 
supervise the staff and manage the resources of the Department; prepare and 
supervise the implementation of the Bank Group Budget by developing the 
necessary algorithms to implement activity based budgeting, directing and 
training staff in current and emerging budget methodologies; monitor and 
contro! the Budget ensuring full compliance with the Financial regulations of 
the Bank; provide guidance and participate in the development of financial 
policy documents and models related to the General Capital Increase of the 
ADB and the replenishment of the African Development Fund and provide 
cost sharing estimates for the Bank and the Fund; advise Management on the 
Bank Group’s financial outlook, especially in the context of major new 
initiatives and on strategies for negotiations with Governors on Bank capital 
increases and Fund replenishments. Candidates must have at least a Master’s 
degree in Accounting, Business Administration, Economics or equivalent 
professional qualification plus at least 10 years professional experience, 
including 5 years in a senior management capacity. 











MANAGER, PROTOCOL AND ELECTED OFFICERS DIVISION 
(Ref. ADB/98/10/02) 
Under the supervision of the Secretary General, plan, organize and supervise 
the work of the Division including the provision of administrative support 
services to elected officers of the Bank Group; assist the Executive Directors 
and their Alternates in carrying out their official and social duties; organize 





and manage protocol services for loan agreement. signing ceremonies, Annual 
Meetings of the Board of Governors and other important meetings and 
activities organized by the ADB or held under its auspices; maintain 
relationship with the host country and administer privileges and immunities 
accorded to the Bank and its staff under the Headquarters Agreement; advise 
and assist Bank staff with visa formalities for official travel. Candidates must 
have at least a Master’s degree in Public Administration, International 
Relations, Diplomacy or related fields and a minimum of 5 years professional 
experience, preferably in protocol, public relations or such other area. 





PUBLIC UTILITIES ECONOMIST (Ref. ADB/98/10/03) 

Under the supervision of the Director of Country Department - North Region, 
examine and analyze public utility sub-sectors (water and sanitation, 
electricity, telecommunications), their weight in the national economy, their 
contribution to economic growth and in meeting the major social challenges 
such as poverty alleviation and growth in equity; analyze the economic aspects 
of programmes and projects in these sub-sectors submitted for Bank funding: 
their integration in the national economy, the analysis of supply and demand, 
study of tariffs, economic and social benefits, economic profitability; identify 
the problems facing the sub-sectors by elaborating the terms of reference and 
supervising the conduct of studies; analyze the institutional aspects impeding 
the optimal contribution of these. sub-sectors to the national economy and 
contribute to the improvement of current reforms aimed at developing these 
sectors. Candidates must have at least a Master's degree in Economics, with 
concentration in public utilities plus a minimum of 5 years professional 
experience in at least one of the public utility sub-sectors, Proficiency in 
French, with a good working knowledge of English, is also required. 








General Requirements for all the Positions: 

Familiarity. with modern software applications in the related field. Ability to 
communicate effectively in English and/or French as well as excellent writing 
skills in either language. Proficiency in both languages will be an added 
advantage. The Bank offers an internationally competitive tax-free salary and 
attractive benefits package. Applications with complete curriculum vitae must be 
sent before 30 November 1998 to the address below. Qualified women candidates 
are encouraged to apply. Due to the large number of applications expected, only 
candidates under serious consideration will be contacted. 


DIVISION MANAGER 
RECRUITMENT AND STAFF DEVELOPMENT DIVISION 
HUMAN RESOURCES MANAGEMENT DEPARTMENT 
AFRICAN DEVELOPMENT BANK 
01 B.P. 1387, ABIDJAN OL.COTE D'IVOIRE 
FAX: (225) 20-49-43. ADB Homepage: http://www.afdb.org 
E-mail: recruit@afdb.org 
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Economist / Public Policy Expert 


qualified. Economist/Public Policy Expert to work as a senior member of its Policy 

Advisory Group (PAG) at Mumbai, India. 

IDFC is promoted by a distinguished array of Indian and foreign shareholders, to lead 

private capital to commercially viable infrastructure projects in india. IDFO's dual 

Strategy includes innovative financial engineering on the one hand. and providing 

impetus to effective policy development on the other. Initially, IDFC will focus on Power, 

Telecommunications, Ports, Roads and Urban Infrastructure. 

IDFC, as part of its unique policy advisory mandate, seeks to provide leadership in 

developing appropriate policy, legal and regulatory frameworks to encourage private 

sector participation in infrastructure development. Already, PAG is actively engaged 

in dissemination of relevant global best practices among key policy-makers. In this 

endeavour, PAG draws extensively upon the collective expertise of the distinguished 

members of IDFC’s high-level Policy Advisory Boards. 

The assignment involves extensive policy research, teamwork and intensive interaction 

with key stakeholders, including senior functionaries of the central and state 

governments. Hence, we are looking for an Indian National with : 

eA Post Graduate degree/Ph.D. in Economics or Public Policy. 

e Excellent written and oral communication skills, 

e 8-15 years of relevant work experience. 

v Experience in economic policy consulting especially in infrastructure related fields 
is highly desirable. 

IDFC offers a creative learning environment and encourages a participative work 

culture, Compensation will be. competitive. Please send a comprehensive resume, 

sample of written work and names, addresses and contact numbers of three referees 

to Mr. Ajit A. Isaac, Vice President - Human Resources, Infrastructure Development 

Finance Company Ltd., Ramon House, 169, Backbay Reclamation, Mumbai 400 020, 

INDIA. Tel : 91 22 2838171; Fax : 91 22 2838157; e-mail : info@idfc.com 


HE 


Conus WEALTH DIRECTOR 


FOUNDATION 


Applications are invited from Commonwealth citizens for the position of 
Director of the Commonwealth Foundation. Salary for UK residents/British 
nationals: £68,981 gross (including UK Benefits Allowance and subject to 
‘internal’; income tax); for overseas recruits/non-British nationals: £52,848 free 
of tax (including Expatriation Allowance) plus other allowances. Initial 
contract: 2-3 years, renewable. 


The Commonwealth Foundation is a London based inter-governmental 
organisation that supports capacity building and skill sharing within the non- 
governmental (NGO) sector of the Commonwealth. It also provides grants and 
undertakes programmatic activities in the areas of professional development 
and exchange, and the arts and culture. 


The Director is responsible for the overall management and direction of the 
Foundation and its work, including the implementation of strategic initiatives 
in the areas of promoting effective NGO-government relations, and a study of 
the evolving role of civil society. 


Candidates must be able to demonstrate: 


insight into Commonwealth and international development issues, and 
commitment to the People's Commonwealth; 


a strong track record in organisational management and strategy 
development; 


excellent communication and diplomatic skills; 


adequate experience and understanding jb respect of the NGO sector and 
its operation, and in particular its interface with government, the private 
sector and other players in civil society. d 


For an information pack, please telephone «44 (D) 171 930 6014, 
fax +44 (0) 171 839 8157, or e-mail: jeffreydecommonwealth.int 


Note: shortlisted candidates only will be contacted by 31 March 1999. 
Closing date: 15 January 1999. 
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a REGIONAL INFRASTRUCTURE ACTIVITY MANAGER 


mn 
The U. S: Agency for INTERNATIONAL DEVELOPMENT (USAID) is seeking to fill an Infrastructure Activity Manager position within its Regional Centre for Southern Africa (RCSA). The RCSA 
icis based in Gaborone, Botswana and promotes regional integration throughout Southern Africa. 











he Infrastructure Activity Manager will serve as technical activity manager for activities designed to promote improvement in the region's infrastructure sectors, principally in transport, 

elecommuniications and energy. He/she will assist the Infrastructure Advisor in: analysing the infrastructure trends in Southern Africa; monitoring events and opportunities that may affect RCSA'S 

_ ability to achieve results under its market Integration Strategic Objective; providing technical input in the design of new infrastructure activities; and making recommendations on ways in which 

USAID might help improve the region's infrastructure systems. The Activity Manager will coordinate and consult with USAID partners in both the public and private sectors to help ensure the 
thievement of RCSA goals and to keep the partners informed of RCSA activities. 


QUALIFICATIONS 

The position requires a Master's degree preferably in economics, business or public administration with an infrastructure bias; a minimum of ten years public/private sector professional experience in 

infrastructure development including some knowledge. of energy issnes; a minimum of five years strategic planning and project management experience with at least three years of this in developing 
::éountries; previous experience with policies and procedures associated with development organizations; excellent written and oral English communication skills; computer skills with word processing, 
| "spreadsheet and database management. Knowledge of Portuguese will be an added advantage. 

ELIGIBILITY 

This.is a US/PSC or TCN/PSC appointment. Applications are therefore invited from US nationals and nationals of SADC Member States. 

TERMS OF APPOINTMENT 

This will be a personal services contract with USAID for two years, The position is currently classified at GS-13 level 1 (annual salary range US$52,176 to US$67,827). Additional benefits will 

normally include children's education allowances, housing and passages. 

Closing date for receipt of completed applivations ís November 30, 1998. 


Questions and submissions should be directed to Martha Zhou who can be reached by phone at (267) 324-449, Fax at (267) 324-486 or be e-mail to [mzhou(gusaid.gov]. Postal address USAID/RCSA, 
P.O. Box 2427, Plot Number 14818 Lebatlane Road, Gaborone Botswana. 


Further details may also be found on the Internet at [http//www.info.usaid. gov/procurement, bus, opp/procurement/psc, solicit] under solicitation number 690.99.001 


ADDITIONAL CLAUSES 
This purchase order incorporates one or more clauses by reference, with the same force and effect as if they were given in full text, Upon request, the Contracting Officer will make their full text 
| available. Also the full text of a clause may be accessed electronically at these address(es): 


http:/www.arnet.gov/far 
|] | FEDERAL ACQUISITION REGULATION (48 CFR CHAPTER 1) CLAUSES 
NUMBER TITLE DATE NUMBER TITLE DATE 


] ; 182213-2 INVOICES APR 1984 352.246-1 CONSTRUCTOR INSPECTION REQUIREMENTS APR 1984 
:0$2:232-1 PAYMENTS APR 1984 52,247.34 F.O.B DESTINATION NOV 1991 


4 0521251 RESTRICTIONS ON CERTAIN FOREIGN PURCHASES AUG 1998 32.249-1 TERMINATION FOR CONVENIENCE OF APR 1984 
uo s2232-1 EXTRAS APR 1984 THE GOVERNMENT (FIXED-PRICE) (SHORT FORM) 
82; 232-25 PROMPT PAYMENT JUNE 1997 
; OPTIONAL INFORMATION FOR ELECTRONIC FUNDS AUG 1996 TL ALD ACQUISITION REGULATION (48 CFR CHAPTER 7) CLAUSES 

TRANSFER PAYMENT ; ; 
DISPUTES ALTERNATE I (DEC 1991) OCT 1995 752.211-70 LANGUAGE AND MEASUREMENT JUNE 1992 
PROTEST AFTER AWARD AUG 1996 7$2.225-70 SOURCE, ORIGIN, AND NATIONALITY REQUIREMENTS PEB 1997 
STOP-WORK ORDER AUG 1989 752.325-71 LOCAL PROCUREMENT FEB 1997. 
SUBCONTRACTS FOR COMMERCIAL APR 1998 732.7006 NOTICES APR 1984 
ITEMS AND COMMERCIAL COMPONENTS 752.7009 MARKING JAN 1993 


International Criminal Tribunal for Rwanda 
Tribunal Pénal International pour le Rwanda 


\ ACANCY ANNOUN: ICTR-PERS-98-018-H DEADLINE FOR APPLICATIONS 13 November 1998 


POST TITLED AND LEVEL Deputy Registrar/D-1 POST NUMBER TUA-09-103-T-D-1-001 
DUTY STATION Arusha, Tanzania ANIZAT IT ICTR/The Registry 
INDICATIVE MINIMUM GROSS ANNUAL — US$97,119 T JST , 


| FUNCTIONS: 

| Advise the Registrar on general policy issues conceming the Tribunal, in particular, with regard to the judicial support and related services, and in the event of the abserice of thé 
| Registrar, deputizes for him. The incumbent will carry the overall responsibilities in supervising and coordinating the judicial support functions of the Tribunal in accordance with]... 

the statute of the Tribunal, its Rules of procedure and Evidence and the Headquarters Agreement concluded between the United Nations and the Host Country. these |: 
responsibilities relate to pre-trial proceedings, proceedings before Trial Chambers and appellate proceedings. Responsible for exercising executive and operational authority over | 

: the respective units comprising the judicial support services, notably in connection with assignment of defense counsels pursuant to relevant directive, management of the 

f detention facility in accordance with the Rules governing the Detention of persons Awaiting Trial of Appeal before the Tribunal of otherwise detained on the authority of the 
| Tribunal, monitoring of protection of victims and witnesses in accordance with the relevant Rules of Procedure and Evidence and organization of the court management and. 
Support services. 


|] QUALIFICATIONS: 
| Advanced Law Degree. At least 10 years of relevant working experience in national or international judicial system, in particular, extensive experience in court administration: 
including experience in dealing with cases extending beyond national boundaries. 


LANGUAGES: 
English and French. 





External applicants are requested to send a detailed curriculum vitae including date of birth, nationality, education qualifications, a summary of professional skills and/or expertise, 
a summary of relevant work experience, publications written, and languages spoken, or to complete a United Nations Personal History Form (P.11), available at UN offices. 
Interested UN Staff members at the D-1 or P-5 level should present their candidacy according to the "Guidelines for the Preparation of Applications for Vacancies Open to 
Internal Candidates within the United Nations Secretariat” available from the Office of Human Resources Management, rooms S-2555 and DC1-200, the internal Bulletin 
Board on ccmail, or at local UN personnel offices. 
The Secretary-General reserves the right to appoint a candidate at one level below the advertised level of the post. 
Preference will be given to equally qualified women candidates. 
All applications should be sent to: Mr E. Esono Anguesomo, Chief, Personnel Section, ICTR, P. O. Box 6016, Arusha, Tanzania. Fax No.: 1212 963 2848 or 255 57 4000/4373, 

: Note: The United Nations Secretariat is a Non-smoking environment. 
* plus a number of additional benefits, when applicable, such as rental subsidy, dependency allowance, education grant for children,repatriation grant, six weeks' 

paid vacation, etc. i 


PLEASE INDICATE BOTH THE VACANCY ANNOUNCEMENT NUMBER AND THE POST NUMBER IN ANY CORRESPONDENCE PARTICULARLY ON THE ENVELOPE 
AND ON TOP OF THE FAX TRANSMISSION. 
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DEPUTY 
EDITOR 


Business 


Owing to expansion, Investors Chronicle is looking for an 
experienced journalist with real standing to take on the role 
of deputy editor on the UK’s premier personal finance 
magazine. 


The role is likely to appeal to a top-flight financial journalist 
or someone with a City background - either way the 
candidate must be able to demonstrate a thorough grounding 
in all aspects of investment and a particularly keen 
appreciation of share analysis. 


The successful candidate is likely to possess a good degree, 
bags of energy and the ability to turn ideas into reality. In 
addition to the main magazine, he or she should be keen to 


Request for Expressions of Interest for a Consultancy Contract to 
Manage a Credit, Bridge and Standby Facility In Bangladesh 


The People's Republic of Bangladesh has applied for a credit from the Inrernarional 
Development Association, and intend to apply part of the funds for the establishment of a 
Credit, Bridge and Standby Faclity (CBSP) thar would finance eligible financial 
intermediaries (FIs), including nonba fer providing term lending and assisting their 
efforts ro develop their own sources of finds, This request calls for expressions of interest 
by consulting firms va manage the CRSF. 
The CBSF wih include the folowing functions (0 provision af subloans to eligible 
financial institutions (FIs) to finance their term (investment) loans on a back to back basis, 
provision of bridge financing to assist financial intermediaries sell participation in 
accumulated earning assets (Collateralized Loans Lease Obligations [CLOs]) in a manner 
similar to loan syndication - bridge financing will be the equivalent of rediscounting for the 
tions sold by Fis to investors as and when they need to liquefy their holdings, and 
itate Fis placements of bonds and debenrures by providing a facility to which these 
bonds /debentures could be sold. 
The Economie Relations Division of the Ministry of Finance invites eligible consulting 
firms (or banks} to indicare their interest in acting as managers of the CBSE, Interested 
consultants must. provide information ng that they are qualified. to peform the 
services (brochures, description of similar assignments, experience in similar conditions, 
availability of appropriate skills among, st ) Firms may associate to enhance their 
qualifications. 


A firm will be selected in accordance with procedures set Gut in the World Bank's 
Cuidelin fection and Employment of Consultants by World Bank Borrowers, January 
1997. revised September 1997, Interested firms may obtain further information from 
background documents at the address below berween the hours of 9:00AM and 4:00PM. 
Expressions of interest must be received. by November 20, 1998 ar 4 OOPM ar the 
following address: 


help develop the title's potential in an array of areas, from 
electronic publishing to branded books and courses. 


To apply, send a CV with hand written letter to Ceri Jones, 
Editor, Investors Chronicle, Greystoke Place, Fetter Lane, 
London EC4A IND, 


Mr. C.M, Mohsin - Additional Secretary 
Economic Relations Division 
Government of Bangladesh 
Block 16, Room #3 
Sher-e-Bangla Nagar 
Dhaka, Bangladesh 
Tek (880-2) 811-971 
Fax: (880-2) 811.660 


We.believe in equality of opportunity and 
employ people solely on the basis of their abilities. 


RESIDENT SCHOLAR 


The Resident Scholar advises on the directions that the Bank should take in its operationally oriented 
research program and provides intellectual leadership and support for this research. The position is located 
in the Economics and Development Resource Center but the responsibilities cover all areas of the Asian 
Development Bank. 


The successful candidate will conduct research in financial sector reforms and capital market operations that 

are relevant to the Bank's operations and will be expected to contribute to its role as a regional leader in 

development. Examples of possible research areas include management of the financial crisis, the 

international financial architecture, the relative effectiveness of Asian financial markets and capital market 
< regulation, supervision, accounting standards, and disclosure. 


We are looking for an internationally eminent economist with an excellent track record of research and 
scholarly publications in internationally referred journals. Experience in Asia and the Pacific will be useful. 
Women are actively encouraged to apply. 


The appointment will be for two years and will not be renewable. The Bank offers an internationally 
competitive salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of 
some countries, primarily the USA and the Philippines, whose incomes are taxed by their respective 
governments. Applicants should be nationals of one of the Bank's member countries. 


Send CV and cover letter by fax or mail quoting Ref. No. 98-34, by 14 November 1998 to: 


HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (63-2) 636-2550, hitp:/fwww.asiandevbank.org 


We are the premier finance institution in the Asian and Pacific region. 
Our staff come from over 40 member countries of the Bank. 


Asian Development Bank 


Only shortlisted candidates will be notified. 
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As-the. lirgest United Nations programme in the Middle East, UNRWA provides 
education, health care, relief assistance and social services to 3.3 million registered 
[ Palestine refugees in Jordan, Lebanon, the Syrian Arab Republic, the West Ban 








| Gf more than 21,000 at $ duty stations. 






|, UNRWA is seeking an experienced expert for the post of 





Head, Compensation & Management Services Section 





directing of major organisational structure reviews, job classification and periodic 
“salary and benefits reviews in the Agency's area of operations. He/she will also oversee 
the revision of related staff rules, regulations and personnel directives, prepare 
proposals on policy issues for senior management and participate in working groups and 
commitiecs dealing, among other, with staff relations issues. Requirements: Universi 
"degree in Public or Business Administration, with major work in Human Resource 





classification, personnel policy development, wage and salary design, staff relations and 
negotiations in a large governmental, international or commercial Organisation, with at 
least 3 years at managerial level. IS expertise incl. spreadsheet applications and 
databases essential. Excellent spoken and written English with very good drafting 


experience in Middle East. Remuneration: This P4 level post carries an annual net (tax 
free) salary starting from $ 72,000 (single) and $ 80,600 (with. dependants) pl 
attractive fringe benefits package (home leave, family visit, education grant, health 
plan, peusion fund, dependency and mobility allowance and generous leave provisions). 
Caza. is currently a non-family duty station. Spouses, but not children, may reside with 
the staff member in Gaza, An element of compensation is paid where staff members 
shave to maintain a second household. 

Applications before 19 November 1998 to: 

Head, Recruitment Section (VN/25/98) UNRWA HQ Gaza, 
Fax No. (4972-7) 677 7558, from where additional information can be obtained. 


Mail address: c/o UNRWA, P.O. Box 700, A-1400 Vienna, Austria or 

cio UNRWA HQ Amman, P.O.Box 140 157, Amman 11183, Jordan. 
Normally many applications are received. Only those applicants in whom the Agency 
hus a further interest can be contacted, 

































INTERNATIONAL CENTER FOR LIVING AQUATIC RESOURCES MANAGEMENT 


ICLARM is an international research center of the Consultative Group on intemational 
Agricultural Research. ICLARM is committed to improving the well-being and livelihood of 
present and future generations of poor people in developing countries. The Center undertakes, 
facilities and disseminates scientific research to improve the production, management and 
conservation of aquatic resources such as fish. Saving aquatic biodiversity is a key part of the 
program portfolio, Currently, ICLARM's Biodiversity and Genetic Resources Program focuses 
on. 1) monitoring and characterizing aquatic biodiversity and the development of databases, 2) 
Pursuing strategic research on fish biodiversity and genetic resources and the development of 
“genetic: resource research methods, 3) contributing to intemational fora on genetic resource 
| issues, and 4) collaborating with other agencies on policy development and advice for the 
sustainable use and conservation of living aquatic genetic resources. 


SENIOR POPULATION GENETICIST 


LARM invites applications for a Population Geneticist to lead ICLARM’s Biodiversi y and 
Genetic. Resources Program to be based in ICLARM's headquarters in Manila, Philippines. As 
Program Leader, the appointee will be responsible for the management of existing projects and to 

develop new initiatives in the development of indicators of aquatic biodiversity, and the 
determination of strategies to conserve aquatic genetic resources in the face of overfishing, 
Amtroduction of alien species, and other assessed risks. The Program Leader will be expected m 
interact with a wide range of national and international partners with other Center programs 
focusing om ecosystem management, genetic. enhancement and socio-economic and policy 
research for fisheries and aquaculture. The Program Leader his primary responsibility for 
program planning, developing project concepts and proposal writing in the hiodiversity and 
genetic resources area and shall have team management experince. The applicant should have a 
Ph.D. in Biological Science with research experience in population biology and genetics, 
biodiversity assessment and conservation issues in an international setbng. 








ICLARM offers imeraationally competitive remuneration paid in US dollars and a 


comprehensive benefits package. Initially, the position will be for three (3) pears with the 
possibility for extension. 


ICLARM is an equal opportunity employer and welcomes all applications regardless of gender, 
nationality, ethnic origin, religious persuasion or political beliefs. Applications from women and 
developing country professionals are especially encouraged. 


Interested applicants should send current curriculum vitae, photocopies of supporting documents 
and names of three (3) professional referees ( including telephone and fax/e-mail address} before 
15 December 1998 in confidence to: 


The Homan Resources Manager 
ICLARM MCPO Box 2631, 0718 Makati City, 
Telefax: 563-2-8137909/E-mail: A, Valsvik 
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and | 
] the Gara Strip. As such, it is one of the largest employers in the region with a workforce | 


Based at Headquarters in Gaza, the incumbent will be responsible for the planning and | 


Management or related field plus at least 8 years’ professional level experience in job | 


ability. Desirable: Knowledge of UN system, knowledge of French & Arabic, work | 




















































































































International Procurement Agency BV | 


International Procurement Agency (IPA), with offices in the Netherlands, 
the USA, and Far East, West and South Africa, is an independent provider 
of procurement and development consulting services to international 
donors and financing institutions. Long term agreements with the 
government aid agencies of the United Kingdom (DFID) and the 
Netherlands (DGIS) indicate our prominence in the market. Our 
consultants work for numerous recipient governments in the developing 
world under credit agreements with the World Bank and most of the UN- 
agencies benefit from our supply services. 

























For a growing number of opportunities, norably on the African continent, 
we are looking for 
QUALIFIED CONSULTANTS 
with a min. of 5 years of relevant experience in the following ficlds: 
International project procurement 
(World bank and EU-procurement regimes) 
procurement training and capacity building 
essential drugs policies including drug 
management and logistics 
tuberculosis and leprosy control programmes 
aid administration and financial management 
evaluation and monitoring 
Interested. qualified individuals are kindly requested to send their detailed 
CV to: 











IPA BV, 
PO. Box 190, 
1400 AD Bussum, 
the Netherlands 
FAO. Leo Bruinsma. 
You may want to use our standard CV-format available on our website: 
http: www. ipa-bv.nl 
For more information you can phone with the managing director in 
Holland, Leo Bruinsma, at +31 35 6915077 or with the director of our 
South African office, Johan van de Gronden, at +27 12 667 6422. 
















CHANGING THE COURSE OF 
BUSINESS IN A WORLD 
OF TECHNOLOGY CHANGE 
drei e nen a. 
enterprise headquartered in Cambridge, 
Zoo 


society. Forrester goes the facis, providing 
operant pr ct id with powerful ideas 
and objective guidance to i 


technology change. Wea shag hese 






household surveys that measure consumer 
behavior and technology usage. 


Successful candidates will have at least five 
years of primary market research experience, 
some within the technology atena; and facility d 
with quantitative software, or five or more F 
years of experience in high-tech industry, f 
ative research that adds valuable insight and P bly in the telecom, software, or hardware 


: 5 : markets, Superior analytical, communication 
perspective to a business focused review of and presentation skills are esseritial, Candidat 


FRENE ren i must also have song intellectual: curiosity 
Forrester customers value our unique approach about technologys role in business and the | 
in contrast to more traditional itative home...the creativity to define emerging trends:, 
market researchers who chase and report and the daring to stand by their predictions, 
market trends, This distinction us Complete fluency in English and at least one” | 
with continued growth and expansion oppor- additonal European language and an EU.. 
tunities, including the following opportunity passport or valid residency permit are required. 
to join our European research team in Amster- 


dam, The Netherlands, 










































We prefer that you submit your resume for 
the Senior Analyst position via e-mail. 
at se@jobsacforrester.com or via fax ‘to 
+31 (0)20 305 43 33. All resumes should be 
directed to the attention of Sarah Gerber. 


For more information about Forrester, please 
visit our corporate Web site at 


www forrester.com 










As Senior Analyst, you will be a primary 
researcher, writer, speaker, and communicator 
for the European research team. Your mission: 
to dive into the hot issues in the European 
technology markets by researching the tech- 
nologies, channels, and consumer atitudes 
that will determine product success or failure, 
In addition, the Senior Analyst will help 
Forrester clients develop successful marketing, 
media, and product strategies by crafting 
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e most accurate 
mar zet barometer 
"ever invented. 


| Theorems and oe curves and advance/decline lines are 
UNDA | valuable instruments, 
but in the end a market 
eS NCC CR — rises or falls on the 
unpredi@able nw unquantifiable emotions of humans. 

That’s worth remembering in times like these, 
when the resolve of investors everywhere is being tested. 
Many of the world’s markets are newly liberated and are 
feeling for the first time the power of the popular will. 

No one can know precisely how the world's three 
billion investors will react. What we can say is that while 
we are cautious about the short term, the long-term 
optimist in us has never flinched. 

Because in the short run, the emotions of investors 
will always swing between anxiety and confidence, with 
occasional side trips to euphoria and fear. 

But history has shown that the long-term trend 
invariably favors the upside. 





OS merrill Lynch 


JO 1998 MERRILL LYNCH & GOING. 00 n 
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Europe swerves left 


4 "ERMAN cars may be the envy of the 
AJ. world, but their performance still de- 
pends on their drivers. With the new Social 
‘Democrat-led government of Gerhard 
Schróder now in control in Germany, the Eu- 
‘ropean car may be veering dangerously to the 
left. The arrival of Europe's single currency, 
the euro, on January 1st was supposed to keep 
its members on the true road of monetary 
and fiscal austerity. But the sterner discipli- 
narians, notably the former chancellor, 
Helmut Kohl, and his finance minister, Theo 
Waigel, have been replaced by politicians 
: who prefer to talk of expansion and job cre- 
ation rather than of price stability and fiscal 
“rigour. Is Europe reversing course, back to its old interven- 
‘tionist ways? 
The Maastricht treaty, which hands euro monetary policy 
< to an independent European Central Bank (ECB) and com- 
-mits euro governments to fiscal austerity, was negotiated by 
- mostly centre-right politicians. Without these rules, Mr Kohl 
. might not have signed. But the left now controls or shares 
power in nine of the euro's 11 prospective members. The new 
German finance minister, Oskar Lafontaine, sounds even 
“more Keynesian and critical of central bankers than his 
French Socialist colleague, Dominique Strauss-Kahn. True, 
_ the left is a far paler shade of pink than it was. Yet a shift in 
; Europe's economic consensus seemed to emerge at last week's 
: summit of EU leaders in Austria, which called for lower inter- 
est rates, for more public investment to create jobs, and for 
policies to fight “unfair” tax competition (see page 68). 


. Red sky in the morning, central-bank warning 

- Perhaps, after the Maastricht years of austerity, Europe's gov- 
ernments have room to relax? No. Granted, France's public 

-spending was 54.1% of Gp» last year, down from a peak of 

::55.096in1993; and German spending has fallen from 49.5% of 

GDP to 47.7%. But much of this reflects an automatic drop in 

; public spending on welfare benefits as economies recover. In 
both countries, government still looms far too large; in both, 
public spending is well above its level in 1990. 

As well as favouring fiscal expansion, Mr Lafontaine also 
argues that central bankers should pay as much attention to 
jobs as to price stability. His planned shift oftaxes on to firms 
and his pledge to reverse Mr Kohl’s modest labour-market re- 
forms both show that he is no friend of business. In short, one 
of the most powerful figures in Europe's leading government 
seems to hold views that are at odds with those that inspired 
both the euro and its guardian, the ECB. 

The EcB already has some bad design flaws. Although it 
will be the world’s most independent central bank, its lack of 

^ proper accountability and transparency could undermine its 
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credibility with the public (see page 95). 
Worse, the recent political shift in Europe 
could set the bank on a collision course with | 
euro finance ministers. Under the treaty, gov- 
ernments cannot order the bank to cut inte 
est rates, but there are plenty of other areas o 
potential conflict. One is exchange-rate po 
icy, which is in the hands of finance minis- 
ters. Messrs Lafontaine and Strauss-Kahn : 
have both called for “target zones" to hold the 
euro down against the dollar. That could 
clash with the ECE's goal of price stability. 

Another tricky area is budgetary policy. If 
finance ministers loosen fiscal policy, despite 
the German-inspired stability pact that is- 
supposed to constrain it, the ECB may respond by pushing 
harder on the monetary brakes. And although there is no rea- 
son why politicians should not ask for cuts in interest rates, 
the more they do, the more likely it is that the ECB will resist 
them in order to demonstrate its independence. The policy 
mix could turn out to be as inappropriate—and as danger- 
ous—as it was in America in the early Reagan years of soaring 
budget deficits and tight money. | 

A more desirable policy mix might be fashioned ifthe ECB 
explained more clearly how its decision-making might mesh 
with fiscal policies. There is a case for formalising the ECB's 
links with the euro-11 council of finance ministers—not to 
provide the political counterweight to curb the ECP's inde- 
pendence that the French have long sought, but to make it 
easier to co-ordinate monetary and fiscal policies. 

Should Europe's central banks—and, from January 1st, the 
ECB--heed politicians’ calls for lower interest rates? The case 
for rate cuts in the euro area is much weaker than it is in. 
America. First, although forecasters expect euro-11 growth to 
slow in 1999, it will still be faster than in the United States. 
Second, interest rates are already going to come down in the 
euro area: by January 1st, as rates in Ireland, Italy, Portugal 
and Spain converge on Germany's and France's current 3.3%, 
the average euro rate will be half a point lower than it was at 
the end of September. Third, German interest rates are al- 
ready below America's rate of 5%. Lastly, America has a budget 
surplus, compared with a deficit of 2-3% of Gpp in mosteuro 
members. This suggests that the monetary and fiscal mix is 
already looser in Europe. Only if euro-11 growth slows even 
more than expected should it become looser still. 

As for the argument that the ECB's remit should be 
changed to make it care as much about jobs as about infla- 
tion, this ignores the fact that, in the long run, monetary pol- 
icy affects only inflation. Thus price stability, not jobs, is the 
only sensible long-term goal. An inflation target does not in 
any case mean that a central bank ignores growth and jobs; it 
must take them into account in forecasting prices. Nor is it 
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right to blame tight money for the euro-ti's average jobless i 





rate of 11.1%, compared with 4.6% in America. The real culprit 
is excessive rigidities in labour and product markets. 

The time is indeed ripe, as Mr Lafontaine and his fellows 
believe, for more government intervention in Europe. But not 


of the sort that manipulates exchange rates or creates jobs 
. through public works; rather of the sort that tackles the euro 





economies’ structural weaknesses. If Europe’s new drivers ig- 
nore these, they seem sure to be disappointed by their new 
euro-mobile’s sluggish performance. 





Trick or treat? 


In an election devoid of ideas, the only issue is one that voters 


don’t want to think about 


HIS election season in America is not like others. It is a 

season of mists and fogs, haunted by the Hallowe'en spec- 
tres of Kenneth Starr, Monica Lewinsky, Bill Clinton and 
Henry Hyde, the chairman of the committee that must de- 
cide, in the next few months, whether the president should be 
impeached or not. Mounds of tawdry evidence lie thickly in 
the gutters. From both the White House and Congress comes 
the rattle of skeletons in cupboards. The drooling wolves of 
the press lope through the murk and every so often, as a pack, 
raise their muzzles to the moon and howl. 

Such a scene, now richly topical, has been playing in 
America for most of this year. Yet how it will play next week is 
a mystery. On November 3rd Americans will go to the polls to 
elect the House of Representatives and a third of the Senate. It 
< is a process that is both local and, at times, astonishingly na- 
tional: where races are sometimes decided on the strength of 
a highway or a waste site and, at other times, by country-wide 
tides of hatred or disappointment. Both in 1994 (the last Re- 
publican landslide) and in 1974 (the Democratic landslide 
after Watergate) pundits and politicians alike were surprised 
to see discontent with the White House translated into routs 
in Congress. This year, at various exceptionally seamy points 
in the saga of Bill and Monica, there have been predictions 
that the same thing will happen again: the Republicans will 
bolster their thin margin of seats in the Senate and their wa- 
fer-thin margin in the House, while the Democrats will be 
slaughtered. But that is far from certain now, in this season of 
inappropriate ghosts and legally-accurate ghouls. 


The great divide 
Apart from the president and his woes, there are no issues 
around to speak of. The economy is beginning to stumble, but 
not yet so badly as to sour the general contentment; crime is 
falling; the budget is balanced, more or less. Those issues that 
remain contentious—Social Security reform, the state of 
health care and. the schools, campaign-finance reform—are 
hardly partisan, since neither party has worked out how to 
tackle them or even seems to care much. That leaves two areas 
of voter interest: the very local, and Miss Lewinsky, Mr Starr 
and all their works. This election, many pundits assume, will 
therefore turn into.a referendum on impeachment. 

Yet the Lewinsky affair has not been playing as expected. 
At first, Republican candidates seized on it, while Democrats 
fled from itand from the president in person. Then both sides 
thought again. Overwhelmingly, their constituents were tell- 
ing them that they did not care: The scandal was all about sex; 
if Mr Clinton lied, so would anyone have done; Mr Starr was 
vindictive, and the Republicans in Congress were merely out 
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to get the president. Sure, Mr Clinton was sleazy and untrust- 
worthy; but voters had voted for him, he was doing a fine job, 
and it was time to leave him alone. 

Accordingly, the scandal has been all but invisible on the 
campaign trail. The Republicans have waited until now, the 
last week of the campaign, to launch a $10m attack on the 
president’s behaviour. Even so, it is a strategy fraught with 
risk, for every time the Republicans have seemed to be milk- 
ing the scandal politically, it has backfired on them. 

Why, then, do they continue? Mostly because they cannot 
believe that the scandal is not more of an issue, and that there 
is not some deep vein of public disgust still to be discovered 
and exploited. For the press, the pundits and many politi- 
cians, it remains the chief subject in town. A great divide has 
opened up between the American people and those who feel 
they should shape the way the American people think. 

Part of this stems from a more painful sense of betrayal 
among those who thought they were close to the president. 
Some of it is local to Washington: this town’s pundits feel 
soiled by Mr Clinton’s activities in a way that the ordinary 
voters of Cleveland or Dallas do not. The press in particular— 
best to be honest about it—has a keen appetite for political 
upset, whereas the mass of the country prefers a quiet life. But 
these groups, despite their failings, may also have a better 
knowledge of how political power works in the finer details, 
and how hard it is to govern a country without trust, or when 
constantly distracted. 

This peculiar tension, immovable object and irresistible 
force, is unlikely to change before election day. Yet much of 
that popular feeling may fail to show up at the polls. Turnout 
as usual will be abysmally low, at around 30-35%. The lower 
the turnout, the better for the Republicans, since religious 
conservatives are the most motivated to vote; but voters will 
most likely stick to old habits, returning a legislature much 
like the previous one. Poll after poll has shown that Congress 
is deeply unpopular for having launched the impeachment 
inquiry. Yet faced with the men and women who bring home 
the pork, voters almost always re-elect them. 

Conversely, Mr Clinton's poll ratings have been steadily 
high, even rising, through this scandal; but, faced with the 
man who actually lied to them, whoshamed them and whose 
actions have proved impossible to explain to their children, 
could Americans really be moved to orchestrate a protest vote 
on his behalf? They are far more likely to close the door on all 
these horrors, Clinton and Starr and Hyde alike, refuse to ven- 
ture out to vote, and continue to block their ears to the howls 
of the press pack as it pads along the street. 
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Blair's genie 






a better system than the current one 


NORMAL times, electoral reform in Britain is a preoccu- 
pation only for cranks, obsessives and Liberal Democrats. 
But the report of the Jenkins Commission into the voting sys- 
tem will put electoral reform at the centre of political debate. 
Itshould be welcomed. There are real flaws in the current SyS- 
_ tem. Correcting them should be seen as part of the rolling 
process of renewal and reform that has kept British democ- 
racy vigorous since the 19th century. 

At present, voters cast a single ballot to elect an mp for 
-their constituency: whichever candidate gets most votes wins. 
~ This system, known as first-past-the-post, is notoriously un- 

fair to third parties. In 1992, for example, the Liberal Demo- 
crats polled 17.8% of the votes nationally and got just 3.1% of 
parliamentary seats. 
The fact that the correlation between total votes cast and 
.. number of seats won is so approximate can mean that gov- 
. €rnments are formed in ways that are hard to square with 
_ democratic principles. In two elections since the war, 1951 
and 1974, the party that got fewer votes nationally ended up 
inning more seats and forming the government, It has also 
become increasingly common for Mrs to be elected with the 
support of less than 50% of the voters—at present 312 MPs ofa 
total of 659 are in this position. Where several parties are com- 
peting strongly in a single constituency, the results can seem 
almost arbitrary. In 1992, Sir Russell Johnson, a Liberal Dem- 
| ocrat, won Inverness with just 26% of the votes. 
Proportional-representation systems are meant to correct 
these defects. The snag is that in correcting one sort of unfair- 
.. ness, they risk introducing others. Why is it fair that minor 
_ feligious parties in Israel should be able to hold a government 
. and a peace deal to ransom? Why is it fair that the Greens, 
.. Whogot just 6.7% of the vote in Germany, should be rewarded 
. With a crucial portfolio such as the foreign ministry? 
. Fortunately, Tony Blair is alive to these problems. Before 
. Setting the Jenkins Commission to work he made some cru- 
. cial stipulations. The first was that, though any system it de- 
-vised should be more proportional, it should also keep in 
. mind the need for “stable government". The second was that 
-. it should preserve the link between members of Parliament 
-and their constituencies. 
A generation ago, when there was a big ideological gap 
. between Britain's major parties, supporters of PR argued that 
coalitions would provide a more consensual and far-sighted 
Style of government. Nowadays, with the Tories and Labour 
_ both supporting the principles of a market economy, that ar- 
 gument is weaker. And the attractions of a single-party gov- 
. ernment, which can campaign on a manifesto and then be 
. held accountable, are as strong as ever. Under Jenkins, coali- 
_ tions would become more likely—but most recent elections 
. would still have led to a single-party government. 
Mr Blair's sensible ground-rules ensured that whatever 
_ the Jenkins Commission came up with would fail to satisfy 
-the PR purists. The five-person commission (which included 
_ David Lipsey, a staff writer on this paper, who gives his own 
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Jenkins's plan to change Britain's way of voting is imperfect—but would make 








views on page 68) has proposed two basic reforms. The first is 
that at least 80% of MPs should continue to be elected insin- 
gle-constituency seats, but through a changed system, known _ 
as the alternative vote (Av), under which voters list candidates : 
by preference. If no candidate gets 50% of first preferences, the 
least popular candidate is eliminated and his second-prefer- 
ence votes are reallocated. This process continues until a sin- 
gle candidate gets 50% of the vote. 
The second reform is that there should be a “top-up” of 
MPS, elected according to the proportion of votes their party 
gets on a regional basis. This ought to ensure that a party 
could no longer enjoy substantial support in an area but get 
no seats. The Tories got 172% of the vote in Scotland in the last 
election, but won no seats. Under the Jenkins proposals— 
known as Av-plus—that anomaly would be corrected. ; 








































A qualified plus 
The commission’s report will be issued with a dissenting note 
from one of its members, Lord Alexander of Weedon. He ac- 
cepts the need for the top-up Mrs, but opposes the introduc: 
tion of Av at constituency level. We share his reservations. 
It is clear that the *top-ups" are the key to mitigating the. 
worst aspect of the current system—discrimination agains 
third parties. Top-ups also make it all but impossible for a 
party to come second nationally, but still form a government. 
So why bother with Av at constituency level? Av is aimed at. 
correcting the third flaw in the current system--the numbe 
of MPs being returned to Westminster with the support of les: 
than 50% of their constituents. But, on the face of it, this is the. 
least disturbing of the problems with first-past-the-post. Afte 
all, if it is acceptable for a national government to be forme 
with less than 50% of the national vote, as would still be possi 
ble under Jenkins, why is it unacceptable for an MP to be. 
elected on the same basis? 

The Jenkinsite response is as follows. At a national level it 
is necessary to accept the “lack of democracy” inherent ina 
party with less than 50% support forming a government, in- 
the greater interest of retaining the possibility of stable, one 
party government. At a local level, however, there is no need 
to compromise. And Av, it is argued, would alter the character 
of politics in a desirable way, forcing parties to reach out be- 
yond their natural base of support, so making it more likely” 
that the ultimate victor would represent the entire constitu- 
ency. These arguments have force. But they are not so compel- 
ling as to override the objections to the system. av is not a 
proportional system, and is not obviously “fairer” than first- 
past-the-post. But it is certainly far more complicated. Where - 
possible, simplicity should prevail. 

Our preference would be for top-ups without Av. But if Mr 
Blair pushes ahead with a referendum on electoral reform, it 
is almost certain to be the Jenkins proposals that are put to 
voters. Despite the drawbacks, they are an improvement on` 
the present system, and should be supported. 
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LEADERS 


Be cruel to be kind: penalise, nationalise, recapitalise 


ANK rescue plans produced by the Japanese government 
follow as familiar a pattern as a kabuki play. First there is 
a banking drama, attached to a market panic; then a political 
tussle over the use and abuse of public funds; then the govern- 
ment promises a sum of money that is mind-bogglingly large, 
probably twice the number you first thought of. The prime 
minister, triumphant, declares that he has saved Japan, and 
the world, from a depression. The stockmarket jumps in 
value—but not as high as you might expect if the sums were 
thought genuine, the promises convincing. And over the next 
few days and weeks, doubts set in. All that is missing from the 
kabuki ritual is the double love-suicide. 

That pattern has been followed devotedly for Japan’s lat- 
est effort, under which two bank recapitalisation bills passed 
the Diet, Japan’s parliament, in mid-October, promising a to- 
tal of ¥60 trillion ($500 billion). At first, these were described 
as “landmark” bills. But on closer scrutiny it was unclear 
whether the landmark led to a sunlit upland or a cliff. Scepti- 
cism grew about how many banks would apply for money, 
except for Long-Term Credit Bank of Japan, which was so 
sickly that nationalisation was the only option. Then a bevy 
of banks cheered investors by saying they might apply for 
cash. But the doubts soon returned: the reason the banks were 
considering the idea, it turned out, was that the conditions 
attached to the bail-out were being eased. 


Telling a good plan from a bad one 
This kabuki ritual is disguising a battle that is under way be- 
tween the 19 top banks, their shareholders and the govern- 
ment. So far, the banks and their shareholders have been win- 
ning. Only when they lose will a worthwhile plan emerge. 
The battle is over whether, when and how the banks and 
their shareholders must acknowledge the true state of the 
banks’ balance sheets—and take the losses required to put 
them right (see page 91). So far, the ruling party has not had 


How to save Japan’s banks 















the courage to make this happen. In March, the banks were 
permitted to rig their accounts to make their capital cushion 
seem larger than it is (by valuing shareholdings at historic 
cost, not at lower current prices). At that time, Y1.8 trillion of 
public money was injected into the banks, but they were al- 
lowed to maintain dividends, so that much of the money 
flowed out again to shareholders. This time, the problem is 
that, though the bank bills demanded strict conditions for the 
injection of public cash, acceptance of the money—and of the 
conditions—is voluntary. So the conditions are being relaxed. 

What would a good and credible plan look like? To work, 
the recapitalisation has to be compulsory, and must involve 
the nationalisation of the weaker banks, perhaps ten or 
even—to avoid nationalised banks being put at a competitive 
advantage over still private ones—all of the top 19. That 
sounds a harshly anti-market measure; but right now most 
banks are being kept artificially alive by the government in 
any case. The point of nationalisation would be that it would 
make shareholders write offthe losses against their own capi- 
tal, and allow the state to take equity in exchange for a public 
rescue. This would be a lot cheaper than the current bail-out 
plans. If the losses are taken by shareholders, then, even with 
realistic provision against bad loans, some banking officials 
reckon the total cost could be as little as ¥13 trillion. 

What that would mean is that the pain from bank losses 
would be transferred to the banks' industrial and financial 
shareholders—who are also the biggest borrowers. That in 
turn would force some of those to restructure, to make lay-offs 
or even to file for bankruptcy. It would not be pleasant. But 
until itis done, Japan will not have a banking system healthy 
enough to expand lending again. A healthy banking system is 
not the only thing that is needed to revive Japan's stuttering 
economy. But without it, it is hard to imagine the patient ever 
rising from the sick-bed. And there is always the risk of a dou- 
ble love-suicide. 





Korean countdown 


North Korea needs to show it is honouring its nuclear agreement with America 


IPLOMATS are paid to be patient, but North Korea tests 

_# diplomacy to the limit. On October 24th officials from 
the United States, China, South Korea and North Korea 
emerged from more talks about talks about a peace treaty for 
the Korean peninsula with an agreement to meet again in 
January. The good news is that, if they do meet (North Korea 

- sometimes backs off), working-groups will be formed to look 
at how a peace regime might be shaped, and how tensions 
might be reduced across the world's most heavily fortified 
border. The bad news is that North Korea still refuses to agree 
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on an agenda for the talks. And the worse news is that this is 
about as good as it ever gets: with so much stonewalling from 
North Korea, just keeping the talks going, no matter how little 
they achieve, has become something of an end in itself. But 
the time for such diplomacy may soon be up. 

The problem is not just that North Korea is armed to the 
teeth, bellicose and unpredictable. It now has missiles that 
can spread mayhem around the region—and it may still be 
working secretly to build nuclear warheads for them. There is 
real concern, therefore, that North Korea is simply stringing 
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CENTRAL BANK OF NIGERIA 
PRESS STATEMENT ON ADVANCE FEE FRAUD/SCAM 


DON'T BE FOOLED! MANY HAVE LOST MONEY! 
IF IT SOUNDS TOO GOOD TO BE TRUE THEN IT IS NOT TRUE!!! 


The publicity campaigns by the Central Bank of Nigeria (CBN) 

and the Government of the Federal Republic of Nigeria have proved 
successful in sensitising the public about the menace of advance fee 
fraud and the falsehood of claims that easy money could be made in 
Nigeria. Consequently, the reported incidence of advance fee fraud 
(A.K.A. 419^), has declined significantly, Nevertheless, there are still 
some people who have continued to fall victim to the solicitations of 
advance fee fraudsters, This warning is, therefore, specifically intended 
for the benefit of those misguided people who, in the quest to make 
easy money at the expense of Nigeria, are defrauded by international 
fraudsters. 


The advance fee fraud is perpetrated by enticing the victim with a 

bogus ‘business’ proposal which promises millions of US dollars 
as a reward, The scam letter usually promises to transfer huge amounts 
of money, usually in US dollars, purported to be part proceeds of certain 
contracts, to the addressee’s bank account, to be shared in some 
proportion between the parties. A favourable response to the letter is 
followed by excuses why the funds cannot be remitted readily and 
subsequently by demands for proportionate sharing of payments for 
various ‘taxes’ and "fees! supposedly to facilitate the processing and 
remittance of the alleged funds. The use of ‘fake’ Government, Central 
Bank of Nigeria, Nigerian National Petroleum Corporation, etc. 
documents is a common practice. 


The fraudsters usually request that the transaction be done under 

the cover of confidentiality. Sometimes, the ‘victims’ are invited to 
Nigeria where they are given red-carpet reception and attended to by 
the fraudsters, posing as Nigerian Government officials. Quite often 
the fraudsters invent bogus Government committees purported to have 
cleared the payments. Also, it is not unusual for them to contrive fake 
publications in the newspapers evidencing purported approvals to 
transfer non-existent funds. 


To consummate the transaction, the victim” would be required to 
pay ‘advance fees’ for various purposes: e.g. processing fees, 
unforeseen taxes, licence fees, registration fees, signing/legal fees, fees 
for National Economic Recovery Fund, VAT, audit fees, insurance 


coverage fees, etc, The collection of these ‘advance fees’ is actually 
the real objective of the scam! 








A recent variant of the scam. directed: primarily at charitable 

organisations and religious. bodies. overseas involves bogus 
inheritance under a will. Again the sole aint is to collect the “advance 
fees’ already described above, A new strategy that has also been used 
to defraud the ‘victims’ is an offer to use chemicals to transform 
ordinary paper into United States dollar bills, which would be 
subsequently shared by the parties. 


You are again warned in your own interest not to become yet another 

dupe to these fraudulent solicitations or schemes, Genuine and 
prospective investors in Nigeria are advised to consult their home 
Chambers’ of Commerce and Industry, or Nigeria's Chambers’ of 
Commerce and Industry, Manufacturers’ Associations of Nigeria, 
Federal Ministries of Commerce and Industry, Nigerian Missions in 
their countries of origin, their embassies or High Commissions in 
Nigeria for proper briefing and advice. 


The Central Bank and indeed, the Federal Government of Nigeria 

cannot and should not be held responsible for bogus and shady 
deals transacted with criminal intentions. As a responsible corporate 
body, the Central Bank of Nigeria is once again warning all recipients 
of fraudulent letters on bogus deals, that there are no contract payments 
trapped in the bank’s vaults. They are once again put on notice that all 
documents appertaining to the payment. claims, or transfers 
purportedly issued by the bank its senior executives or the Government 
of the Federal Republic of Nigeria for the various purposes described 
above are all forgeries, bogus and fraudulent. 


Please join the Central Bank and the Federal Government of Nigeria 

to fight the criminal syndicates who.play on the gullibility and 
greed of their victims by reporting any solicitation to your local law 
enforcement agencies or.the local International Police Organisation 
(Interpol). 


You have been warned several times before! You have been warned 
again! 


CENTRAL BANK OF NIGERTA 
Samuel Ladoke Akintola Way, P.M.B. 0187, Garki, Abuja, NIGERIA 
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the diplomats along, until it feels militarily ready to do what 
it has long threatened: to try to reunify the peninsula by force. 
For its part, North Korea complains that America and others 
do not live up to their promises. 

At issue is a 1994 deal between North Korea and America, 
under which the North agreed to freeze and then dismantle 
its plant for making bomb-usable plutonium (inspectors had 
discovered that it had made more than it had owned up to, 
but still do not know how much). In return, North Korea 
would get two western-designed, less proliferation-prone re- 
actors, to be built mostly at South Korean and Japanese ex- 
pense. The project is indeed behind schedule. But that is be- 
cause North Korea has dragged its feet, blocking talks for 
months by sending spy submarines and infiltrators to South 
Korea and recently jeopardising Japan's readiness to pay for 
the reactors by blasting a rocket over its territory. The finan- 
cial arrangements, however, are now back in place, as are 
those for sending fuel oil to North Korea until the new reac- 
tors come on-stream. Yet at least two more obstacles remain. 


LEADERS 


North Korea still refuses to let inspectors from the Interna- 
tional Atomic Energy Agency (IAEA) do more than watch over 
the freeze on its known plutonium production. It refuses to 
let them investigate how much plutonium it has made al- 
ready. But without that information, the nuclear components 
of the reactors cannot be delivered. So, unless North Korea 
lets the inspectors start that job soon, there will be another 
long delay, putting the project in jeopardy once more. 

Assuming, of course, it ever gets that far. Reconnaissance 
satellites recently spotted suspicious-looking underground 
construction work. Is North Korea building a parallel nuclear 
complex, in readiness for breaking the deal with America? 
Only regular inspections could tell. But the North refuses 
these. Yet if it were to let the IAEA's inspectors in to do the job 
they are supposed to do in any country which—like North 
Korea—has signed a nuclear-safeguards agreement, this prob- 
lem too could quickly be resolved. North Korea needs to show 
that itis keeping to the nuclear agreement. If it will not, diplo- 
macy will surely come to a sticky end. 





A lesson from South Africa 


Bitterness and criticism attended Archbishop Desmond Tutu's truth commission 


to the last. But it was worth it all the same 


EI is a need for understanding but not for ven- 
geance, a need for reparation but not for retaliation.” 
With those words, back in 1993, South Africans brought their 
new constitution to a close. The document was, in effect, a 
peace deal between the ruling white minority and the black 
majority, which brought white rule to an end. Now the body 
set up to put those words into effect, the Truth and Reconcilia- 
tion Commission, has finished its task. 

The plan had been to deliver the final report, covering 
some 3,500 pages, to President Nelson Mandela on October 
29th. At the last minute, objections from the ruling African 
National Congress cast that into doubt. The High Court 
swiftly rejected the ANC's effort to block publication, and the 
report was duly released—but by then a hoped-for ceremony 
of celebration and harmony had been tarnished. Ex-Presi- 
dent F.W. de Klerk had already successfully gone to court to 
erase incriminating references to himself. The atmosphere 
surrounding the closing of this chapter in South African his- 
tory seems to be marked more by retaliation than by under- 
standing, calling into question the value of the entire exercise. 

From the start, it was easy to find fault with the commis- 
sion. Its ambitions were huge—to uncover the “truth” about 
apartheid-era crimes, and pardon those who owned up to 
them—but its means of fulfilling these ambitions were lim- 
ited. Even with sweeping powers of search and seizure, and of 
subpoena, it could not keep some incriminating files from 
the shredder. It relied on voluntary co-operation. Anybody 
who insisted his hands were clean, including political bosses 
such as ex-President P.W. Botha, lay low. Staffed mostly by 
friends of the ANC, the commission faced accusations of bias 
against the former white regime that many considered to be 
on trial. 

Yet to concentrate on these flaws, and on this week’s bit- 
terness, is to miss the bigger picture. A victor who ends a war 
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with his enemy’s unconditional surrender can choose to pun- 
ish the vanquished. Black South Africans, however, did not 
defeat the white regime; they negotiated it out of office. The 
price of the peaceful handing over of power by Mr de Klerk’s 
National Party was amnesty. Even then, South Africans could 
have offered a blanket amnesty to everybody, drawn a line 
under the past, and left it at that. But they hatched something 
more ambitious: selective amnesty to those who confessed, 
accompanied by an effort to write a truer history. 

But whose history? This was always the contentious point. 
It was hard to see how the commission could produce any- 
thing other than the victors’ version, one which distilled a 
complicated struggle into a simplified story of white villains 
and black heroes. The commission, it was argued, would pay 
only lip-service to any wrongdoing by the ANCand its friends. 


Still work for the great healer 


Those fears have been proved wrong. To its credit, the com- 
mission seems to have been even-handed in its uncovering of 
the facts. But this does not mean that history will fail to reach 
a clear verdict. Despite the ANC’s objections, which are chiefly 
not to the recording of the crimes but to the idea that both 
sides did equally terrible things to each other, history—and 
the commission’s version of it—will show that the brutality 
lay overwhelmingly on the side of the white regime. 

As for reconciliation, a verdict must now be on hold. The 
country remains deeply divided, and none the less so thanks 
to this week’s row. Looking back, and delving into terrible 
memories, has been a wrenching experience. But to have left 
the past untouched would have been to let it fester. Justice 
will never be fully done, but that was not the point. Indeed, 
now that the findings are public, the last-minute objections 
may even turn out to have strengthened their credibility. 
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BIG BANKS 


The trials of megabanks 


NEW YORK 


Recent events suggest that the formation of huge, diversified financial-services 
firms may prove less of a trend than an aberration 


NE might, in current circumstances, 

expect big bankers to be just a teeny 
bit humble. Japan’s largest banks have lost 
so much from bad loans and bad manage- 
ment that, on any reasonable accounting, 
most should be closed down. Many of Eu- 
rope’s giants have lost heavily in Russia 
and East Asia. Some of America’s biggest in- 
stitutions, including BankAmerica, Bank- 
ers Trust, Citigroup and Republic, have 
seen profits collapse or even reported 
losses, as investments in emerging markets, 
loans to hedge funds and trading bets on 
bonds and derivatives have all 
turned sour. 

Even worse, banks' clients are 
delaying plans to issue shares 
and corporate bonds or to take 
one another over, thanks to the 
unusually volatile financial mar- 
kets. This threatens to rob invest- 
ment banks of their bread and 
butter. All in all, most bankers 
have been having a hard time— 
and perhaps most especially the 
new breed of megabankers. 

That is ironic. For only four 
months have passed since Swiss 
Bank and Union Bank of Switzer- 
land joined forces to form UBS, 
the world's biggest financial in- 
stitution with end-1997 assets of 
$699 billion. That ranking was 
challenged in October by the 
merger of Citicorp, America's sec- 
ond-biggest bank, and Travelers 
Group, which. stretches from 
property insurance to mutual 
funds, to create Citigroup, with 
assets of $698 billion (see table 1 
on next page). NationsBank and 
BankAmerica also tied the knot 
in October, creating a new Bank- 
America, with one-twelfth of 
American bank deposits. If Deut- 
sche Bank's recent talks with 
Bankers Trust lead to a merger, it 
will become the world's third-big- 
gest bank by assets. 

The recent fall in banks' share 
prices (see chart 2 on next page) 
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may put a temporary stop to some bank 
mergers, but few expect the hiatus to last 
long. Indeed, enthusiasts see ever more 
rapid consolidation ahead, until only a 
handful of institutions with strong brands 
dominate financial services worldwide. 
But there is another possibility. This fren- 
zied mating could spawn some ungainly fi- 
nancial dinosaurs, as ill-suited to the future 
financial environment as the much-touted 
industrial conglomerates of the 1960s 
proved to be in the 1980s and 1990s. 
Already it is clear that the complexity of 
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big banks can make it harder to manage 
risks. uns (and its two predecessor institu- 
tions) reported losses totalling SFri.6 bil- 
lion ($1.2 billion) from misjudging the risks 
of derivatives trading and hedge-fund 
lending over the past year. Its chairman 
was recently forced out; as was David Coul- 
ter, heir-apparent at the new BankAmerica, 
after the revelation of a $529m trading loss 
and a $374m write-off for loans to D.E. 
Shaw, a broker. And America’s biggest 
banks have been prominent losers in loans 
to a big hedge fund, Long-Term Capital 
Management, which they had to rescue in 
September. 

None of these losses has—so far, at 
least—proved life-threatening. But all re- 
flect the difficulty of running big organisa- 
tions. "Big banks already are extraordi- 
narily diverse things, difficult to manage,” 
says an official at an American regulatory 
agency. “If you start adding to this, it's not 
clear what you get.” 


Growing nowhere 


The root cause of banks’ urge to 
merge is easy to see. Although 
banks in some countries, notably 
America, Canada and Britain, 
have been extremely profitable in 
the past few years, their core lend- 
ing business is increasingly unre- 
warding. First Manhattan, a con- 
sultancy, reckons that one-third 
of the improvement in big Amer- 
ican banks’ earnings since 1993 
comes from three non-recurring 
factors: lower deposit-insurance 
premiums, smaller provisions 
for loan losses and a wider gap 
between market interest rates 
and the rates banks pay deposi- 
tors. As these one-off boosts tail 
away, banks’ earnings per share 
will grow more slowly. Mergers 
seem one way to make banks’ 
growth prospects look better. 

Yet expansion does not solve 
the problem. Huge, broadly 
diversified banks are not, on av- 
erage, any more profitable than 
less far-flung ones. Economies of 
scale often taper off quickly with 
size; although costs are propor- 
tionately lower at banks with $10 
billion in assets than at banks 
with $1 billion in assets, growing 
to $50 billion or $100 billion has 
typically. offered few further 
gains. Nor does a ubiquitous 
branch network seem to improve 
profitability. Most troubling of 
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all, the economies of scope that are meant 
to come from bringing a variety of finan- 
cial firms together have proved elusive. 
Finding economies of scope has be- 
come the bankers’ holy grail. In theory, un- 
derwriting bonds as well as loans, or offer- 
“tng life insurance along with savings 
accounts, creates new sales opportunities 
and minimises costs. In practice, the sums 
- rarely work out that way. 
i<: For a start, few banks have combined 
- investment banking and traditional lend- 
"ing profitably. This is partly for reasons of 
culture. Investment bankers earn far more 
than commercial bankers and view them- 
"selves as risk-takers, not as mere lenders. 
But ifthe same banker who eagerly helps a 
manufacturer issue bonds takes little inter- 
est in that client's desire for an equipment 
loan, having both activities under a single 
corporate roof will be no more lucrative 
than having them in separate companies. 
Nor do big clients seem to care whether 
their banks offer a full range of services. Yes, 
big companies want to deal with big banks. 
Many multinationals would happily con- 
tract with a single bank to collect receipts 
throughout Europe, for instance, rather 
than working with a different depository in 
- each country. But that does not mean they 
would want the same bank to finance new 
‘machinery or to insure their employees’ 
lives. “There are a couple of investment 
. banks we use regularly to issue commercial 
_ paper, and they are not the same ones we 
“would use if we wanted a loan,” says the 
‘thief financial officer of a European 
manufacturer, 
Almost every institution that has sought 
< to mesh commercial and investment bank- 
ing has failed. Citicorp largely abandoned 
«investment banking several years ago. Brit- 
ain’s NatWest did the same last year. More 
recently, Banco Santander of Spain and 
ING Group of the Netherlands have scaled 
back. their ambitions. uss’s Warburg 
‘Dillion Read subsidiary has been regarded 
as one of the more successful bank-owned 
| investment banks, not least because its pre- 
“merger parent, Swiss Bank, was ruthless 
. about organisational change and was also 
“willing to put the subsidiary in charge of all 
corporate lending. Even so, uss has been 
-hinting (though denying in public) that all 
or part of Warburg Dillon Read is for sale. 
Making the diverse pieces of a 
megabank work together profitably has 
“proved harder still when it comes to deal- 
ing with retail and small-business custom- 
ers. If the bank is to make its investment in 
stockbroking or insurance pay off, it must 
somehow persuade savings-account cus- 
tomers to accept a more intimate relation- 
;Ship. This requires “cross-selling”: getting 
= people who have bought one product also 
“to purchase an entirely different one. A 
:simple enough idea—but extraordinarily 
< difficult to execute. 


THE ECONOMIST OCTOBER 315T 1998 




















The standard approach has been to 
market to existing customers. In France and 
Germany, where customers have tradition- 
ally turned to bankers for financial advice, 
this has been relatively easy. Several Ameri- 
can banks have tried to do the same by giv- 
ing bonuses to tellers who refer customers 
to the affiliated mortgage bank or mutual- 
fund firm. They have not gained business: 
tellers are under pressure to serve a queue 
rather than chatting to a single customer, 
and in any case the appropriate salespeo- 
ple are rarely at the ready. 

More often, cross-selling involves such 
primitive techniques as displaying insur- 
ance brochures in bank branches. The re- 
sults have been modest. Kenneth Kehrer, a 
consultant, estimates that the average 
American bank has managed to sell mutual 
funds to fewer than 8% of its customers— 
even in the midst of a raging bull market. 

Travelers has been one ofthe few to reg- 
ister much success at cross-selling. 
Primerica Financial Services, a subsidiary, 
has 29,000 independent agents who lure 
customers with a free “financial needs 
analysis” and then sell a variety of Travelers 
products, from broking accounts at its Salo- 
mon Smith Barney investment bank to 
debt-consolidation loans from its Com- 
mercial Credit subsidiary. 

But aggressive selling has its downside. 
Agents’ commissions make the products 
more costly, and there have been com- 
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plaints of unsophisticated customers being 
pressed to buy unsuitable products. This is 
why banks, which face more stringent regu- 
lation than do other financial firms, look. 
askance at salespeople on big commis- 
sions. But without a big financial reward;it 
is hard to make cross-selling work. 3 
Another strategy involves “data-min- 
ing". Banks have vast amounts of personal 
information about customers. Data-min- 
ing should help identify, say, a stockbrok-: 
ing customer whose oldest child is turning 
18, and who may therefore be disposed.to 
consider an education loan. But it hàs 
proved harder to use than to amass data. A 
computer cannot calculate individuals' 
risk aversion and personal objectives. Be- 
sides, the sharing of intimate details makes 
customers uneasy. To win approval of their 
merger, Travelers and Citicorp had to 
promise regulators that customers could 
delete their names from the firm's internal 
marketing lists, and that Travelers would 
not share insurance customers' medical in- 
formation with the bank. 
The most promising idea for cross-sell- 
ing retail financial products comes from 
Travelers’ new partner, Citicorp. Last year 
the bank increased fees for customers with 
small balances, but said it would consider 
each customer's entire relationship and not 
merely the balance in a particular account. 
This may give customers an incentive to do 
more business with the bank—though it re- 
mains to be seen if it will work. 


Diverse theories 


One might reasonably ask why, given these 
problems, bankers think branching into 
more diverse lines of business is sensible. 
One theory is that diversification makes it 
easier for banks to manage risks. This might 
work in two possible ways: a bigger, more 
diverse institution can afford state-of.t 
art risk-management systems, and it can r 
duce its overall risk by keeping its eggs in a 
larger number of baskets. 

Recent huge losses have put paid to th: 
first notion. The megabanks’ much-touted 
risk management does not, in practic 
seem to have given them greater protection 
than their more focused rivals. And, while: 
the second is true to a limited extent—for. 
instance, geographically diverse banks are 
better protected against economic shocks—: 
product diversification does not always 
seem to bring the same advantage (though 
by the same token, nor does specialisation 
always offer protection). 

In any case, as Joseph Hughes, an econ- 
omist at Rutgers University in New Jersey, 
points out, the amount of risk an institu- 
tion takes on reflects not so much the busi- 
nesses it is in as the choices of its managers. 
“If better diversification reduces the mar- 
ginal cost of risk management, banks may 
take on more risk," he says. 

Amore convincing theory is that diver- 
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sification reduces the volatility of banks’ 
earnings. Several American institutions 
that have prospered from strong equity 
and bond markets now face difficulties 
caused by their lack of diversification. J.P. 
Morgan and Bankers Trust, which have 
commercial-bank charters but no retail 
banking operations, have no mortgage- 
origination fees or credit-card interest pay- 
ments to fall back on when their capital- 
markets businesses struggle. Lehman 
Brothers has a good investment-banking 
and trading operation, but little consumer 
business to buoy earnings when income 
from underwriting and bond-trading falls. 

Shareholders are certainly not willing 
to pay a premium for more diversified 
firms—especially when the diversification 
has been into unprofitable businesses. In 
Britain, Lloyd's Tsg, which has focused on 
serving individual consumers, and Alli- 
ance & Leicester, which mainly lends to 
home-buyers, have far higher share prices, 
relative to earnings, than more diversified 
institutions such as Barclays or NatWest. 
Despite its recent announcement of a 
DM3.5 billion ($2.1 billion) loan-loss re- 
serve, Bayerische Hypo- und Vereinsbank, 
which eschews investment banking, has far 
outperformed such competitors as Deut- 
sche, Dresdner and Commerzbank, all of 
which have struggled in investment bank- 
ing. And in America, the shares of specialist 
institutions, such as State Street Bank and 
Bank of New York, are worth far more than 
the shares of broader banks. 

A third explanation of diversification is 
that it needs no explanation. As George 
Benston, a banking expert at Emory Uni- 
versity in Georgia, puts it, the fact that 
banks want to broaden their businesses im- 
plies that there must be some advantage in 
doing so, even if empirical research is un- 
able to specify what that advantage is. We 
know that size does matter, even if we are 
uncertain why. 

This is certainly the answer most be- 
loved of bankers. “Can you name a single 
investment bank that has been founded in 
this decade?" asks a European investment 
banker whose firm has been spending 
heavily on acquisitions. "There's no room 
any more for small banks," no matter what 
their niche. If the industry is consolidating, 
a bank just has to buy up fund managers, 
insurers, investment banks and trading 
houses—and only worry later about how to 
make money from them. : 


Why size matters 


There seems little doubt that size does mat- 
ter in finance. But while bankers have that 
part of the story correct, they may have the 
rest of it wrong. Size may not matter in the 
way they think it does. 

The reason is that even as banks are be- 
coming increasingly integrated, the market 
for financial products is becoming more 
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since developed the skills to select the best 
provider for each financial transaction, 
rather than relying on a house banker. Mul- 
tinationals are taking more responsibility 
for their own risk management and insur- 
ance rather than paying insurance premi- 
ums. In some cases, chief executives have 
even arranged mergers on their own, call- 
ing in investment bankers only for the pur- 
pose of blessing the deal. 

When it comes to personal finance, it is 
increasingly easy for individuals to pick 
and choose services that meet their needs, 
whoever the sellers might be. This trend is 
apparent in Britain, where specialised 
credit-card issuers, mostly from America, 





haveshaken upa sector that until lately was 
dominated by high-street banks. In conti- 
nental Europe, the primacy of bank-owned 
insurance and mutual funds is under 
threat, as independent financial advisers, 
charging set fees, gain ground. In addition, 
“no-load” mutual funds (funds without 
sales charges) and discount stockbrokers 
have jumped the Atlantic. Their marketing 
will prompt investors to wonder why they 
should pay banks big commissions to buy 
mutual funds or shares. 

At the same time, the Internet is making 
it easier to track down the best financial 
deals. Need a $250,000 residential mort- 
gage? Americans need not call the bank: a 
few minutes on-line finds Home Finance 
offering a 30-year, fixed-rate loan at an an- 
nual rate of 7.413% with no fee, American 
Mortgage charging 6.72% with a 2.25% fee 
and Island Mortgage 6.814% with a 2% fee— 
and they, along with many others, accept 
applications electronically. Internet stock- 
brokers not affiliated with banks, such as 
Ameritrade, E*Trade and Schwab, have 
taken a huge chunk of retail equity sales. 
Quicken insuremarket, a website, quotes 
comparative prices for car insurance. The 
Internet allows consumers to check the best 





disintegrated. Big corporations have long 






offers from a broad range of providers— 
and to get less biased advice in the process. 
Some megabanks hope that their brand 
strength might sustain them in this envi- 
ronment—even allowing them to domi- 
nate the Internet. But their brand manage- 
ment has often proved woeful, as they chop 
and change the names of their banks, their 
subsidiaries and their recent acquisitions. 


Survival of the trimmest 


In any case, it is perhaps just as likely that a 
firm that does everything will have no spe- 
cial advantage. Just as “category killers” 
have become a huge force in goods retail- 
ing, large, specialised firms may have the 
edge in financial services. The specialists— 
Axa and American International Group in 
insurance, Zurich Group and Fidelity in 
fund management, Household Interna- 
tional and MBNA in consumer credit, GE 
Capital in corporate finance—have been 
growing fast. 

By focusing on narrow slices of the in- 
dustry, specialists may also find more econ- 
omies of scale. These are usually not manu- 
facturing economies of the fraction-of-a- 
cent-per-statement variety: a small 
financial-services company can hire an 
outside firm to manage its customers’ ac- 
counts for the same cost as a big one. But 
there are huge economies of scale to be had 
in areas such as brand management. Axa, 
for example, aims to make itself a house- 
hold name in insurance, at a cost far less 
than dozens of separate insurers would 
incur. 

In more specialised companies there 
are also fewer peripheral issues to distract 
managers from building up the core busi- 
ness. As the decline of industrial conglom- 
erates has made clear, keeping on top of 
developments in diverse industries is a 
tough task for boards and bosses. Focusing 
on fewer things makes it easier. 

This does not mean that a financial 
conglomerate is bound to fail. But it does 
imply that a bank might do better to invest 
in areas where it can becomea top competi- 
tor. Zurich Group and America’s Mellon 
Bank have pursued this strategy by acquir- 
ing not just one but several mutual-fund 
groups. Banc One, another American firm, 
was thinking the same way when it recently 
bought First Usa, a credit-card specialist, 
turning itself overnight into one of the 
leading providers of credit cards. 

Specialisation does not mean that an 
institution cannot offer a complete service 
to customers. But in‘a world where almost 
anything can be had for hire, it makes more 
sense for a bank to sell good products made 
by others than mediocre ones made in- 
house. Becoming at once the manufacturer, 
processor and distributor of everything on 
the shelf may be a recipe for being big—but 
it has little elseto commend it. 
= 
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Moving on 






Western governments urged 
separatist ethnic Albanian 
guerrillas to show restraint af- 
ter Yugoslavia's President 
Slobodan Milosevic, under 
threat of NATO bombing, 
withdrew tens of thousands 
of soldiers and police from 
the province of Kosovo. Pres- 
ident Clinton warned Mr 
Milosevic that NATO would 
not lower its guard against 
Serb misbehaviour. 


Russia's President Boris Yelt- 
sin, too ill to attend talks 
with European Union leaders 
in Austria, instead sent his 
prime minister, Yevgeny 
Primakov. Mr Primakov now 
seems to be taking charge. Mr 
Yeltsin moved into a sani- 
torium to recover from ex- 
haustion, as Communist crit- 
ics called for his resignation. 


In Germany, Gerhard 
Schroder took office as chan- 
cellor at the head of his Social 
Democratic-Green coalition 
government. 


Elections in the Basque re- 
gion of Spain resulted in 
gains for the country’s ruling 
centre-right party and for rad- 
ical Basque nationalists. The 
terrorist group ETA reaffirmed 
its ceasefire on the eve of the 
election. 


Britain’s 18-month-old La- 
bour government lost its 
first cabinet minister to a 
scandal. The Welsh secretary, 
Ron Davies, resigned after a 
“very foolish” act in a south 
London park. 
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European Union leaders 
met in Austria to discuss 
ways to create jobs and eco- 
nomic growth, and to co-ordi- 
nate tax policies. 


Four opposition parties 
which won Slovakia's gen- 
eral election in September 
signed a coalition agreement 
and readied themselves to re- 
place the current government. 


Ted Hughes, Britain’s poet- 
laureate, died of cancer. 


Squeezing 


Brazil's central government 
unveiled a long-promised 
deficit-cutting package. It 
aims to save $24 billion: 
about $16 billion from in- 
creased taxes and social-secu- 
rity charges, $8 billion from 
spending cuts. This should as- 
sure it of backing from the 
IMF and others. 


With demonstrations in his 
favour mounting in Chile, a 
British court decided that 
General Augusto Pinochet 
should not have been ar- 
rested in Britain: he had been 
head of state at the time of his 
alleged crimes. The case will 
go to the law lords, Britain’s 
highest court. The Spanish 
judge—and others—pursuing 
the ex-dictator said they 
would not give up. 


Peru and Ecuador signed a 
deal that should end 157 
years of frontier dispute in- 
volving several wars. Four 
countries, guarantors of a 
1942 treaty meant to settle the 
quarrel, decided 80km of 
still-contested frontier largely 
in Peru's favour. But Ecuador 
gets navigation rights in Pe- 
ru's Amazon basin. 


In Canada, Lucien Bouchard, 
separatist premier of Quebec, 
announced a provincial elec- 
tion for November 30th. 
Opinion polls put his party 
and the provincial Liberals 
neck-and-neck. On past form, 








that suggests a separatist win 
and eventually, a referendum 
(the third) on secession. 


Some contests took a surpris- 
ing turn as America's mid- 
term elections approached. 
In New York's Senate race, 
Charles Schumer, the Demo- 
cratic challenger, drew ahead 
of Senator Alfonse D'Amato. 
In California's governor's 
race, Gray Davis, the Demo- 
crat, was far ahead of Dan 
Lungren, the once hotly fa- 
voured Republican. 


The Republicans launched a 
$10m ad campaign to remind 
voters about the Monica 
Lewinsky affair. 


President Clinton announced 
a $70 billion budget surplus, 
the first for 29 years. 


Discord 
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Binyamin Netanyahu and 
Yasser Arafat have both run 
into trouble over the interim 
deal they signed in Washing- 
ton on October 23rd. Mr Net- 
anyahu postponed presenting 
the accord—under which Is- 
rael has agreed to withdraw 
from a further 13% of the West 
Bank in exchange for greater 
protection from terrorism—to 
his cabinet for ratification. 
Several people were killed as 
tension increased. 


Some 100 people were in- 
jured when Morocco’s po- 
licemen charged a dem- 
onstration by jobless 
graduates outside parliament 
in Rabat. The incident high- 
lighted the rivalry between 
the prime minister and his 
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hardline, long-established 
minister of the interior. 





Desmond Tutu, chairman of 
South Africa’s truth commis- 
sion, handed its final report 
to President Mandela, after 
the High Court threw out a 
last-minute attempt by the 
ANC to block its publication. 
It objected to references to 
human-rights abuses by its 
own members. 


The AIDS epidemic in sub- 
Saharan Africa has caused the 
UN to revise its long-term 
world population forecast 
downwards by 400m. 


A report by a British par- 
liamentary group accused 
Bahrain of torturing and 
jailing dissenters under a sys- 
tem of summary justice. 


Malcontents 


About 8,000 students massed 
outside Indonesia’s parlia- 
ment in the biggest public 
demonstration since Presi- 
dent B.J. Habibie came to 
power five months ago. They 
called for an acceleration in 
democratic reforms. 


| Anwar Ibrahim, from his 


prison cell in Kuala Lumpur 
where he awaits trial for trea- 
son, called on Mahathir 
Mohamad, the Malaysian 
prime minister, to resign. Ral- 
lies and protests against Dr 
Mahathir continued. 


A Chinese pilot on a domes- 
tic flight hijacked his own 
plane and took his wife and 
passengers to Taiwan. 
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Border lull 





| Cross-border mergers and 


acquisitions in the third 
quarter were down from the 
second quarter by 14%, to 


| $137.8 billion, although activ- 


ity in the first nine months 
still exceeds the total for all of 
1997. The value of American 


_ deals soared by 49% to $48 
| billion. Germany became a 





prime target in the third 
quarter, overtaking Britain for 
the first time. Acquisitions by 
Asian companies, not surpris- 
ingly, slumped. 


In the first big merger in the 
Japanese oil industry since 
1992, Nippon Oil, the coun- 
try’s second-largest oil dis- 
tributor, and Mitsubishi Oil, 
a smaller rival, are coming 
together to form Japan’s larg- 
est oil distributor. The new 
firm, Nisseki Mitsubishi, will 
control around a quarter of 
the domestic market, surpass- 
ing Idemitsu Kosan’s 16% 
share. 


The new Italian government 
of Massimo D'Alema is to sell 
its remaining 5% stake in 
Telecom Italia. The news 


| came after Gian Mario 


Rossignolo was at last ousted 
as chairman, to be replaced 
by Berardino Libonati; the 
long-vacant post of chief exec- 
utive will also be refilled. 


In Europe's largest cross-bor- 
der deal yet between electric- 
ity generators, Britain's Na- 
tional Power is taking a 25% 
stake in Spain's Union 
Fenosa for Ptas97 billion 
($689m). 


———————————ó AVAILABLE BY E-MAIL FROM WWW.ECONOMIST.COM 
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Mobile mania 


Nokia of Finland confirmed 
its lead over Sweden's 
Ericsson in the mobile-phone 
market with an 85% jump in 
pre-tax profits in the third 
quarter to 4.1 billion markka 
($765m). Sales soared by 94%. 





The American government 
stepped up pressure on an 
Azerbaijan-led consortium to 
build an oil pipeline from 
the Caspian via Turkey. The 
oil companies favour a 
shorter pipeline to the Black 
Sea and thence by tanker; 
Turkey, though, is threatening 
further restrictions on traffic 
through the Bosporus straits. 





There is gloom in the world 
of Japanese electronics. 
Both Hitachi and Toshiba re- 
ported pre-tax losses in the 
first half, their first in half a 
century. Hitachi's was a 
breathtaking Y124.7 billion 
($945m) on a parent-com- 
pany basis, against a Y24.3 
billion profit a year earlier. 
Toshiba's loss amounted to 
Y6.4 billion against a profit 
of Y22.4 billion. Sony's group 
net profit sagged by 5.4%, to 
Y86. billion. 


Stimulating 


The Bank of Italy cut its dis- 
count rate by a percentage 
point to 4%, its lowest level 
since 1972, in a move long ex- 
pected both in Italy and by 
other EU countries. The big 
cut means there is a chance 
that, when the European Cen- 
tral Bank takes control of 
monetary policy in January, 
its benchmark rate may be 
lower than the planned 3.3%. 








The Czech and Polish cen- 
tral banks also cut rates, as 
the worst effects of the Rus- 
sian crisis on Central Europe 


begin to fade. 


In what many hope is the be- 
ginning of a long-awaited re- 


| form of Japan's stricken bank- 


ing sector, the Japanese 


| government nationalised a 


clearly insolvent Long-Term 
Credit Bank, at the bank’s re- 
quest. The government had 
admitted that the bank's li- 
abilities exceeded its assets by 
at least ¥340 billion ($2.9 
billion). 


Bayerische Hypo- und 
Vereinsbank, Germany's sec- 
ond-biggest bank, announced 
a DM3.5 billion ($2.1 billion) 
loan-loss provision. The news 
surprised markets, which had 
expected the Bavarian-based 
bank to escape recent finan- 
cial turmoil because most of 
its business is retail and 
domestic. 


Prang 


Embarrassed General Mo- 
tors is tussling with Opel in 
a saga that has had the revolv- 
ing doors whirling at the Ger- 
man unit. Relations hit a low 
point last week when GM re- 
called the head of Opel after 
only four months and then 
failed to consult Opel's super- 
visory board about a replace- 
ment. Now GM has brought 
in Robert Hendry, head of its 
Saab unit in Sweden, to take 
over at Opel. 


British Airways and Ameri- 
can Airlines tentatively 
agreed to take a stake of up to 
10% in Iberia Airlines, in 
what could be a first step to- 
wards privatising the Spanish 
carrier. The deal values Iberia 
at Ptas520 billion-580 billion 
($3.7 billion-4.1 billion). 


Bertelsmann, a German me- 
dia giant, fast becoming a 
multimedia one, took on 
Deutsche Telekom with the 
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launch of C@llas Clever Com- | 


munications. The new com- 
pany will provide a cheap 
telephone and Internet ser- 
vice bringing together fax, e- 
mail and voice mail. 


Big saving 


A big French insurer, AXA- 
UAP, plans, through its Roy- 
ale Belge unit, to buy Anhyp 
in a public offer valuing the 
Belgian savings bank at 
BFr22.1 billion ($646m). 
Anhyp’s shares have soared 
on recent speculation; but, at 
BFr9,000 a share, the price is 
lower than Anhyp's market 
price before trading was sus- 
pended. Anhyp said that the 
price was “acceptable”. 


America’s Securities and Ex- 
change Commission brought 
charges against 44 people 
and companies in a crack- 
down against Internet se- 
curities fraud. 





George Soros plans to shut 
down his $1.5 billion emerg- 
ing-markets hedge fund, as 

part of a restructuring of his 


vast Quantum hedge-fund 
group. Two other funds, one 


| run by Nick Roditi, a highly 


regarded manager who is tak- 
ing sick leave, will be merged. 


Mel Karmazin, CBS Cor- 
poration's president, is to re- 
place Michael Jordan as chief 
executive. There had been a 


power struggle between them. | 


The broadcast network re- 


ported third-quarter revenues | 


up 23% on the same period 
last year, and turned a small 
profit instead of a loss. 
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ASIA 


How much should you bet 


on Thailand? 


BANGKOK 


Being first in does not necessarily mean first out—or most enduring 


NFORTUNATELY for Thailand, it is in 

a race with no finish line. That does 
not seem to matter much, however, to those 
who have been tracking its course through 
Asia’s downturn. In the eyes of many econ- 
omists, investors and pundits, the name of 
the game is simply to handicap the invol- 
untary contestants as they hurtle headlong 
into the valley of depression. Eventually, 
the rules stipulate, they must begin their as- 
cent again—and there are for- 
tunes and bragging points to be 
earned by those who have picked 
the winner. Lately it seems, Thai- 
land has been attracting a lot of 
smart money. 

There are several reasons for 
this, one of which is the attractive 
argument that Thailand was the 
first country to succumb to the fi- 
nancial panic, when in July 1997 
it was forced to devalue its cur- 
rency, the baht. It thus has a per- 
verse sort of head start. It has also 
used its lead well. Since the prime 
minister, Chuan Leekpai, negoti- 
ated a rescue package with the 
IMFS Michel Camdessus early 
this year, Thailand has been per- 
haps the region's most strenuous 
reformer. The government 
passed a credible financial pack- 
age to deal with banks’ bad debts, 
and has followed through by en- 
gineering mergers of banks and 
other lenders. Meanwhile, it has 
stuck to the 1Mr-prescribed pol- 
icy of tight money and fiscal dis- 
cipline, and is now reaping some 
of the benefits, with a stable cur- 
rency and falling interest rates. 

So, although its economy is 
shrinking by around 8% this year, 
there are good reasons to believe 
that Thailand will begin to ex- 
pand again before long, as credit 
seeps back into the economy. 
Many forecasters believe that 
GDP will be growing again by 
mid-1999, helping to lead the 
way into a regional recovery. 

But whether Thailand will in- 
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deed emerge as the front-runner is open to 
doubts. For one thing, Taiwan, Singapore 
and the Philippines have so far been spared 
the painful contractions suffered by other 
East Asian economies. Since credit has not 
been as severely affected in those countries, 
they may be better placed to expand than 
their neighbours—or perhaps they are due 
for a fall. Indonesia, by contrast, has been 
hurt so badly that it could plausibly be ex- 
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Tea and sympathy: Camdessus comforts Leekpai 





pected to rebound. Nor can Malaysia be ig- 
nored in the 1999 growth race: its reliance 
on capital controls and a giant fiscal stimu- 
lus (see next story) has clearly demonstrated 
its willingness to cheat. 

Regardless of who tops the 1999 growth 
charts, however, it may be more worth- 
while to ask whether Thailand is well 
placed to handle the ensuing decade, as 
South-East Asia enters a new phase of eco- 
nomic development. That phase will in 
many ways make different demands on the 
region's governments than the previous 
one, in which it was necessary only to offer 
a cheap and willing source of labour and 
natural resources. And although some of 
the reforms Thailand has undertaken are 
aimed at restoring confidence and stem- 
ming the present contraction, it is the con- 
tinuing development challenge that is driv- 
ing much ofthe activity. 

An obvious area is education. 
Before the currency crash, Thai- 
land's performance was at best 
mixed. It had fewer secondary- 
school enrolments than Malaysia 
and trailed far behind Singapore 
and the Philippines in both sec- 
ondary school and university en- 
rolments. And, unlike its neigh- 
bours, Thailand is particularly 
handicapped by an almost com- 
plete absence of the mastery of 
foreign languages. Fostering a 
wider use of English has been a 
main item on the government's 
education agenda. Children now 
begin learning English when they 
are six or seven, rather than at 
nine or ten as before. 

This week parliament also be- 
£an work on a bill to overhaul the 
school system, decentralising 
much of the responsibility to the 
provincial and district level. 
There is a risk, however, that this 
will backfire if the local adminis- 
trators do not share the central 
government's sense of urgency. 
One of the main impediments to 
adopting computers, for exam- 
ple, is the difficulty of getting 
teachers to change their ways. The 
same is true of efforts to boost 
English-language education. The 
government hopes that the bene- 
fits of more participation at the 
local level will outweigh these 
risks. Abhisit Vejajiva, a cabinet 
minister who is likely to end up 
overseeing the reform, says that 
the popular response to local 
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meetings has been among the highest he 
has ever seen. 

These educational reforms are crucial if 
Thailand is to attract the kind of foreign in- 
vestment that boosts its productivity, 
rather than just extracting the country’s re- 
sources and tapping its consumer markets. 
The same is true of Thailand's efforts to im- 
prove its infrastructure. Several big projects 
to reduce traffic congestion in Bangkok 
continue to plod ahead. On October 27th 
an overhead rail line for commuters made 
its first trial run. The hope is that it will 
open at the end of 1999. 

Thailand continues to suffer from cor- 
ruption. The latest scandals cover a range of 
subjects including health care, highway 
projects and the distribution of food. To 
optimists, the airing of so much dirty laun- 
dry is good news. Not only does it suggest a 
new commitment to openness, and a will- 
ingness of newspapers and non-govern- 
mental organisations to speak up, but the 
revelations have also been backed up by 
fledgling efforts to make corruption more 
difficult. Although many infrastructure 
projects are being placed in private hands, 
the government is pushing through reform 
bills designed to safeguard transport, 
telecoms and water services. Though indi- 
vidual projects may be operated by a pri- 
vate entity, they are to be regulated by a sec- 
ond, according to rules established by a 
third. A recent admission by Mr Leekpai, 
that even his government's best efforts 
would only put a dent in corruption, was 
all the more credible for its frankness. 

On the whole, the current government 
is saying the right things about reform. 
Thailand remains plagued by a perennial 
system of government by coalitions, which 


do not last more than a year or so; cabinets 
are shuffled more or less constantly. 
Though the current lot may well be up to 
the task, therefore, there is no guarantee 
that they will last more than a few months. 
But even if none of the talk leads to needed 
long-term reforms, a consolation prize may 
still be in store. The more the market likes 
what it hears, the better the odds that Thai- 
land will score a short-term victory in 1999. 





Spend and spend 


KUALA LUMPUR 


OWONDER Mahathir Mohamad has 
seemed preoccupied lately. Besides 
the mundane tasks of quelling mass dem- 
onstrations and preparing to hold a sum- 
mit, Malaysia's prime minister has also had 
to endure the stress and toil of settling into 
a new job. Amid all the commotion sur- 
rounding the arrest of his former deputy, 
Anwar Ibrahim, few people noticed that Dr 
Mahathir was also busy learning the ropes 
as finance minister, the post he took over 
after sacking Mr Anwar in September. 

On October 23rd, Dr Mahathir 
publicised the fruits of his apprenticeship 
when he announced the budget for 1999, a 
huge stimulus package that calls for a defi- 
cit of 6.1% of GNP. The M$65.1 billion ($12 
billion) budget represents the next step in 
Dr Mahathir's bid to flout the economic 
forces embattling the region. 

When Indonesia, Korea and Thailand 
made deals with the 1Mr to receive finan- 
cial assistance in exchange for austerity, Dr 





Manipulative Mahathir 


Mahathir refused to play along. In Septem- 
ber, he put in place capital controls and 
fixed the value of the Malaysian dollar, thus 
hoping to shield the currency from the ill 
effects of further stimulus. The action also 
made it possible to sack Mr Anwar, who 
had been pursuing policies similar to those 
the ımF advocated, without a visible dis- 
play of the markets’ disapproval. Now that 
he is in command of the budget, with his 
currency fortifications in place, Dr Maha- 
thir has gone on the offensive: simply, he 
plans to spend his way out of trouble. 

The new budget calls for heavy spend- 
ing on new "infrastructure", which many 











Beards and the sporting life | 


B ISLAMIC Afghanistan, no man is 
considered to be decently turned out 
unless he wears a beard. The Taliban, who 
control most of the country, are strict 
about this. Shaving, they say, would have 
been frowned on by Muhammad. Under- 
standably, they were upset when three 
boxers from Afghanistan were barred 
from taking part in a tournament in Paki- 
stan because they had beards. 

The Pakistanis said that the beards 
were “dangerous”, which puzzled the 
boxers, and anyway they were “against 
the rules”, On October 26th, the Taliban 
sent a protest to the Pakistanis. Now that 
the Taliban are top dogs in the country, 
they are turning their minds to 
recreation, especially sport, providing it 
is run on Islamic lines. They have set up 
an Olympic committee to pick competi- 
tors for Sydney in 2000. 


Abdul Shokour Mutmaen, the head of 
the committee, said he had watched 
“long-bearded boxers” in action in neigh- 
bouring Iran, and no one had objected. 
He seemed dismayed at the prospect of | 
Afghanistan’s finest turning upin Sydney | 
bristling with enthusiasm, only to be 
turned away. 

Sporting beards were an issue in Vic- 
torian Britain. W.G. Grace, the finest crick- 
eter of his time, had a beard of such mag- | 
nificence that some considered it to be | 
against the rules, a dangerous distraction 
in a hard-fought game. Far from backing 
down, Grace’s strategy was to persuade 
other cricketers to grow beards of com- 
parable luxuriance, and his critics saw 
they were on asticky wicket. Ifthe Taliban 
are not too proud to take a tip from the 
West, they might be encouraged by 
Grace’s hirsute heroism. 
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fear will include quantities of money to 
bail out beleaguered companies with good 
political connections. One such is Renong, 
a conglomerate owned by members of the 
ruling party that hopes to be propped up 
with a complicated injection of govern- 
ment funds. Many banks are also desperate 
for cash. 

The budget includes tax breaks for in- 
dustries of "national and strategic impor- 
tance", such as building, tourism and ship- 
ping. Not all industries will benefit, 
however. New “windfall” taxes have been 
introduced on palm-oil producers, who 
have been profiting from the currency's ini- 
tial fall. In his inaugural budget, Dr Maha- 
thir has also sought to show that he is not 
simply pro-business. Individuals as well as 
companies will be able to avoid tax on their 
1999 income. This years income will be 
taxed in 1999; next year's, not at all; that of 
2000, in 2000 itself. 

All of this may give Malaysia's econ- 
omy, which is expected to shrink by around 
5% this year, a bit of a boost in 1999. Dr 
Mahathir believes GNP will grow by 1%; 
some economists think it may at least re- 
main stable. But, no matter how this “re- 
covery" is achieved, it will have been engi- 
neered by Dr Mahathir's sloshing more 
loose credit into an economy devastated by 
over-expansion and excess borrowing. That 
may enable Malaysia to stop shrinking in 
1999. But after that? 





The Koreas 
The money factor 


SEOUL 


HE talks in Geneva were a sort of suc- 

cess; at least not a failure. On October 
24th, after talking for four days, represen- 
tatives of North and South Korea, China 
and the United States agreed to meet again 
in January. The issue is a long-standing 
one: how to bring peace to the Korean pen- 
insula, where fighting ended with an un- 
easy armistice back in 1953, and 37,000 
American troops still keep guard. All in all, 
this was thought to be an advance on two 
previous meetings between the four coun- 
tries which got nowhere. 

There are other signs of progress. On Oc- 
tober 21st, Japan signed an agreement to 
contribute $1 billion towards an interna- 
tional consortium building two nuclear 
power stations in North Korea. In return 
for these light-water reactors and other 
gifts, the regime in Pyongyang is supposed 
to freeze and eventually dismantle its plant 
that produces plutonium (from which nu- 
clear weapons can be made). Japan had 
stalled on its pledge to help with the project 
after North Korea test-fired a rocket across 
Japanese territory in August. America’s 
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America’s burden 


Congress has approved $35m for the pur- 
chase of fuel oil for North Korea next year, 
although with conditions. 

When money is involved, North Korea 
tends to listen. With its economy in ruins 
and much of its population malnourished, 
it has tried to beg, borrow and extort cash 
from wherever. One source has been Japan. 
An estimated third of the 600,000 Koreans 
living in Japan are believed to have been 
supporting North Korea, supplying it with 
perhaps as much as $2 billion a year 
through an organisation called the Chosun 
Soren. This was set up in 1955 and now has 
more than 1,000 branches in Japan. It oper- 
ates schools, hospitals, credit co-operatives, 
insurers and trading companies. They are 
financed by Korean-run firms. One money- 
spinner is pachinko, a gambling game 
hugely popular in Japan. 

North Korea has relied on the Korean- 
Japanese for some of the foreign invest- 
ment it gets from the outside world, and for 
trade. The Korean-Japanese help to smug- 
gle into North Korea products restricted by 
the Japanese government. Recently two eth- 
nic Koreans who run a Tokyo-based trad- 
ing firm were accused of exporting valves 
for scuba-diving equipment to North Ko- 
rea. Such things are thought to have a mili- 
tary use: North Korean spies swim ashore 
in the South from submarines. 

The Chosun Soren is said to have used a 
large chunk of Koreans' assets as collateral 
for loans it has taken out with Japanese 
banks. Most of the money raised has appar- 
ently been sent to Pyongyang. With prop- 
ertyand share values taking a dive in Japan, 
many of the Korean-Japanese are now 
struggling to repay their loans. Their busi- 
nesses are suffering, and their donations 
are drying up. But the North’s appetite for 
cash—to purchase such necessities as a fleet 
of Mercedes cars—is unappeased. 

North Korea now wants the United 
States to pay $500m in return for the 
North’s promise to end missile exports; it 


ASIA 


= 


Qi - 





- 
x Sen.” 


wants another $300m for allowing an in- 
spection of the underground nuclear facili- 
ties that it is suspected of having built. It is 
also demanding that Hyundai, South Ko- 
rea’s biggest conglomerate, pays $300 per 
head for every tourist it takes by boat to 
Mount Kumkang in the North, a deal that 
was recently negotiated as part of the “sun- 
shine policy” launched by the South’s presi- 
dent, Kim Dae Jung. 

There is also a darker side to North Ko- 
reas money-making activities, among 
them drug trafficking and the counterfeit- 
ing of American dollars. Koreans living 
abroad anxious to see relatives in the North 
can do so at a price: the current rate is said 
to be between $50,000 and $100,000. For 
that, you might get a short meeting with a 
North Korean relative in Beijing. Some 200 
Koreans are thought to have taken up the 
offer. It is hardly surprising that the North 
is reluctant to agree to set up a meeting 
place in the peninsula where separated 
families could be freely reunited. There is 
no money in that. 





Indonesia 


Looking for 
witches 


JEMBER, EAST JAVA 


Fo’ the past two months gangs of assas- 
sins dressed in black have been terroris- 
ing villagers in east Java. No one seems to 
know who they are. Their victims, puzz- 
lingly, are either Muslim leaders or people 
thought to be sorcerers. The villagers have 
responded by forming vigilante groups, 
armed with sickles and machetes. In a cli- 
mate of fear, their activities have degener- 
ated into a witch-hunt, in many cases liter- 
ally. In village after village, the houses of 
those suspected either of practising black 
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magic or of killing Muslim clerics—the dis- 
tinction is often unclear—have been 
burned or smashed to pieces. Some of the 
victims have been decapitated, their heads 
paraded on sticks. Others have fled and 
taken shelter with the police. More than 150 
people have been killed. 

In an attempt to stop the violence, Mus- 
lim leaders have resorted to an unusual tac- 
tic. They are organising public ceremonies 
in which those suspected of malpractice by 
their neighbours are wrapped in white 
sheets, like corpses, and then asked to swear 
before the community that they have not 
been involved in black magic. In this maca- 
bre fashion they hope to clear their names. 
The people of this superstitious region be- 
lieve that breaking such an oath would re- 
sult in instant death. Many Javanese retain 
mystical religious beliefs that existed before 
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. China takes a new look at divorce 


BEIJING AND SHANGHAI 


An Hong begins to weep. She is all too 
typical of those in search of a new part- 
ner: 35 years old, and divorced. Her hus- 
band was a hotel manager who left her for 
his secretary, ten years younger. Her par- 
ents are dead, she lives with a brother and 
she works awkward shifts; so her husband 
has been given custody of her young son. 
She sees her boy twice a year. Shu Xin, the 
world-weary manageress of the agency, 
shakes her head: 80% of her customers are 
divorced, and for women in particular it 
is almost impossible to find a new mate. 
“Most men who are successful have lov- 
ers,” she shrugs. 

The plight of women such as An Hong 
has led to some proposed, and controver- 
sial, amendments to China’s extraordi- 
narily liberal marriage law. Passed in 
1980 in the wake of the cultural revolu- 
tion, the law treats marriage as a working 
partnership and says that divorce should 
be granted “when husband and wife both 
desire it"—or, even if one objects, when 
“mutual affection" has gone. A couple 
pay 50 yuan (about $4), wait for two weeks 
and are parted for ever. Such liberality is 
now blamed for making divorce increas- 
ingly common, especially in the cities. 

By western standards, the divorce rate 
is still low: it was 1.94 per 1,000 marriages 
in 1997. But China's rate is rising sharply. 
| The old view, that "if a woman marries a 
dog, she should stick with the dog; if she 
marries a chicken, she should stick with 
the chicken,” is dying, says Fan Aiguo, edi- 
tor of Marriage and Family, a popular 
magazine. Allowing women to break free 
from an unhappy marriage "is a sign of 
progress", she says. 


IX A corner of a Beijing dating agency, 
| 
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the Islamic missionaries arrived. Ex-Presi- 
dent Suharto, the country’s deposed ruler, a 
Javanese, was, and presumably still is, 
deeply superstitious, being guided by his 
astrologer in important decisions. 

For many Indonesians, the recent 
events have echoes of the mass killings of 
the mid-1960s, in which 500,000 people 
are thought to have died, many of them in 
east Java. That pogrom was started by the 
army, to wipe out the then-powerful Com- 
munist Party. This time it is unclear who 
would benefit from stirring up trouble. 
Some believe it may be an attempt to de- 
stabilise the province in the run-up to the 
parliamentary elections promised for next 
year. East Java is a stronghold of support for 
the Indonesian Democratic Party headed 
by Megawati Sukarnoputri, the daughter of 
the country’s first leader. She represents the 


But all too often it is the man 
who leaves, not the woman. If the 
couple have a son, the husband is 
likely to press for custody. Then 
there is the issue of maintenance. 
Many letters to the magazine 
come from women whose hus- 
bands are refusing to pay it. If the 
family home goes with the hus- 
band's job, the wife may find also 
herself homeless—or forced to 
share with her husband's new 
family. 

The amendments to the mar- 
riage law would make divorce 
harder. Couples would have to be 
separated for at least three years. 
Extramarital sex would be a crim- 
inal offence. The third party (a 
new phrase, much bandied 
about in China these days) in a 
divorce could be sued for damages. That 
forthright approach is causing furious 
controversy, even in the All China Wom- 
en’s Federation, the powerful state body 
whose luminaries helped to draft the pro- 
posed amendments to the existing law. 
Bai Yilan, a federation official, admits to 
“sharply differing views” on whether 
third parties should be dealt with by the 
law or merely held up for criticism. 

The debate fascinates educated Chi- 
nese, among whom divorce is rising fast- 
est. A survey of almost 8,000 people con- 
ducted in October on the Internet by the 
Horizon group, a market-research com- 
pany, and Sohoo, a Chinese technology 
firm, found that 62% of respondents dis- 
agreed with punishing third parties. 
However, two-thirds of this self-selected 
sample were men, many of them in 








greatest threat to the present regime's hold 
on power. An important ally of hers is an 
Islamic organisation, some of whose lead- 
ers have been killed by a gang. 

The gangsters have reduced much of 
east Java to near anarchy. The police and 
the army, which under Mr Suharto held 
this unwieldy nation together by force, no 
longer have the will to deal with the law- 
lessness. The police have at times refused to 
take in suspected killers caught by the vil- 
lagers. Police stations have been attacked by 
crowds trying to get their hands on detain- 
ees held inside. Dozens of suspects have 
been lynched. The people seem to have lost 
faith in the authorities’ ability to protect 
them, and they have lost their fear of the 
army. The Java attacks are another setback 
for a country struggling to reinvent itself. 








white-collar jobs: just the sort of chaps 
most likely to have a third party of their 
own tucked away somewhere. 

In China’s cities, divorce and cohabi- 
tation may be more common. In its vast 
countryside, marriage often remains a 
practical arrangement between two fam- 
ilies. Xu Angi, a sociologist at the Acad- 
emy of Social Sciences, who has written a 
book on the changing nature of Chinese 
marriage, found that in backward Gansu 
province, 60% of marriages are arranged 
by parents: “Meet once, nod your head 
and marry,” as the Chinese put it. But, as 
women acquire more economic respon- 
sibility, education and opportunity, that 
is changing. Perhaps not surprisingly, she 
says that many of those in their 40s and 
50s who divorce in Shanghai were mar- 
ried in the country. 
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UNITED STATES 


Welcome to the mudbath 


NEW ROCHELLE 


The Senate race in New York is a case study in American politics—nasty, 


brutish and fascinating 


seb in Silicon Alley, New 
York city's multimedia district, a spotty 
teenager is probably working on an idea for 
a computer game to end all others. In keep- 
ing with the oeuvre, the two contestants in 
"Senate" are irredeemably violent, single- 
minded and canny. Both have limitless 
supplies of ammunition and seem almost 
indestructible. Their struggle drifts from 
street-to-street battles in Manhattan to 
open warfare in upstate New York. But, 
come November 3rd, one must be zapped. 

Everybody knew that the battle for Al 
D'Amato's seat would be the nastiest in the 
country. In 1992 the wily Republican nar- 
rowly defeated Bob Abrams, who had never 
entirely recovered from a bruising Demo- 
cratic primary. This year Charles Schumer, 
a Brooklyn congressman, coasted to victory 
in a relatively friendly Democratic field. 
When Mr D'Amato, true to form, began to 
paste Mr Schumer within hours of his win, 
Mr Schumer replied with an ad with the 
punchline: “Al D'Amato: Too many Lies for 
Too Long". The contest began. 





It's “Pothole”... 
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Despite Mr D'Amato's low approval rat- 
ings, most of the smart money in New York 
was at first on "Senator Pothole"—and not 
just because he had more money than Mr 
Schumer. Only around 27% of the votes 
come from liberal New York city; upstate 
New York and the suburbs are more conser- 
vative. And, as usual, with election time ap- 
proaching, Mr D'Amato had drifted to- 
wards the centre, taking up causes such as 
the Holocaust, breast cancer and health 
maintenance organisations (HMOs). Al- 
though Mr D'Amato is against both abor- 
tion and gun control, only 40% of voters 
think that the man is a conservative. 

At first, things seemed to go Mr 
D'Amato's way. He began by attacking Mr 
Schumer for being a Brooklyn liberal (one 
vintage ad claimed that the congressman 
had done more for Mongolia than for up- 
state New York). But he soon focused on the 
fact that Mr Schumer had missed more 
votes in the past 12 months than he himself 
had done in 12 years. This was a little dis- 
ingenuous: the hard-working Mr 
Schumer's overall attendance figure is 
above 90% and the recent missed votes 
were because of the campaign. But the jibe 
*Full Time Pay: Part Time Work" struck 
home, and it seemed to discredit Mr 
Schumer's basic pitch: that he would be just 
as effective as Mr D'Amato in Washington, 
but more honest. 

So, with only days to go, why are the 
polls showing either a statistical dead-heat 
or a narrow Schumer lead? There are two 
reasons. The immediate one is *putzhead". 
This was the Yiddish insult that Mr 
D'Amato used to describe Mr Schumer at a 
private meeting. At first he denied saying it; 
then he had to admit he had. But Mr 
Schumer, who is Jewish, jumped on it. 

Whether the comment has directly 
turned voters—particularly Jewish ones— 
against Mr D'Amato is hard to say. But it 
does seem to have reminded previously un- 
decided voters that Mr D'Amato is prone to 
what John Zogby, a local pollster, calls *un- 
senator-like lapses”. And it also served as a 
jolt to liberals, who had been somewhat un- 
enthusiastic about the Schumer campaign. 


Mr Schumer pressed home his advantage 
with advertisements showing Mr D’Amato 
fumbling around with the truth; he also re- 
turned to the subject repeatedly during two 
predictably bloody televised debates. 

The second reason for Mr Schumer's 
current ascendancy is more fundamental: 
in some ways he himself is D'Amato, Mark 
2. Such a characterisation horrifies Demo- 
crats, who immediately point out that their 
candidate has never had Mr D'Amato's eth- 
ical run-ins and that he has usually han- 
dled himself with more decorum (it is hard 
to imagine Mr Schumer singing "Old Mac- 
Donald had some pork" on the Senate 
floor). But in other respects Mr Schumer 
matches Mr D'Amato blow for blow. 

Neither is an orator or an idealist: like 
Mr D'Amato, Mr Schumer has moved re- 
lentlessly towards the populist centre (he 
has, for instance, become an enthusiastic 
supporter ofthe death penalty). Both are ex- 
perts not only at raising money and doing 
deals with politicians of both parties but 
also at claiming causes as their own. There 
is even a verb to that effect in Washington: 
“to schume”. Like Mr D'Amato, Mr 
Schumer has an insatiable appetite for tele- 
vision cameras but a touching disdain for 
glamour (he can wear the same suit for sev- 
eral days). And, if gossip is to be believed, 
the two men even once dated the same 
woman—though, alas, at different times. 

Neither ever gives up. In the primary, 
Mr Schumer spent a small fortune before 
he began to make headway and eventually 





... and “Putzhead”! 
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UNITED STATES 


Nothing in it 


New York Senate race opinion poll 
% 








overhauled the much better known Geral- 
dine Ferraro. In the current campaign, 
most of his success has come from sticking 
to Mr D'Amato's heels just as doggedly as 
Mr D'Amato has to his. And the way in 
which he has exploited "putzhead" is eerily 
reminiscent of the way Mr D'Amato man- 
aged to turn Mr Abrams's description of 
him as a fascist into a insult to all Italian- 
Americans. 

Is this enough to zap Mr D'Amato? At a 
carefully stage-managed meeting with el- 
derly folk and Hillary Clinton in New Ro- 
chelle, Mr Schumer's speech was fairly pe- 
destrian. Yet he beamed with confidence 
and (shades of Mr D'Amato again) seemed 
to know everybody in the room. His main 
message remains the sheer awfulness of his 
opponent. At one point Mr Schumer lec- 
tured the room about the importance of al- 
ways telling the truth to the American peo- 
ple (not perhaps the best way to endear 
himself to Mrs Clinton). 

But Mr D’Amato is certainly not out of 
it. George Pataki, the popular governor of 
New York state, coasting to re-election, now 
seems to be devoting most of his time to his 
ally. Rudolph Giuliani, the mayor of New 
York city, who once said that the state’s eth- 
ics would be “trashed” if the Pataki- 
D'Amato machine took over, has also ral- 
lied to the cause. Mr D'Amato, who is 
chairman of the Senate Banking Commit- 
tee, will also make one last withdrawal 
from his Wall Street cash machine for a fi- 
nal round of ads. And there remains the 
awkward question of Bill Clinton. Without 
a big turnout among New York city Demo- 
crats, Mr Schumer is unlikely to win. 

If the turnout is low, Schumer v 
D'Amato will probably go down in history 
as another low point in American politics. 
In one way this is justified. Both men are 
living examples of the need for campaign- 
finance reform (which, needless to say, they 
both say the other one opposes). Their de- 
bates have been facile, their gratuitous at- 
tempts to stir up ethnic division cheap and 
disappointing. Mr Schumer chose to make 
his complaint about *putzhead" at a Holo- 
caust memorial service. 

On the other hand, even critics admit 
that the current electoral system has some 
virtues. The relentless warfare seems at last 
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to have engaged New Yorkers’ interest 
(since the end of the baseball season, the 
tabloids have been full of it). And through 
all the murk some idea of the character of 
the two candidates has emerged, not all of 
it negative. Both have proved that they are 
resilient and remorseless constituency pol- 
iticians. With the next two years in Wash- 
ington, DG looking distinctly mucky, those 
qualities may be just what New York needs. 





Nevada 
The betting's off 


LAS VEGAS 


HATEVER you say against Nevada, 

you cannot accuse it of being short of 
things to gawp at. There are hotels that look 
like Egyptian pyramids, clergymen who 
have second careers working as Elvis im- 
personators and, out in the desert, petrol 
stations in the style of medieval castles. 
And for the past few months Nevadans 
have had something else: the sight ofa viva- 
cious blonde Democrat and a buttoned-up 
Republican battling over who is to become 
their next governor. 

Europeans like to think of the United 
States as a country that recruits its politi- 
cians from the ranks of second-hand car 
dealers. Well, Jan Jones, the Democratic 
candidate, first caught the public eye by ap- 
pearing in television advertisements for 
her second husband's car dealership. The 
advertisements alternately cast Ms Jones as 
a gangsters moll and as Little Red Riding 
Hood, hammering home the message that, 
ofall the car dealerships you could patron- 
ise, this was decidedly the cheapest. 

In fact, Ms Jones is a rather less flaky fig- 
ure than her big hair and high heels might 
suggest. She is the Nevada equivalent of an 
aristocrat, the daughter of convenience- 


Neck-and-neck in Vegas 


store magnates, a graduate of Stanford Uni- 
versity, now the wife of a leading gambling- 
industry consultant and, for the past seven 
years, the mayor of Las Vegas. 

As mayor, she has shown both chutzpah 
and courage. She won much personal sym- 
pathy earlier this year when she admitted 
that she was being treated for breast cancer. 
But she also lost a lot of political support 
when she suggested that the number of slot 
machines in supermarkets should be lim- 
ited. This was bound to cause an uproar in 
a state where gambling is the staff of life; it 
also generated some embarrassing head- 
lines when it emerged that she was the co- 
owner of a mini-mall with a less-than-hos- 
tile policy to the offending machines. 

Her Republican rival, Kenny Guinn, is 
the direct opposite of Ms Jones—a man 
who is rather more remarkable than his 
packaging suggests. Mr Guinn has a stan- 
dard (if impressive) curriculum vitae for a 
Republican politician, having been in turn 
a school administrator, a banker, the head 
ofa utility company and, most recently, the 
president of the University of Nevada, Las 
Vegas. But his childhood comes straight out 
of “The Grapes of Wrath”. His father was an 
illiterate crop-picker in California; the 
young Republican attended 32 different el- 
ementary schools, all the while working in 
the fields to supplement the family income, 
before winning a football scholarship to 
the University of Southern California. 

The race is proving both close and un- 
pleasant. Both sides claim their private 
opinion polls put their candidate ahead. 
But public polls suggest that they are neck- 
and-neck. Mr Guinn points out that Ms 
Jones missed more than 2,000 council 
votes in 1995-97, and that she has been 
summoned before the state’s Ethics Com- 
mittee on no fewer than eight occasions. 
Ms Jones counters that Mr Guinn raised the 
pupil-teacher ratio when he ran the local 
schools and increased charges when he ran 
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the local power company. MrGuinn proba- 
bly has the better raw material to work 
with—Ms Jones is famous in Las Vegas for 
flouncing into meetings late and leaving 
early—but she has more style when it comes 
to putting her message over. 

Even if Ms Jones manages to win by a 
nose, the fact that a Republican ran her 
such a hard race in a traditionally Demo- 
cratic state will be significant. In the 1960s 
Democrats outnumbered Republicans in 
Nevada by three to one, and the state’s po- 
litical establishment, including the outgo- 
ing governor and its two senators in Wash- 
ington, remains firmly Democratic. 

There are plenty of small reasons for Mr 
Guinn’s strong showing. He began cam- 
paigning in 1996; Ms Jones only just beat 
the filing deadline. He has been slightly 
more successful in raising contributions 
from the gambling industry. (Like Michi- 
gan’s car makers, Nevada’s casinos make 
sure they back both sides.) And his brand of 
Republicanism is decidedly liberal and 
non-partisan: he even endorsed the current 
Democratic governor, Bob Miller. Such 
ideological flexibility is perhaps a necessity 
ina state that lives off gambling and has the 
highest divorce rate in the country. But it 
also stands him in good stead when it 
comes to picking up floating voters. 

The biggest reason for his success, how- 
ever, is that most of the West is drifting 
rightwards. Republicans have gained con- 
trol of many of the West's state legislatures, 
including those of traditionally Demo- 
cratic Washington, Oregon and Montana. 
In January 1993, when Bill Clinton became 
president, the House of Representatives in 
Washington had 52 Democratic and 37 Re- 
publican members from the 11 western 
states. By January 1997, there were 40 Dem- 
ocrats and 49 Republicans. The number of 
Republican governors in the West has 
jumped from four in 1993 to seven today. 
The fact that it now has as many registered 
Republicans as Democrats suggests that 
Nevada is joining the trend. 

Whoever wins on November 3rd will 
not have an easy job. Nevada has been eas- 
ily the country’s fastest-growing state for the 
past decade; as many as 6,000 people move 
there each month. This has put an appall- 
ing strain on its infrastructure. The schools 
have had to buy 900 portable classrooms 
and introduce “double sessions”, in which 
two classes share the same facilities; the 
highways are clogged with commuters and 
the utility companies are struggling to keep 
up. But the gambling industry, which pro- 
vides much of the state’s revenues, is begin- 
ning to hit hard times, as Asian high-rollers 
stay at home, competition from the rest of 
the country intensifies, and over-building 
leads to a price war. Nevada could be look- 
ing into the face of some relatively lean 
times. 
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FAT, greedy and deep in 
debt, the American con- 
sumer makes an un- 
likely hero. But if the 
global economy is to be 
| saved from a nasty reces- 
sion, the best hope is that Americans do 
their duty and head for the shopping 
mall. Unfortunately, just when the world 
| needs them most, Uncle Sam's super- 
spenders are suffering a nervous attack. 
| In October, consumer confidence fell 
sharply. The Conference Board’s Con- 
sumer Confidence Index dropped for 
the fourth consecutive month, and now 
stands at its lowest level since December 
1996. And whereas in the previous three 
months the fall was caused by a decline 
in the forward-looking expectations in- 
| dex, in October there was also a sharp 
drop in confidence about current eco- 
nomic conditions. The overall confi- 
. dence index is still high 
by historical standards, 
but the expectations 
measure is now barely 
above recession levels. 
Ominously, the expecta- 
tions index is the better 
predictor of future con- 
sumption. 
| Consumers have 
been given the jitters 
both by the turmoil in fi- 














The Maine governor's race 


King Angus 


PORTLAND 


HROUGH the small towns, along the 

rocky coast, it is hard to find much sign 
of an election in Maine. The airwaves are 
empty of venomous ads, the 
front lawns are bare of cam- 
paign signs, and the state’s 
biggest newspapers seem 
more interested in writing 
about schools and health care 
than about the governor's race 
to be decided on November 
3rd. Most folk cannot even 
name the four people who are 
hoping to replace the state's 
fabulously popular governor, 
Angus King—to most Mainers, 
simply “Angus”. After one 
term as the country’s only In- 
dependent governor (not a 
party as such, but always capi- 
talised in his case), Mr King 





Nervous on Main Street 


NEW YORK 
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Aroyal dip in the Kennebec 


UNITED STATES 


nancial markets and by growing worries 
about the outlook for jobs, says Lynn 
Franco, who runs the Conference 
Board’s Consumer Research Centre. Al- 
though unemployment remains very 
low, there has been a sharp rise in the 
number of consumers surveyed by the 
Conference Board who say that jobs are 
hard to get. 

Yet it may be premature to announce 
the end of America’s consumption 
binge. The latest consumer-confidence 
index was compiled before the Federal 
Reserve unexpectedly cut interest rates 
on October 15th, a move that triggered a 
sharp rise in share prices. According to 
Alex Patelis, an economist at Goldman 
Sachs, what happens to shares may ulti- 
mately determine how much consumers 
spend. Americans are now more exposed 
to the stockmarket than ever before. After 
the stockmarket crash in October 1987, 
consumer confidence 
plunged; but when share 
prices rebounded, con- 
sumers became more 
bullish. Likewise, the rise 
in the stockmarket since 
the Fed cut rates may 
have already reassured 
consumers that it is fine 
to keep on spending. Ad- 
dicts rarely need much 
encouragement. 





enjoys approval ratings approaching 80%, 
and has exorcised the demons of partisan 
politics from New England's largest state. 
Maine, a place that revels in its Yankee 
self-reliance, is fertile ground for an inde- 
pendent politician. Mainers have always 
been robustly sceptical of government and 
politics, casting the largest percentage of 
votes for Ross Perot in 1992 (more even 
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than for George Bush, who had been 
holidaying in Maine for years). In this cli- 
mate, the plain-speaking governor who 
rides a Harley Davidson and refuses to take 
contributions from political action com- 
mittees seems a perfect fit. Next Tuesday, 
the candidates for the two major parties 
may be lucky to split a fifth of the vote. 

Mr King is quick to concede that the 
state’s booming economy helps his cause, 
yet he modestly refuses to take credit for 
most of it. America’s economic perfor- 
mance is lifting most gubernatorial boats 
across the country, and in Maine there are 
25,000 more jobs than when Mr King took 
office, with welfare rates at their lowest 
since 1971. What the governor has definitely 
done by himself, however, is to restore con- 
fidence in a political process that turned 
sour in the early 1990s. He came into office, 
with a promise to end partisan squabbling, 
soon after a vicious budget showdown be- 
tween the Republican governor and the 
Democratic legislature had ended in a 
shutdown of the state's government. And 
he has produced results: lower taxes, leaner 
government and a budget surplus. 

The greatest challenge facing him in his 
second term is to narrow the economic dis- 
parity between the northern and southern 
parts of the state. The south's proximity to 
Boston makes it a place of choice for big 
corporations and yuppie holidaymakers 
flush with dollars, and most of the job 
growth has been in this region. The north’s 
economy has lagged behind. Production in 
the paper and lumber mills has fallen, and 
the small towns limp on as they have for 
decades (a general store in one has a sign 
advertising "Guns, Wedding Gowns, Cold 
Beer"). Mr King has announced a plan to 
revitalise the north, but he faces challenges 
from environmentalists determined to 
limit change in this largely untamed wil- 
derness of forests, moors and rocks. 

On the campaign trail, King supporters 
claim that the governor is *one of us". 
Hardly: he is a millionaire Ivy Leaguer, 
born and raised in Virginia. Yet he seems at 
ease with Mainers of all stripes, and photo 
opportunities of him driving a tractor and 
jumping into the Kennebec river to prove 
its purity do much to bolster his populist 
appeal. Perhaps Mr King's greatest triumph 
was his response to last winter's crippling 
ice storm, as he criss-crossed the state to 
visit the frozen and the snowed-in. 

Maine used to hold its state-wide elec- 
tions weeks before the rest of the country. 
The early results were a test of America's 
electoral climate: hence the slogan, "As 
Maine goes, so goes the nation.” The state 
hassince moved its elections to November, 
ending its daysasa trendsetter.A pity, since 
the rest ofthe country could do well to con- 
sider the refreshing brand of politics Mr 
King has established there. 
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Protecting the wild 
And take your 
pitons with you 


SEATTLE 


OUNTAINEERS often get stuck. On 

rock faces that look deceptively sim- 

ple, it is common for even experienced 

climbers to beat an undignified retreat. 

One escape technique: looping nylon web- 

bing around a rock horn, and then passing 

a climbing rope through the loop and slid- 

ing to safety. The rope is pulled through the 
loop and lugged home, but the loop stays. 

The federal government's Forest Service 
wants to stop this. It also wishes to prohibit 
the metal pitons and bolts that climbers 
use. Its justification lies in the 1964 Wilder- 
ness Act, which declared that vast stretches 
of public land were to be left in their natu- 
ral state. Buried in the act’s wording is a 
prohibition on *permanent installations". 
In June the Service decreed that the "fixed 
anchors" that climbers sometimes leave be- 
hind constitute such installations, and 
banned them in the 54,000 square miles of 
Forest Service land, much of it prime 
climbing terrain. 

Mountaineers were furious, claiming 
that this would in effect end climbing in ar- 
eas where there are no natural anchors such 
as trees and outcrops of rock. The climbers 
have enlisted the support of much of the 
$4.7-billion-a-year outdoor-goods industry 
and also of Slade Gorton, an anti-green Re- 
publican senator from Washington state 
who may have taken up the cause chiefly to 
tweak the Forest Service's nose. 

By August the resistance had worked, 
and the Forest Service had partly backed 
down. Its officials said they would not en- 


Clouds, or car exhaust? 





force a general ban on anchors for another 
year, though they would try one out in Ida- 
ho's Sawtooth wilderness area. 

Part of the problem is the startling rise 
in the number of Americans who want to 
use the nation's parks and forests. Some 
65m Americans go hiking at least once a 
year; and new activities keep popping up, 
such as mountain biking and white-water 
kayaking, whose devotees pursue their par- 
ticular blisson trails, mountains and rivers. 

The country's under-staffed and under- 
financed system for protecting the wild is 
hard-pressed to cope with the rush. In 
Washington state a system of permits is 
planned that could cut by half the number 
of hikers in the popular Alpine Lakes area. 
Access to Mount Rainier National Park and 
the granite-trimmed Enchantment Lakes, 
both in Washington state, is already ra- 
tioned. Minnesota's canoe-crowded rivers 
and the cliffs of California's Yosemite Na- 
tional Park face a similar prospect. 

Some of the people who used to sup- 
port the Forest Service's efforts to protect 
the wild have now changed their minds, 
complaining of pettifogging rule-making. 
Others are not so sure. Darrell Knuffke, a 
vice-president of the Wilderness Society in 
Washington, pc, thinks that if the Service 
itself declines to use power tools for main- 
taining trails, there is no reason why climb- 
ers should claim to be different. 

It is, in some ways, an insoluble prob- 
lem. Everybody agrees that the wilderness 
should be kept as pure as possible. But any 
human presence changes it, and there are 
vastly more humans around the place than 
there used to be. Nearly 200 years after 
Lewis and Clark journeyed westward into 
land no European had ever seen, their mul- 
titudinous successors argue like Talmudic 
scholars over how best to defend what little 
wilderness is left. Ah, civilisation. 
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The pro-life killers The terrorism and intimidation are | 


WASHINGTON, DC 


HIS week, on an Internet web site that 

describes itselfas “Christian” and lists 
Americans “working in the baby slaugh- 
ter business”, there is a black line running 
through the name of Barnett Slepian. 
Among the dozens listed, another seven 
names are also crossed out, indicating 
that they—like Dr Slepian—have been 
killed for performing or helping with 
abortions, or for protecting those in- 
volved. Another sign marks those who 
have merely been wounded. 

Whether there is a direct 
connection with Dr 
Slepian’s fate is beside the 
point, “pro-choice” Ameri- 
cans argue: such Internet 
ravings are bound to en- 
courage the extremists 
among their “pro-life”, anti- 
abortion opponents. In 
1997, according to the Femi- 
nist Majority Foundation, a 
pro-choice group, almost a 
quarter of America’s 900- 
odd abortion clinics re- 
ported attacks. In January a 
security guard was killed 
and a nurse injured when a 
clinic in Birmingham, Ala- 





Maryland's campaign 
Duller than Gore 


CHEVY CHASE 


OW is it that the voters of Maryland, 
arguably the country's most Demo- 
cratic state (registered Democrats outnum- 
ber Republicans two to one), may be about 
to topple Parris Glendening, the incum- 
bent Democratic governor, and elect in his 
place Ellen Sauerbrey, a conservative, tax- 
cutting Republican? According to one 
Democrat, sipping his mineral water at à 
Chevy Chase fund-raiser, the answer is sim- 
ple: "He's a cold fish." 

Certainly an awkward, socially gauche 
one. Hence the attempt at self-deprecating 
humour as he asks Vice-President Al Gore 
to speak on his behalf: *I personally find 
you very entertaining. From my perspec- 
tive you are very charismatic.” Indeed so. 
Mr Gore may be famously wooden (though 
on this occasion he was quite animated), 
but the 56-year-old Mr Glendening is posi- 
tively robotic. The contrast with his lieuten- 
ant-governor, Kathleen Kennedy Towns- 
end, is not just in background but in style. 
He is the uptight college professor, risen 
from dirt-poor origins; she is the daughter 
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bama, was bombed (allegedly by the same 
man whose bomb at the 1996 Atlanta 
Olympics killed one visitor and injured 
scores more). Dr Slepian, a gynaecologist 
who also carried out abortions at a clinic 
in Amherst, New York, was killed on Oc- 
tober 23rd by a snipers bullet fired 
through his kitchen window. In the past 
five years there have been four similar at- 
tacks—none fatal—in the same region 
along the border with Canada. 





A service he did not advertise 
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of Bobby Kennedy, and has the smile and 
glamour that go with the family name. 

But being an awkward, blushing per- 
former cannot be the only reason for Mr 
Glendening's troubles (the polls are 
agonisingly close). Another Democrat com- 
ments that the governor “has managed to 
alienate almost everyone in his base at least 
once.” Two years ago, for example, Kurt 
Schmoke, the black mayor of Baltimore, 
anxious to increase his city's revenues, 
thought he had the governor's support for 
the introduction of slot-machine gam- 
bling; instead, Mr Glendening has reso- 
lutely opposed gambling. Mr Schmoke's 
endorsement of the governor has been both 
late and lukewarm. And Maryland's blacks, 
a quarter of the electorate, are unimpressed 
by the governor's decision—subsequently 
reversed—to shun the scandal-tarnished 
President Clinton. 

All of which helps the sustained on- 
slaught by 61-year-old Mrs Sauerbrey, a 
steelworkers daughter who was a school- 
teacher before becoming a politician and 
who lost the governor's election in 1994 by 
a disputed handful of votes. In a battle of rv 
advertisements marked by venom on both 
sides, Mrs Sauerbrey notes that the gover- 
nor, on leaving his previous job as a county 
chief executive, awarded himself a gener- 
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having an effect. But so, too, are anti-abor- 
tion activism in the Republican Party and 
distaste across the social and political 
spectrum for late-term or “partial-birth” 
abortions. Last year, 31 states adopted 
laws to limit a woman’s right to an abor- 
tion; and the pro-choice National Abor- 
tion Federation says that 84% of Ameri- 
ca’s counties now have no abortion 
clinics. (Dr Slepian’s killing leaves only 
two doctors in the Buffalo area willing to 
provide abortions.) 

But will the “pro-life” lobby, by fair 
means or foul, achieve the ultimate goal 
of reversing the decision by 
the Supreme Court that 25 
years ago legalised abortion? 
It seems unlikely. Although 
(not least because of better 
contraception) the number 
of abortions is dropping, 
from 1.6m a year in the late 
1980s to 1.4m in 1996, some 
54% of Americans believe 
abortion should in most 
cases remain legal. No won- 
der the Republican leader- 
ship, anxious not to alienate 
women voters, has so far re- 
fused calls to deny money to 
those Republican  politi- 
cians who still support late- | 
term abortions. | 





ous pension, since relinquished; that he au- 
thorised public money to provide a sta- 
dium for the Baltimore Ravens football 
team; that he encourages campaign con- 
tributions from companies in return for 
state-subsidised loans; and that Maryland, 
for all the nation’s booming economy, lags 
behind business-friendly Virginia. 

The governor's reply? He accuses Mrs 
Sauerbrey of being “the gun lobby’s candi- 
date”, whereas he has introduced “the 
toughest gun laws in the nation”; of being 
in hock to the gambling industry; and of 
“siding with polluters”. He refers to her 
vote against a 1992 civil-rights bill, an im- 
plication of racism that Mrs Sauerbrey an- 
grily rejects as “a great, great hurt and a 
great insult”; and he highlights her opposi- 
tion to abortion and his support for “a 
woman's right to choose". 

MrGore asks a sensible question: when 
all the economic indicators are positive(Mr 
Glendening claims to have created 159,000 
jobs in his first term), why should voters 
“be tempted to make a right-wing u-turn”? 
Why, indeed, especially given Maryland's 
Democratic record (the last Republican 
governor was the unlamented Spiro Ag- 
new)? Whatever the answer, it can hardly 
reflect well on Mr Glendening. 
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Mrs Smith confuses Washington 


T HE gurus of social trends keep on about Seattle: it is the capi- 
tal of camping hardware and computer software, of chic cof 
fee and anti-chic grunge. But this corner of America sets political 
trends almost as frequently as social ones. The state of Washing- 
ton, which Seattle.dominates, boasts the nation’s first governor 
of Asian ancestry. Its voters lead the country in sending women 
to the state legislature. And its elections offer the clearest illustra- 
tion in America of the forces corroding party politics. 

One most striking agent of this corrosion is Linda Smith, a 
small, fierce congresswoman who is now running for the Senate. 
Mrs Smith comes from a union family, and toes the union line 
on trade agreements: she is against them, even though Washing- 
ton’s big companies (notably 
Boeing and Microsoft) depend on 
exports. Mrs. Smith, “moreover, 
refuses on principle to. accept 
money from corporate: political 
action committees, declaring that 
she prefers to represent the little 
guy; she seldom misses a chance 
to denounce government. subsi- 
dies to industry as “corporate wel- 
fare". She is especially hostile to 
the tobacco lobby; she is a pas- 
sionate human-rights cam- 
paigner; she is a critic of Newt 
Gingrich. In sum, she sounds a 
perfect Democrat. And yet she is 
Republican. 

For the moment, anyway: how 
long is anybody's guess. Until 15 
years ago she was indeed a Demo- 
crat. But she is not only against big 
business; she is against gun-con- 
trol and abortion rights, against 
taxes and regulation and govern- 
ment in general, and so in.1983 she became a Republican in- 
stead. Since then her party affiliation has not prevented her from 
befriending Ross Perot, who invited her in 1996 to be his presi- 
dential running mate; and some speculate that Mrs Smith may 
one day grow contemptuous of Republicans and split from 
them. 

But the truth is that she already displays a contempt for her 
party more profound than that of any splitter. She believes she 
can mock its leadership and many of its policies, and remain 
part of it all the same. Mrs Smith is not shy about her anti-Repub- 
lican opinions; on the contrary, she preens. One of her tv ads 
boasts that she has voted against her fellow Republicans in Con- 
gress; another attacks her opponent, Senator Patty Murray, as a 
slavish follower ofher party’s line. “The party should not control 
you,” she says, eyes burning. 

It is not just Mrs Smith's policies that clash with her party; 
her tactics do too. Republican bigwigs did not want her to run 
for the Senate, and they encouraged a pro-business free-trader to 
have a go. Mrs Smith ran anyway, not only despite the party hi- 
erarchy but actually against it. She called Senator Mitch 
McConnell, chairman of the Republican senatorial committee, 
"one belligerent person who likes the laundering of money" 
When Mr McConnell withheld campaign cash, Mrs Smith 
turned this snub into a rallying cry for the network of supporters 
she calls "Linda's army". “Nobody’s senator but yours", runs the 
Smith campaign slogan. If she wins, it goes without saying that 





she will not be the Republican Party's senator: a substantial 
chunk of Linda's army consists of Democrats. 

Mrs Smith is extreme, admittedly. But a milder version ofher 
anti-party politics infuses Washington’s other election cam- 
paigns. In.the state’s hottest congressional race, for example, Jay 
Inslee is running as a Democrat who is determined not to be 
associated with the policies of fellow Democrats in Congress. 
Rick White, the Republican, is equally determined to distance 
himself from the Gingrichite politics that he once espoused. 
Candidates all over the state sense that party labels are a burden. 
The culture of the countryside is set by outdoorsmen-individual- 
ists; the culture of the suburbs is set by cyber-individualists; 
around two-fifths of the state’s vot- 
ers describe themselves as “inde- 
pendent” rather than Republicans 
or Democrats. 

Is Washington's anti-party 
politics going to spread across the 
country? In one sense, it spread 
long ago: party affiliation in 
America has always been looser 
than in other democracies. Yet 
something new is stirring. Few 
other states (with the notable ex- 
ception of Maine, see page 37) 
have as many self-proclaimed in- 
dependent voters as Washington 
has, but many are seeing the share 
of independents increase. 

The rise of television encour- 
ages voters to focus on candidates 
rather than on their parties; the 
rise of lobbies encourages a focus 
on single issues rather than multi- 
issue party manifestos; the rise of 
referendums reinforces this sin- 
gle-issue trend. For all these reasons, the relevance of party is 
fading, and Linda Smith and her army may represent the shape 
of politics to come. 

And yet it is not certain. For one thing, Mrs Smith may lose 
her election (the betting is cautiously against her). If this hap- 
pens, Republican bigwigs may crow that running against your 
own party is a sure route to defeat. For another, there is a differ- 
ence between anti-party campaigning and anti-party behaviour 
once in office. Washington's candidates have long cast them- 
selves as independents. But David Olson, a political scientist at 
the University of Washington, reckons that party affiliation is 
the single greatest determinant of how the state's legislators vote 
on bills that come before them. Anti-party rhetoric is rather like 
the coffee fad in Washington: everyone drinks what looks like 
strong stuff, but it is often decaffeinated. 

In the end, the struggle between party and anti-party will 
doubtless come down to money. In the absence of campaign- 
finance reform, national party committees will be able to raise 
ever-larger pots of unregulated "soft" money, and use these to 
buy candidates' respect. By announcing a monster ad campaign 
this week to remind voters about Monica Lewinsky, the Republi- 
can Party has assured that it will break all past spending records 
during this campaign. All of which lends Mrs Smith's attack on 
the “money-laundering” Republican leadershipa truly national 
significance. The real fight in Washington is not Smith v Murray. 
It is Smithy McConnell. 
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THE AMERICAS 


Peace in the Andes 


QUITO AND LIMA 


In 1978, Argentina and Chile, both under military rule, almost went to war 
_ over their far-southern frontier. Since then, elected governments have settled 
all but one of their many territorial disagreements. In 1982 Argentina’s junta 

_ invaded the British Falkland Islands. In London this week, Carlos Menem, 


while maintaining Argentina's claim to them, reaffirmed its renunciation of | 


force to that end. In 1995 Peru and Ecuador fought—briefly, but not for the first 
time—over their border. This week they signed an accord to ensure it was the 
lasttime. It may prove historic: an end to territorial war in South America? 


66 E HAVE won a peace that we did 
cos V. V nothave" With those words Ecua- 
|. dors president, Jamil Mahuad, who played 
-a large part in winning it, summed up the 
border accord that he and Peru's President 
: Alberto Fujimori signed in the Brazilian 
"capital, Brasilia, on Monday. For all the de- 
. cades of patriotic sentiment and drum- 
< beating—more from the media than the 
 generals—that preceded it, he was right: a 
" piece of almost useless territory will be left 
_ toits wildlife, and two nations long at odds 
over their rival claims to it can get on, as 
neighbours, with things that matter. 
^." Thedealconcernsonlya small length of 
frontier. But much lay behind it. In 1941—to 
- go no further back—the two countries went 
» to war about a huge area east of the Andes. 
-. Thatwas ended by the Rio Protocol of 1942, 
_ guaranteed by the United States, Brazil, Ar- 
.gentinaand Chile. It declared Peru, winner 
of the war, to be owner of the 
“land, The line of the resultant 
frontier was mostly plain, save 
` forsome 80 kilometres (50 miles). 
Over this—and after decades of 
unhappiness in Ecuador, leading 
dt in 1960 to denounce the Rio 
Protocol: itself—shooting broke 
out again in 1981 and 1984, and 
“in early 1995 a minor war. 

Under pressure from the four 
guarantors, the fighting was con- 
fined to the area, small-scale and 
soon ended. But repeated bilat- 
eral talks did not bring a deal. 
Much was settled by july this 
year, but not all. In mid-August, 
almost as Mr Mahuad took office, 
a further bout of shooting looked 
possible. The guarantors flexed 
their muscles, and pushed the ri- 
val presidents—not too unwill- 
ingly--to agree to accept what- 
ever the four put forward. But 
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would the rival legislatures also agree? 

On October 16th, to some surprise, both 
did. A deal was on. The guarantors’ package 
unwrapped last week in essence leaves Peru 
with what it has long claimed and held, 
confirming that the frontier lies along the 
high peaks ofthe Condor range. But it gives 
Ecuador—as private property, not as part of 
its territory—a square kilometre of land in- 
side Peru beyond them, at Tiwintza, where 
Ecuadorean soldiers lie buried after a fierce 
fight in 1995. Each country will set up an 
ecological park alongside the border, where 
police will be allowed, but not soldiers. 
More significant in practical terms, Ecua- 
dor—though not winning the sovereign ac- 
cess it wanted—gets navigation rights on 
the Amazon and its tributaries within Peru, 
and can set up two trading centres there. 

The issue now is whether the deal will 
hold. Probably, but how do the rival publics 











feel about it? Disappointing Ecuador's ter- 
ritorial hopes, the guarantors’ ruling has . 
left many there, including the armed forces, 
in two minds. Yet even disgruntled gener- 
als say they will accept it-A polling firm: 
Market, commissioned by a television sta- 
tion, has found 60% of Ecuadoreans-agree- 
ing that there is no alternative. 

As more about the deal filters through 
to them and voters identify with political 
leaders, positions could polarise, predicts 
Markets director, Blasco Pefiaherrera. 
Younger Ecuadoreans will be more in fa- 
vour than the old, he says; poorer ones, 
whose sons have fought, are more likely ` 
than the well-off, who often evade military |. 
service, to resent the accord. On the south- 
ern coast, especially in Ecuador's largest 
city, Guayaquil, close to Peru and a focus of 
opposition to Mr Mahuad, who is from the 
highlands, nationalist feelings run high. 

Opposition politicians, in 
disarray since losing the recent ` 
elections, have seized on the ac- 
cord as a chance to attack Mr Ma- 
huad. Leaders of the Social Chris- 
tian Party have called for rejec- 
tion of the “humiliating” offer of 
Tiwintza. A former national pres- 
ident, Rodrigo Borja, has labelled 
the deal a “dismemberment” of 
Ecuadorean territory. 

Back from signing the agree- 
ment, Mr Mahuad urged Con- 
gress not to lose the “lucidity” 
with which it had so far sup- 
ported the pursuit of peace. The 
politicians, too often guided by 
party or private interest, had in- 
deed shown a new maturity in 
voting to accept the guarantors’ 
decisions in advance. Now they 
have to show the same maturity 
in accepting consequent treaties 
with Peru that will bring both 

























45 


THE AMERICAS 


countries the real dividends of peace. 

These will cover confidence-building, 
Amazonian trade and border integration. 
The two countries’ trade is modest, but it 
could quickly treble, say businessmen. A 
potential $3 billion of investment, backed 
by the World Bank and the Inter-American 
Development Bank (it had already pledged 
$500m), could reach neglected border re- 
gions over the next ten years. Cross-border 
electricity and oil links could be built. 

Mr Mahuad deserves his countrymen's 
thanks for this deal. Yet to get its political 
rewards, he needs its economic dividends: 
it is not popular, albeit vocal opposition 
has not been great. With the diplomacy be- 
hind him—it has occupied much of his at- 
tention since he took office—he now has a 
weak economy and huge social problems 
to tackle. Born in a border province, and al- 
most beaten to the presidency by a candi- 
date from the coast, he knows he cannot ne- 
glect these regions. And they are not alone. 


Happy Fujimori, less happy his voters 
With the frontier to be fixed essentially 
where Peru has long said it lies, the fact of a 
settlement is the big gain for most Peruvi- 
ans. "We have crossed the threshold from 
an uncertain past to a foreseeable future,” a 
radiant President Fujimori said at the sign- 
ing of the accord in Brazil, whose President 
Fernando Henrique Cardoso had worked 
tirelessly to bring it about. "The phantom 
of war has withdrawn, never to return." 

Resolving the border conflict has long 
been one of Peru's national objectives. Even 
so, many Peruvians are asking whether it 
was necessary to make even the limited 
concessions—notably, over Tiwintza—to 
achieve it. They were told after the 1995 war 
that every bit of territory taken by Ecuador's 
troops, as Tiwintza was, had been recov- 
ered. Why give it back, even as mere real es- 
tate? A poll in Lima a day after the accord 
was announced showed 82% disapproval 
of that, and 66% against the role of the four 
guarantor countries. 

Eduardo Ferrero, who resigned as for- 
eign minister on October 2nd, last week 
said he had done so because of the risk, due 
to “presidential diplomacy”, that the land 
might be handed to Ecuador. There was no 
need, he said: the guarantors had made 
plenty of other concessions to Ecuador. But 
an earlier holder of his post, Francisco Tu- 
dela, for months last year a hostage of guer- 
rillas holding the Japanese ambassador's 
residence, called the concession “symbolic 
and generous” and said he himself would 
readily have signed the accord. 

Also disputed, especially by residents of 
the Amazon region, are the concessions to 
Ecuador of navigation rights and land fa- 
cilities for business there. Though far from 
the area in dispute, the town of Iquitos saw 
riots a day after details of the deal were an- 
nounced; five people died, dozens were in- 
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jured and hundreds arrested. Such conces- 
sions were laid down in the Rio Protocol; 
but these are too generous, say critics. 

Yet these links, and many more that 
should follow the deal, will benefit both 
countries. So too should the cuts in military 
budgets that ought, logically, to come. Peru, 
notably, has spent a good deal recently on 
warplanes. Not that the top brass are keen: 
Ecuador's were quick to deny that “anyone 
is going to think of slimming the armed 
forces” or their budget. Yet neither country 
now faces any external threat; and Ecuador, 
unlike Peru, faces no guerrillas either. South 
America may, for the foreseeable future, in 
1995 have seen its last war over territorial 
claims. It still has some wars to fight be- 
tween civil needs and military desire. 





The Pinochet 
backlash 


SANTIAGO 


NE card that the Chilean government 
still has up its sleeve to resolve the di- 
lemma of Augusto Pinochet’s London ar- 
rest (see page 70), is a plea for his release on 
compassionate grounds. The old, ailing ex- 
dictator may or may not deserve mercy. But 
Chile's hope of healing the wounds left by 
his regime now, increasingly, looks in need 
of some compassionate care itself. 

Soon after Chile's return to democracy 
in 1990, a truth commission of lawyers 
from across the political spectrum revealed 
that 2,000 people had died at the hands of 
General Pinochet's security forces, while 
900 had disappeared in detention. But a 
1978 amnesty installed by his regime, and 





accepted by its successors, protected all but 
a handful of suspects from prosecution. 
The commission also left some big ques- 
tions unanswered, not least the truth about 
just what had happened to the “disap- 
peared”. Their families mostly still do not 
know even where the victims were buried. 

Today, government politicians lament 
that the general and those close to him have 
never recognised, let alone apologised for, 
the crimes of his regime. Many on the left 
are delighted at his arrest and hope he will 
stand trial. Nor are they alone: an opinion 
poll just before his arrest found almost two- 
thirds of Chileans wanting the truth about 
these crimes made known and those re- 
sponsible tried. But this is now only one 
side of an equation that could pit truth and 
justice against social peace: as the affair 
drags on, the cost of digging into past 
wrongs is becoming increasingly apparent. 

Angry street demonstrations, mostly by 
Pinochet supporters, and the reappearance 
of violent right-wing groups that most Chil- 
eans thought long dead, are just some of the 
signs that the slow process of national 
reconciliation is at risk. On Tuesday, the 
leaders of the two main right-wing opposi- 
tion parties heightened the tension, declar- 
ing that the time had come for action, not 
words, to obtain the general's release. As 
soon as he was arrested, opposition sena- 
tors announced that they would boycott sit- 
tings until he was free. Now both parties are 
summoning their congressmen, mayors 
and local councillors from all over the 
country to Santiago, apparently as the first 
step in a plan to bring Congress and local 
government to a standstill. 

The right-wing parties have also pulled 
back from earlier declarations of support 
for official efforts to obtain General Pino- 
chet's release: not enough, they now say, de- 
manding that President Eduardo Frei send 
a delegation headed by Chile's foreign min- 
ister to London. 

While lawyers argue there—this week's 
court decision in his favour is subject to ap- 
peal—Britain is in the right wing’s dog- 
house. “English pirates, give us back our 
Pinochet!” chanted a rally of 45,000 on Oc- 
tober 24th, in a well-off district of Santiago. 
Nor were the demonstrators interested in 
minutiae. British courts, British govern- 
ment, what's the difference? And when one 
speaker urged them to distinguish between 
Britain’s people and its ruling Labour Party, 
many in his well-dressed audience booed. 

Britain will not suffer much, maybe. But 
what about Chile? Its armed forces have 
publicly backed the government—against 
both the arrest in London and any idea of 
disloyalty at home. But social rifts are grow- 
ing—and with them, in a few short days, the 
risk to Chiles hard-won international 
reputation as a moderate and calm, solid 
and stable, democratic country. 
ee SS 
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Brazil 


Mixed news 
for Cardoso 


SAO PAULO 


OT great for President Fernando Hen- 
rique Cardoso, but not as bad as it 
might have been. That was the outcome of 
the run-offelections for governorships in 13 
of Brazil's states on October 25th. Three 
weeks earlier, Mr Cardoso had won a sec- 
ond term with a mandate to take urgent but 
unpopular steps to cut the country's fiscal 
deficit and stave off financial crisis. Ques- 
tion: would the new governors be ones who 
would help or hinder in that task? 

Of four leading states, Sao Paulo, Bra- 
zil's richest and most populous, gave Mr 
Cardoso and his Brazilian Social Demo- 
cratic Party (PSDB) a clear victory, by return- 
ing Mario Covas, the incumbent governor. 
In Minas Gerais the PSDB incumbent lost to 
Itamar Franco, an ex-president whose cen- 
trist party backs the government but who 
has personal grievances against Mr Cardo- 
so. Rio de Janeiro elected a bland former 
radio presenter, an opponent, but one who 
will offer little threat. The left-wing Work- 
ers’ Party, however, scored a notable gain by 
narrowly winning Rio Grande do Sul. 

Governors—they too, for the first time, 
eligible this year for an immediate second 
term—control around a third of total pub- 
lic spending, and wield much influence 
over their state’s delegations in the federal 
Congress. But, despite the national weight 
of the office, the voters’ choice usually turns 
on local matters. Only in Sao Paulo was fis- 
cal policy an explicit campaign issue. 

Mr Covas took over a near-bankrupt 
state four years ago. He balanced its books 
by firing 124,000 civil servants, and surren- 
dering its development bank to the federal 
government for privatisation. His defeated 
opponent, Paulo Maluf, a former governor 
of the state and twice mayor of its capital 
city, has built his career on spendthrift pub- 
lic works, and had promised to use tax 
breaks to stop firms leaving the state. He 
had also threatened to reverse his earlier 
support for Mr Cardoso’s fiscal plans. 

Only two months ago, Mr Covas looked 
doomed: opinion polls put him in fourth 
place. He only just squeaked into the run- 
off. Yet in the end he won by 55% to 45%. For 
Mr Maluf, this defeat probably spells the 
end of long-held presidential ambitions. 
Some analysts fear he may now try to turn 
his conservative party against Mr Cardoso. 
Maybe, but not from a mighty power base. 

Mr Franco may pose a bigger problem. 
As Brazil's caretaker president in 1992-94, 
he backed the inflation-beating (and elec- 
tion-winning) plan drawn up by MrCardo- 
soas his finance minister, and he has subse- 
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quently felt spurned. Mr Maluf's people 
can probably be bought off with political 
favours; Mr Franco, a bit of a spoiler, may 
resist any efforts at rapprochement. 

That matters because the structural re- 
forms of public finances to which Mr Car- 
doso is committed require state governors 
not just to accept curbs on their own spend- 
ing, but to back a tax reform meant to give 
the federal government more control over 
revenues (see page 83). Governors rarely 
prosper by outright defiance of the centre. 
But Mr Cardoso’s austerity goals will de- 
mand an unusual degree of co-operation 
from them. Now it is up to the president to 
make his own mandate count. 





Canada 
From local pillars 
to National Post 


MONTREAL 


Mc Canadian newspapers have a 
tradition of being eager to please, 
loth to offend, parochial and unlikely to in- 
timidate intellectually. By those standards, 
Conrad Black, Canada’s only real newspa- 
per tycoon, is most unCanadian. A man of 
extreme ambitions and opinions, he revels 
in being polysyllabic and provocative. 
From nine printing plants, on October 
27th he launched a new newspaper, the 
National Post. It is the boldest newspaper 
venture in Canadian history—and a con- 
troversial one, not just among his rivals. 
Mr Black hopes his new broadsheet will 
"stimulate a slightly higher level of debate 
of public affairs". Few reject that aim, or the 
idea of a new national daily. But is “stimu- 
late" all he means? He already dominates 
the newspaper industry, owning many re- 
gional and local papers (and others in the 
United States, the conservative Daily Tele- 
graph in Britain—his main home—and the 
Jerusalem Post). He readily says that his at- 
traction to newspapers stems as much from 
their capacity to influence as from their 
profit margins. And he neither hides his 
stridently right-wing politics nor is shy of 
using his papers to promote them. Critics 
fear the new paper will give him yet an- 
other tool to shape the national discourse. 
His empire has mushroomed recently. 
Though it began with a small weekly in ru- 
ral Quebec in the mid-1960s, for most of 30 
years he concentrated on other businesses 
in Canada and, later, on newspapers out- 
side it. But in 1996 he won control of 
Southam, Canada's largest chain, known 
for its loose management and its flabby, 
middle-ofthe-road, publications. He tight- 
ened the reins, squeezed out more profits— 
and, usually, turned his new papers to the 
right. There was the occasional outcry when 
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I’m Black and I have views for you 


he wrote long-winded pieces in them vilify- 
ing, for example, the state broadcasting 
agency. But even ideological foes concede 
that the papers quality improved. 

Having bought several titles from Cana- 
da's other big chain, Thomson Newspa- 
pers, Mr Black now controls more than half 
the country's 105 dailies, including the 
main ones in nearly all its big cities—except 
the biggest, Toronto. There, with target sales 
of 325,000, the National Post will chal- 
lenge the Globe and Mail. Not before time: 
the prospect of competition has spurred 
what was once known as the great grey lady 
of Canadian journalism to adopt colour 
and many other innovations. 

Mr Black denies his new paper will reli- 
giously mouth his views. Bad business, he 
says: the way to run a paper is to hire the 
right people and then leave them alone. 
And though his new Post's staff includes a 
large quota of neo-conservatives and young 
fogeys, not least its editor, one columnist is 
a leftish business writer, a woman, whom 
Mr Black once suggested should be “horse- 
whipped”. Yet there are degrees of leaving 
alone. When last week his Montreal Ga- 
zette endorsed the arrest of General Pino- 
chet, Mr Black was swiftly on the phone. 
The Gazette soon printed an editorial from 
the London Daily Telegraph saying the re- 
verse, and a column rebuking itself from 
Mr Black's journalist wife. 

The first issues of the National Post 
both denounced the Pinochet arrest and 
heavily plugged some of Mr Black’s pet 
ideas, such as the merger of Canada’s Con- 
servative and Reform parties into a united 
right. Critics were soon abuzz. “If he pro- 
vokes any debate,” claimed one vocal oppo- 
nent, James Winter, a professor of commu- 
nications, “it will be between the extreme 
right and the neanderthal right.” 
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( p n highly liquid capital markets and shorter business life-cycles are con- 
verging to create both opportunities and risks for companies of all sizes, In this 
environment, innovative financial management capabilities can provide that vital 

















competitive edge that separates a winning company from the rest of the pack. 


To help CFOs, Finance Directors and 
other senior executives like you under- 
stand how leading companies are 
transforming their finance organisa- 
tions into trusted business partners of 
the entire enterprise, the Economist 
Intelligence Unit has recently published 
Excellence in finance: Transforming 
the business. Written in co-operation 
with Arthur Andersen, this report out- 
lines how some of the world's most suc- 
cessful companies have transformed 
their finance groups into a powerful 
strategic weapon that enables their 
companies to prosper in the face of 
rapid and unpredictable change. 


Transform your finance 
group into a competitive 
advantage 


The findings in the report are based 
on insights gathered from a global 
survey of more than 200 multina- 
tional companies and over 75 personal 
interviews with CFOs and Finance 
Directors in the Americas, Europe and 
Asia. Research was conducted under 
the close guidance of our 30-member 
advisory committee (a group of senior 
finance executives who gathered in 
Europe and the US to discuss our find- 
ings). The report outlines how the 
finance organisation can significantly 
affect: 


mStrategy development—how high- 
performing finance can become an 
integral part in strategic decisions 

s Customer value—how leading CFOs 
are spending more time in the field 
to gauge what factors drive revenue 


growth so that finance can do a 
better job of monitoring that growth 


m Operating excellence—how excel- 
lent finance groups combine the 
resources of the firm, including R&D, 
manufacturing, marketing and distri- 
bution, to create value 


Financial management practices— 
how the most successful finance 
groups regularly and rigorously 
analyse the interrelationships among 
business processes to drive effective 
decision-making 


u Resource allocation—how CFOs are 
investing in people skills, analytical 
tools and information management 
systems that will create strategically 
relevant capabilities 


Learn from these case studies 


General Electric e Dell Computer e Enron 
» Colgate-Palmolive e Bank of Montreal 
e adidas-Salomon e Fidelity Investments 
e Guilford Mills ə Capital One Financial 
» Cathay Pacific Airways «Cochlear e Pfizer 
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In the wake of Wye 


JERUSALEM 


The Israelis, and Palestinians, who feel that their leaders let them down by 
signing the Wye deal, express their bitterness. First, from Israel 


MINOUS cries of “Bibi—traitor!” 
heard at demonstrations in Israel this 

week, have rightly rattled the Shin Bet secu- 
rity service. November 4th will mark the 
third anniversary of the assassination of 
Yitzhak Rabin, who was killed for launch- 
ing the peace process between Israel and 
the Palestinians. Now Binyamin Netanya- 
hu, reluctantly and after two-and-a-half 
years of feints and delays, has endorsed the 
principle of land-for-peace that un- 
derlies the Oslo peace process. “He 
is my partner now,” said Yasser 
Arafat on October 24th, “like Yit- 
zhak Rabin and Shimon Peres.” 

The stormy outpourings of the 
far right illustrate the change that 
the prime minister has wrought in 
Israel's political alignments. The 
terms right and left had long 
ceased to distinguish adequately 
between the populist Likud and 
the largely middle-class Labour 
Party. Now the overworked or- 
nithology of hawk and dove may 
have to be discarded too. To the set- 
tlers and their political hinterland, 
Mr Netanyahu has become more 
contemptible than the most coo- 
ing dove. “I'd rather have Ehud Ba- 
rak,” says Yisrael Harel, a settler 
ideologue, referring to Labour's 
leader. “At least he talks straight.” 

In fact, Mr Barak is finding it 
difficult to talk straight. He is torn 
between Labour's support for the 
Wye memorandum, which Mr Net- 
anyahu and Mr Arafat signed on 
October 23rd, and the party's temp- 
tation to make common cause with hard- 
line coalition renegades in order to topple 
the government. The polls show unam- 
biguous public backing for the accord. So 
Mr Barak is offering a safety-net for the gov- 
ernment in the Knesset during the three- 
month implementation period. But, con- 
fusingly, he still insists that Mr Netanyahu 
isa national disaster and must go. 

Mr Netanyahu is plainly uncomfort- 
able, personally and politically, with the 
new, centrist profile that the Wye agree- 
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gues that he is the far right’s best option: La- 





ment has conferred on him. Although he 
needs middle-of-the-road support ifhe is to 
retain the prime ministership, he cannot 
afford to lose too much of the far right. The 
settlers and the Hasidic Lubavitch sect were 
his most ardent campaigners in the 1996 
election. Now they are planning to put upa 
candidate of their own from among the co- 
alition defectors. The prime minister ar- 


bour would have ceded far more than the 
13.1% of the West Bank that he signed away 
at Wye. But the disillusionment of true be- 
lievers—many on the far right are religious 
extremists—is not necessarily susceptible to 
the logic of political expediency. 

In his effort to woo back would-be de- 
fectors, Mr Netanyahu is ducking and 
weaving for all he is worth. He postponed a 
scheduled cabinet meeting on October 
29th that was to have debated the Wye 
memorandum, on the ground that the Pal- 





estinians had not yet conveyed to the Amer- 
icans their “security work plan” to fight ter- 
rorism (under the terms of the memoran- 
dum, they have until next week to do so). 
There is no definitive map, yet, of the pro- 
posed Israeli withdrawals because Mr Net- 
anyahu still wants to haggle with the set- 
tlers over the precise lines. 

But President Bill Clinton’s long days 
and nights at Wye produced a detailed im- 
plementation programme that the two 
sides will be hard put to wriggle out of. 
Above all, the agreement provides for the 
intimate and intrusive involvement of the 
CIA in monitoring action against terrorism. 
An American-Palestinian committee will 
meet every two weeks “to review the steps 
being taken to eliminate terrorist cells”. In 
addition, a trilateral high-ranking commit- 
tee will meet “not less than bi-weekly to as- 
sess current threats, deal with any impedi- 
ments to effective security co- 
operation and co-ordination and 
address the steps being taken to 
combat terror”. 

This makes America rather 
than Israel the arbiter of what con- 
Stitutes a terrorist threat and what 
measures are effective to counter it. 
The Palestinians will need to con- 
vince American agents on the 
ground that they are keeping Is- 
lamic fundamentalist groups un- 
der tight control, despite the politi- 
cal discomfort this will cause Mr 
Arafat Similarly, America "has 
agreed to assist" the Palestinians in 
confiscating illegal weapons; a tri- 
lateral committee will monitor 
"cases of possible incitement"; and 
America will be “briefed” on 
which Palestinian policemen will 
serve in the Palestinian force. 

MrClinton also used the device 
of direct American involvement to 
break an impasse over Mr Netan- 
yahu's demand that the Palestine 
National Council, the unwieldy 
parliament-in-exile, should for- 
mally revoke clauses in the 1964 
Palestine National Covenant that call for 
Israel's destruction. Members of the PNC 
are to be invited to a grand assembly in 
Gaza, midway through the implementa- 
tion period, where they will be addressed 
by Mr Clinton and “reaffirm their support 
for the peace process” and for various previ- 
ous pronouncements nullifying the offen- 
sive clauses. It is not exactly what Mr Netan- 
yahu had wanted, but he apparently could 
not reject Mr Clinton’s offer to make good, 
with his presence at the convocation, for 
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the constitutional imperfections in the pro- 
cedure. Mr Arafat was reluctant to pledge a 
formal revocation by the PNC, lest he failed 
to get the needed two-thirds majority. 

On another sticking-point at Wye, the 
size of the third “further redeployment” 
prescribed by the Oslo agreement, Mr Clin- 
ton and his team seem to have let the two 
sides agree to differ. The Wye withdrawal 
comprises the first and second “further re- 
deployments” and, ifor when they are com- 
pleted, the Palestinian Authority will be in 
civilian or military control of some 40% of 
the West Bank. The question of the third re- 
deployment is to be passed to a committee. 
Mr Netanyahu says that the cabinet, when 
it eventually meets to ratify the memoran- 
dum, will pass a resolution limiting the 
third redeployment to just 1% of the terri- 
tory. The Palestinians reject that out of 
hand, which, under the wording of Wye, 
they are entitled to do. 

If, in the weeks ahead, Mr Netanyahu 
loses the political will that led him to sign 
the Wye document, he will find plenty of 
pretexts to stop implementation. Several 
people have already died from terrorism, 
and there will be more. The reaction of the 
three signatories—Mr Clinton signed as a 
witness—will determine whether they 
meant what they signed. 





Palestinians 
Early warning 


BETHLEHEM 


LTHOUGH Binyamin Netanyahu has 
suggested that Yasser Arafat is being 
dilatory in preparing his security “work 
plan”, Palestinians have had early warning 
of the strength of their leader’s determina- 
tion to enforce the new security measures. 
The first signal came on October 25th, 
two days after the accord was signed, when 
Palestinian policemen opened fire at activ- 
ists from Mr Arafat's own Fatah party after 
an operation to seize unlicensed weap- 
ons—as stipulated in the accord—from 
Fatah headquarters in Ramallah. A school- 
boy, Wasim Tarifi, was killed. A military 
court swiftly sentenced four intelligence of- 
ficers to prison for storming the Fatah of- 
fice; whoever shot Wasim has not yet been 
identified. But Ramallah’s streets, with 
burning tyres, closed shops and high 
passions, already bring back memories of 
the intifada, the uprising against Israel. 
Another signal came on October 27th, 
when the Palestinian security forces swiftly 
arrested two men who, they said, had con- 
fessed to killing an Israeli settler in Hebron 
the day before. The Israeli police have so far 
net been able to find and arrest the man 
suspected of battering an elderly Palestin- 
ian to death near an Israeli settlement in 
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the Nablus area. Another Palestinian was 
stabbed to death in a religious area of West 
Jerusalem at about the same time. 

On October 29th there was a poten- 
tially horrific incident: a suicide-bomb at- 
tack on an Israeli school bus in the Gaza 
strip. None of the children was hurt but an 
Israeli soldier was killed. Hamas is said to 
have been responsible. 

Mr Arafat has moved quickly in ban- 
ning incitement to violence. On October 
23rd, the day the Wye agreement was 
signed, Palestinian security forces in Gaza 
briefly arrested ten Palestinian journalists 
and an American correspondent for News- 
week who had been trying to get the reac- 
tion of Sheikh Ahmed Yassin, Hamas's spir- 
itual leader, to the deal. They were told that 
henceforth they needed permission from 
the Palestinian Authority (PA) to cover 
events dealing with politics and security. 

A Jerusalem-based human-rights group 
accused the PA of "refusing to give the po- 
litical opposition the chance to express 
their opinion on the agreement". This, it 
seems, is the PA's intention. Sheikh Hamed 
Bitawi,a prominent cleric employed by the 
PA's Islamic Affairs Ministry, was arrested 
after he had criticised the deal as an "act of 
treason" on a Qatari satellite station. 

Under the Wye accord, the two sides 
have agreed to take legal measures “to pre- 
vent incitement against each other by any 
organisations, groups or individuals with- 
in their jurisdiction." At the signing cere- 
mony, Mr Arafat promised Mr Netanyahu 
that "your security is our security". But Pal- 
estinians doubt that the rules will be ap- 
plied against Israelis in the way they are ap- 
plied against themselves. 

Reciprocity is much on their minds. 
Will Israelis, as well as Palestinians, ac- 
cused of committing "acts of terror" be 
brought to justice? Mr Arafat has agreed to 
arrest 30 Palestinians wanted by Israel for 
terrorism and the cia will monitor their 
continued imprisonment (will they be 


Palestinians, not Israelis, killed this Palestinian boy 





tried or detained without trial?). But Pal- 
estinians recollect that, at the end of Sep- 
tember, an Israeli court released an Israeli 
settler who had been under house arrest for 
killing a 16-year-old Palestinian student. 

In mirrorimage of the anger felt by 
right-wing Israelis, many Palestinians feel 
that Mr Arafat has landed them with a raw 
deal. Of the 3,500 prisoners in Israeli jails, 
only 750 will be released—and new sus- 
pects are still being arrested. The cut in the 
Palestinian security forces will mean laying 
off 12,000 men, with grave impact on their 
tens of thousands of dependants. The safe- 
passage between Gaza and the West Bank 
will, they believe, be vulnerable whenever 
there is a total closure of the territories. In 
the first post-agreement week, Palestinians 
in the street were much inclined to look on 
the black side of things, expecting and pre- 
paring for rough times ahead. 





Morocco 
Back to batons 


RABAT 


RE bad times returning to Morocco? 
When the riot police in Rabat charged 
a rally of jobless graduates outside parlia- 
ment on October 26th, it seemed that this 
could be so. The security forces used their 
batons indiscriminately, injuring 100 men 
and women: graduates, some with head 
wounds, were barred access to hospital. 
Dozens of demonstrators were detained. It 
all recalled the repressive 1980s rather than 
the political liberalisation that King 
Hassan has been ushering in. 

Observers in Rabat are divided on 
whether it is a blip ora turning-point in re- 
form. Until now, the centre-left govern- 
ment that took over last March has been 
praised for laying the foundations ofa civil 
society: a critical press, forbearance to- 
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wards a vibrant opposition, even revela- 
tions about extra-judicial killings. But toler- 
ance, it seems, has its limits. 

It is clear that the order to charge came 
not from the country’s prime minister, 
Abderrahmane Youssoufi, a veteran social- 
ist and human-rights lawyer who lived 
long in exile, but from the powerful interior 
minister, Driss Basri, who has been firmly 
in his post for almost two decades. The two 
are embroiled in a harsh struggle for power 
and, for the moment, it seems that Mr Basri 
has the upper hand. 

For the past month, it has been Mr 
Basri, not the prime minister, who has been 
appearing on television to unveil matters 
of state. When the king and Mr Youssoufi 
were negotiating last March, local govern- 
ment was one of the portfolios the press 
said had been transferred from the Interior 
Ministry to the prime minister. Six months 
on, Morocco has a new team of local gover- 
nors, all of them appointed by Mr Basri. 

Was the baton-charge another chal- 
lenge to Mr Youssoufi's authority? Cer- 
tainly it is an embarrassment. His Socialist 
Union of Popular Forces (Usr») fought last 
autumn's parliamentary election on prom- 
ises to combat Morocco's unemployment, 
not its unemployed, who, even on conser- 
vative estimates, are over 2096 of the work- 
force. Mr Youssoufi promised to create 
200,000 new jobs each year—but 300,000 
young workers enter the job market annu- 
ally. The usrr's influential youth move- 
ment has been warning the prime minister 
that he would be a puppet to the palace so 
long as Mr Basri remained in office. Now 
his credibility has been further dented. 





Basri's baton boys 
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The slums wallop the toffs 


NAIROBI 


LIJAH KANYI is a child from Mat- 

hare, one of the string of 60 slum vil- 
lages on the eastern side of Kenya’s capi- 
tal. A sprawling ghetto of cardboard and 
scrap-metal shacks, Mathare is notorious 
for producing criminals, prostitutes, il- 
licit brews and Arps. Dropping out of 
school, after tussles with an alcoholic fa- 
ther, Elijah tried his hand at selling char- 
coal. His inexorable slide into becoming 
just another bit of bad news from the 
slums was halted by the Mathare Youth 
Sports Association (MYsA). 

Started in 1987 by Bob Munro, a Ca- 
nadian who used to work for the uN, 
MYSA now has 640 soccer teams with 
more than 10,000 boys and girls from the 
slums. It is Africa's largest football league. 
But sport is only part of its work. 

To get into the professional teams, for 
instance, MYSA players are required to 
spend time giving advice to boys and 
girls in the slums on arps-prevention. 
They also have to coach and referee the 
youth teams. A programme called Shoot- 
back trains slum youngsters in photogra- 
phy. Every weekend, 50 mysa teams 
clean up the streets around their homes, 
earning league points asa result. In 1992, 
MYSA won a UN environmental award. 

Most of the mysa league's officials, 
coaches, referees and linesmen are about 
16 years old. A MYsA boys’ team won the 
Norway Cup, the world's largest youth 
soccer contest, in 1995 and 1998. An un- 
der-14 girls' team, called the "Cinderella 
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Wear this and walk proud 


girls” by the local press, won bronze in 
the 1997 Norway Cup. This year they be- 
came Kenya’s women champions. 

In September this year, all Kenya 
woke up to MysA. Its second-division 
professional team, Mathare United, shat- 
tered the myth that nothing good comes 
out of Nairobi's slums by becoming the 
first non-premier-league side in Kenyan 
history to win the annual Moi Golden 
Cup. They will now represent Kenya in 
next year's Africa Cup winners' tourna- 
ment, where the top prize is the highly 
regarded Mandela trophy. Elijah Kanyi, 
their most ardent fan, will try to be there, 
wearing his one smart suit. 








South Africa 


Out of work, out of hope 


JOHANNESBURG 


Unemployment in South Africa has reached disastrous levels which the “jobs 
summit” this Friday is unlikely to lower 


OUR years after democracy came to 

South Africa, the euphoria is spent. The 
African National Congress (ANC) govern- 
ment has brought clean water to the town- 
ships, handed out housing subsidies, laid 
telephone lines. But plastic-shack poverty is 
still widespread. The reason? A third of the 
workforce is out of work. 

This average hides swathes of local mis- 
ery. Among unskilled rural black women, 
for example, formal unemployment is 70%. 
And everywhere it is growing worse. Each 
day, some 1,000 people enter the labour 
market—and the formal sector of the econ- 
omy sheds 200 jobs. The South African Re- 
serve Bank reckons total unemployment is 


rising by one ortwo percentage points each 
year. Unless the economy can grow much 
faster than its current plod of 1-2% a year, 
South Africa will find that its starkest di- 
vide is no longer between black and white, 
but between those in work and those who 
despair of ever legally making a living. 

A presidential “jobs summit” is due to 
be held on October 30th. The government, 
businessmen and the union bosses are to 
meet to thrash out a strategy for putting the 
country back to work. Some nice-sounding 
pledges have already been made. Business 
has offered to provide 1 billion rand 
($175m) over five years to promote tourism, 
a plausible source of new jobs. The govern- 
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ment has promised some modest public 
works and a 1% payroll tax to finance train- 
ing programmes. But so far the agenda in- 
cludes no attempt to overcome or even 
identify the obstacles to job-creation. 

Predictably, many of South Africa’s un- 
employment troubles start from apartheid. 
The old regime led whites to believe there 
would always be a public-sector job for 
them. It stunted black aspirations and abil- 
ities by subjecting them to “bantu educa- 
tion”. South African firms were able to wal- 
low in a captive market; the lifting: of 
sanctions is forcing them to trim or go bust. 

South Africa's labour market, these 
days, is still paralysed by continuing rac- 
ism, powerful unions and restrictive la- 
bour practices. The average white wage is 
still five times the average black one. The 
World Bank calculates that, even af- 
ter allowing for differences in skills 
and experience, whites are paid 
twice as much as blacks. Besides be- 
ing morally ugly, this is inefficient: 
companies that pay a premium for a 
pink skin are unlikely to do well. 

But not all South Africa's troubles 
can be blamed on apartheid. After 
making similar allowances for skills 
and experience, the World Bank 
reckons that union membership in- 
creases a South African worker's 
wages by 25-35%, a much higher dif- 
ferential than is found in other coun- 
tries. According to the Bank, this 
wage-raising effect decreases the to- 
tal number of jobs in the economy 
by about 6.3%. Pay rises have out- 
stripped inflation for the past two 
decades, mainly because the unions, 
which are not just allied to the ruling 
ANC butare actually a part of the gov- 
ernment, rarely shirk a fight. 

From January to September this 
year, 1.85m man-days were lost to strikes— 
the most since 1994, says Andrew Levy, a 
labour consultant. Strikers have burned 
company buildings, harassed customers, 
and attacked "scab" workers. At least 12 
people have died in strike-related violence. 
Investors shudder and stay away. 

Acts passed in 1996 and 1997 make it 
cumbersome and costly to fire workers. 
Limits on working hours, mandatory holi- 
days, and a host of protective laws raise la- 
bour costs by about 20%, according to the 
South African Institute of Race Relations. 
Before long, the Employment Equity Bill, 
passed in August but not yet implemented, 
will force all but the smallest firms to sub- 
mitannual reports to show that they are try- 
ing to make the racial and sexual compo- 
sition of their workforce match that of the 
local population. A lack of suitably skilled 
blacks may be used as an excuse for missing 
targets but, if an employee sues for dis- 
crimination, the burden will fall on the em- 
ployer to prove that he has been fair. The 
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How to get them up and doing? 


law calls for “disproportionate” wage gaps 
between management and staff to be re- 
duced. This, in an economy where skills are 
scarce and labour plentiful, is sure to cause 
jobs to be shed and talent to emigrate. 

Such laws need to be revised, or 
scrapped, with small firms, of which South 
Africa has far too few, exempted from all 
but the most basic requirements in em- 
ployment contracts. If wages were allowed 
to fall, the unskilled could price themselves 
into jobs. Mbhazima “Sam” Shilowa, chief 
of the Congress of South African Trade 
Unions, said recently that it was “a fallacy 
perpetuated by business that [the unem- 
ployed] want any type of job, irrespective of 
wages and other basic conditions." But if he 
were right, there would be no need to legis- 
late for artificially high pay and benefits. 
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Unshackling the labour market will 
not, by itself, be enough. If unemployment 
is to be curbed, South Africans have to be- 
come more enterprising and the unmea- 
sured numbers who somehow scrape a liv- 
ing encouraged into the formal sector. 
None of this will be easy. 


Lessons and loans 


Few black South Africans think of them- 
selves as potential employers. Yet there is 
enterprise amid the adversity. When laws 
restricting the movement of non-whites 
into “white” areas were relaxed in the mid- 
1980s, there was a rush of hawkers on to the 
pavements outside ritzy shopping malls. 
And though their trade is marred by gang- 
sterism, minibus taxi firms run by blacks 
have blossomed since they were first al- 
lowed in the 1980s, and now employ per- 
haps 300,000 people. 

How can this sort of enterprise be en- 
couraged? In the longer term, South Africa’s 
schools have to be improved. Entrepre- 


neurs need to be able to add up. Compared 
with other countries at a similar stage of 
development, South Africa’s education 
budget is generous, but much is squan- 
dered. Over 90% of spending goes on teach- 
ers’ salaries, leaving little for books or 
buildings. A rowdy atmosphere, dating 
back to the 1970s (when disrupting classes 
was a form of political protest), persists to 
this day. South Africa came bottom out of 
41 countries in a recent assessment of profi- 
ciency in science and maths. About 30% of 
adults are functionally illiterate. 

A shorter-term answer is to make it eas- 
ier for would-be entrepreneurs to borrow 
start-up capital. Ordinary banks will not 
lend to them, so some kind of micro-credit 
scheme is needed. The usual model is Ban- 
gladesh’s Grameen Bank, which makes tiny 
loans to village women and relies on 
peer pressure to ensure repayment: 
other people in the village cannot 
have a loan until the first borrower 
repays hers. 

This would not work for the ur- 
ban jobless in South Africa: commu- 
nity ties are too weak. But the Start- 
Up Fund, a charity based in Cape 
Town, has devised a method for 
lending money to the unemployed 
without losing it. Would-be borrow- 
ers must pass through a five-day ba- 
sic business course known as the 
“township MBA”, and put up 100 
rand of their own money as a surety. 
Then they can borrow 300 rand. If 
they repay this on time, they can 
raise ever-larger loans. 

Because borrowers’ business 
plans are not scrutinised, the Start- 
Up Fund’s overheads are low: two 
staff with computers deal with 
15,000 customers. Combined with 
fairly high interest rates (3.25% per 
month), the surety fund covers what few 
bad debts there are, and pays for the town- 
ship MBAS as well. Most borrowers are 
women, who are more likely than men to 
spend their earnings on their children 
rather than on beer. Four-fifths of those 
who pass through the scheme are soon ei- 
ther employed or self-employed. Now that 
the organisation makes a profit, its director, 
Tony Davenport, has started to raise capital 
from investors instead of donors. 

Several other good ideas are waiting to 
be tried. Local stock exchanges, long pro- 
posed by Clem Sunter of Anglo American, 
South Africa’s great mining conglomerate, 
could help to funnel capital to small firms. 
Some provincial governments want to set 
up non-union, low-tax free-trade zones to 
entice investors and create jobs. But the 
ANC hates to devolve power from the cen- 
tre, which makes local experiments hard. If 
the party does not learn to let go, it could 
have trouble holding the nation together. 
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. The continent's jubilant left 


2 Europe's left-leaning leaders are shaking off the economic orthodoxy of their 
_ predecessors. This will be harder than they seem to think 





"T HEIR grins were broad, their self-sat- 
(A isfaction undisguised. When European 
| Union leaders met in Pórtschach, in Aus- 
tria, on October 24th and 25th, it was as 
- good as a congregation of the faithful. The 
.. left now controls or shares power in 13 of 
_ the EU's 15 governments—all bar Spain and 

^ Ireland. These were leaders. of a creed on 


the ascendancy, glowing with the thrill of. - 


_ their success, among friends, and loving it. 
And, with the absence of the stern gaze of 






| they were uninhibited at last. Summing up 
the leaders’ views, Austria's Chancellor Vik- 
tor Klima, the summits host, declared: 
_ “There are good conditions for low interest 
rates in the euro zone. Stable prices, growth 
and employment are not contradictory.” 
_ With the EU's unemployment rate at 
10%, an alarming 16.8m people, more than 
- the entire population. of the Netherlands, 
are outofwork.So jobs, they said, should be 
at the centre of Europe's concerns. Across 
< the border in Germany, at a Social Demo- 
. .€ratic Party congress, some. voices went 
even further. “I don't believe in the sole 
. saintly wisdom of the Bundesbank,” de- 
-:elared Oskar Lafontaine, Germany's power- 
+ ful new finance minister, loftily. Central 
. banks, he said, should give the same i 

tance to jobs as they do to pri 

His boss, Gerhard Schröder, dropped - 

‘in on the Eu summit, though he was 
- not sworn in as chancellor until two 
< < days later. 

















sent a frisson down. Mr Kohl's spine, 
not to mention that of Tony Blair, Brit- 
ain’s Labour prime minister, who 
stands decidedly to the right of his conti- 
nental colleagues. What seemed to be 
emerging was a new European consensus 
on economic policy, which centred on the 
need to create jobs—at the expense, if neces- 
sary, of inflation and fiscal rigour. Govern- 
ments, argued some of them, have been 
tightening their belts quite enough in re- 
cent years in an effort to meet the criteria to 
qualify for the euro, which will be launched 
in January. This has been painful, and has 
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v Helmut Kohl, Germany's outgoing chancel- _ 
Jor, whoturned up onlyto collect an award, ^ 


‘The lefts weekend love-in must have b À 


prevented governments spending money 
on job-creation, such as infrastructure pro- 
grammes. Now, their currencies safely 
squeezed into the euro, they can afford to 
relax a little. 

Had these calls come only from a hand- 
ful of smaller European countries, they 
might not have mattered much. The reason 
for the attention, however, is that for the 
first time in years, the governments of the 


.euro-zone's two big powers, France and 


Germany, led by Lionel Jospin (and Presi- 
dent Jacques Chirac) and Mr Schróder, are 
in tune. More than that, the two men with 
their hands on the economy, Dominique 














































Strauss-Kahn, France's finance minister, 
and Mr Lafontaine, think alike. Both be- 
lieve, for example, in a political counter- 
weight to the new European Central Bank 
(ECB), and eliminating unfair tax compe 
tition. And fluent in the others language, 
they are good friends to boot — F 
Does this mean then that, just weeks be- 
fore the launch of the euro; European gov- 
ernments are threatening the indepen- 
dence of the ECB? Maybe not. There is. 
nothing new about French pleas for lower 
interest rates—nor, for that matter, abou 
similar German pleas, which were com- 
mon under Chancellor Helmut Schmidtin — 
the early 1980s. French governments often. 
annoy the French central bank with such. 
demands; it, in turn, tells them to stop pok- 
ing their noses into its business. There may 
be no harm in such exchanges. Indeed, par- 
adoxically, the firmer a central bank's inde- 
pendence, the louder the political cries are 
likely to be to try to influence it — 
. When pushed, even Mr Lafo! 
not argue against the indepenx 
ECB, just that there should be a Europe- 
wide political body to give it advice—which 
it could then ignore. And ignore it it will, i 
the record of the Bundesbank, on which the 
ECB is modelled, is anything to go by. Part, 
if only part, of the French argument for a 
political counterweight is to make the ECB 
more accountable and open to ordinary 
citizens, not to boss the bank about. 
That said, while he may not say soin 
as many words, another of Mr Lafont- 
? aine’s proposals would collide « 
with the ECB’s constitutional job . 
of keeping prices stable. This is _ 
the idea of setting. "corridors" for the | 
,. exchange rate of the euro against the- 


go> dollar and the yen, partly to prevent the 


euro becoming so strong that it putjobs in. 
export-oriented industries at risk. Were’ 


And what of the hard-won fiscal disci- 
pline that has allowed the euro's birth in. 
the first place? Were gu leaders not also 
trying to wriggle out of this in 
Portschach? Just as there 
were rules governing fiscal 
policy in countries that 
wanted to join the euro, so 
there are rules—known as 
the "stability pact"—to en- 
sure good housekeeping 
once inside. Should any 
government overshoot the 
3% limit set for a budget 
deficit, for instance, and 
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, Too much interest? 


UROPE' left-leaning politicians may 

want a cut in interest rates. But Eu- 
rope's central bankers remain uncon- 
vinced. Who is right? 

Rate cuts are on the agenda because 
the euro-zone's economy looks as if it is 
slowing, and prices are stable. The Euro- 
pean Commission has trimmed its fore- 
cast for euro-zone GDP growth next year 
from 3.2% to 2.6%. Export growth is slow- 
ing to a halt. The euro currencies’ recent 
strengthening—their average external 
value is up around 10% since August— 
will not help matters. And with faltering 
growth, unemployment, which remains 
stubbornly high, may stop falling or even 
edge up again. 

As well as reviving growth, lower 
rates might calm financial jitters and 
help keep the credit markets in business. 
Since many European banks have had 
their fingers badly burnt in Asia and Rus- 
sia, they may be reluctant to lend, even in 
less-risky Europe. Worries about credit 
drying up have prompted the American 
Fed to cut rates twice since late Septem- 
ber; perhaps, some argue, Europe should 
now follow suit. 

It has already begun to do so. Four 
countries—ltaly, Spain, Portugal and Ire- 
land—have each trimmed rates recently; 
Italy was the latest to do so, by a full per- 
centage point, on October 26th. Further 
cuts are in the offing, because euro-zone 
interest rates have to fall to German lev- 





els before the single currrency’s launch in 
January. Once they do, average euro- 
wide interest rates will have fallen by 
half a percentage point—as much as they 
have done in the past month or so in the 
United States. 

The case for further cuts, however, is 
far from compelling. Consumer spend- 
ing is still growing nicely. Talk of credit 
drying up is still just talk. Moreover, both 
monetary and fiscal policy in continen- 
tal Europe are already pretty loose. Real 
interest rates—borrowing costs after ad- 
justing for inflation—are lower than in 
America or Britain. Most European gov- 
ernments are running chunky deficits, 
whereas America’s budget is in surplus. 
And, for the overheating economies on 
Europe's periphery, such as Ireland, Por- 
tugal and arguably Spain, a looser mone- 
tary policy would make it even harder to 
keep inflation in check. 

No wonder, then, that Europe's cen- 
tral bankers are loth to cut interest rates 
further. Since Oskar Lafontaine, Germa- 
ny's new finance minister, and his cen- 
tre-left friends in France and Italy seem 
intent on a fiscal stimulus in any event, 
the steely central bankers are probably 
right to hold off for now. To be seen to 
give in to political pressure for a bit of 
reflation would only store up trouble for 
the future. And if Europe's economy does 
look like taking a turn for the worse, they 
can always change their minds. | 
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fail to rein it back in after a caution, other 
EU members can in theory punish that gov- 
ernment with a fine. 

These rules themselves may be over- 
strict. In times of recession, governments 
need to loosen fiscal policy. But, as long as 
economies are growing nicely—Gpp in the 
EU is expected to grow by 2.4% in 1999—the 
rules exist to keep governments in line. The 
trouble is that, in theory at least, if several 
governments were to run bigger deficits, 
they could each decide not to punish the 
other. Among left-leaning friends, the idea 
that they would be embarrassed into keep- 
ing fiscal policy tight looks less than con- 
vincing. One reason Mr Lafontaine is so ex- 
cited by the idea of shifting job-creating 
infrastructure projects to Brussels may be 
that this would safely extract the spending 
from Germany's books. 

More to the point, if Europe's govern- 
ments decided to try to curb unemploy- 
ment by spending more, they would bump 
up against the ECE's efforts to keep mone- 
tary policy tight. As in the United States in 
the 1980s, this could lead to a strong cur- 
rency, which would damage exports; high 
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interest rates might also dampen growth. 
Nor could governments anyway be confi- 
dent of doing much to create jobs. Most of 
Europe's unemployment is "structural": it 
does not fall even when the economy 
booms. Demand-stimulated growth might 
create jobs at the margin. But the underly- 
ing problem of European unemployment 
lies elsewhere: in social protection, inflex- 
ible wages and the prohibitive cost to em- 
ployers of hiring in the first place. 





Italy 


The things undone 


MILAN 


T WAS a nice illustration of the way Ital- 

ian politics still works. Massimo D'AI- 
ema, Italys new prime minister, having 
won the approval of parliament, this week 
took the opportunity to explain to the Ital- 
ian people why one day they may actually 
want to vote him into the job. The ex-Com- 
munist Mr D'Alema, and his new coalition, 


were not put into power by an election. The 
country voted, in 1996, for Romano Prodi, 
who lost his parliamentary majority on Oc- 
tober 9th and thereby opened the prime 
ministership's back door, as it were, to Mr 
D'Alema. 

Whether the new governments pro- 
gramme will persuade Italians that he is 
the man they want is another matter. He of- 
fers something—maybe too much—for ev- 
erybody. The Democrats of the Left, Mr 
D'Alema's own party, are told that he will 
do his best to reduce unemployment, still 
12% of the workforce (and twice as high in 
the poorer, crime-ridden south of the coun- 
try. Mr Prodi's remaining faithful have 
been informed that the budget law for 
1999, which brought down their boss, will 
not be tampered with. The Communists 
led by Armando Cossutta have been prom- 
ised a 35-hour working week, which em- 
ployers abhor. The former Christian Demo- 
crats have been assured that Catholic 
private schools will get public money. 

There is even something for the conser- 
vative opposition. Mr D'Alema wants to co- 
operate with it in passing a new electoral 
law. This will introduce a two-round sys- 
tem of voting and do away with the rem- 
nants of proportional representation—the 
cause of Italys multitude of tiny parties 
and its tendency to unstable coalitions. 

Mr D'Alema's intentions are honour- 
able, but Italy's problems may be too urgent 
for all this. The new prime minister needs 
to establish his priorities. Mr Prodi had 
done so, after some initial wavering. He 
managed to squeeze the Italian lira into Eu- 
rope’s new single currency, by bringing 
public finances under somewhat better 
control. He tackled the amministrazione 
pubblica, Italy's infamous not-so-civil ser- 
vice, slightly reducing the miles of red tape. 
He did much to liberalise trade and com- 
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So here you are with nothing to do 


except concentrate on getting to the end of 


this exceedingly long sentence and then 


finally turn the page with relief. 
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merce. He also did a lot for the arts. 

Although unemployment stayed high 
under Mr Prodi, the former prime minister 
held on to his brave conviction that small 
and medium-sized industries, which have 
made northern Italy one of the richest parts 
of Europe, can also take root south of Rome. 
But Mr Prodi did not have the money or the 
time to build the necessary infrastructure. 
The Autostrada del Sole, the main north- 
south highway, has some dangerous bottle- 
necks. Local authorities are clumsy and un- 
responsive. There are few airports in the 
south. Power cuts are the rule. Here is a wor- 
thy project for Mr D'Alema. 

Perhaps the new prime minister can 
avoid his predecessor's mistakes. The latter 
launched some major privatisations but al- 
lowed banks, big business and the treasury 
ministry to keep their control, with dire 
consequences, over some privatised utili- 
ties, such as Telecom Italia. He also said he 
would introduce a radical reform of the 
welfare system, including pensions, but 
never did. Mr D'Alema can try to do better. 

It is unlikely that he will be able to re- 
duce the burden of taxation, which under 
Mr Prodi reached a punitive 44% of GDP 
last year and is likely to be almost as heavy 
this year. And Mr D'Alema will find it 
equally hard to tackle the countless lobbies 
that make any reform in Italy so difficult: 
from rail workers to postal workers, from 
school-teachers to the officer corps, from 
politically motivated magistrates to the 
Christian pressure-groups that make sure 
the immigration laws are not imple- 
mented (this week, once again, hundreds of 
people landed illegally on Italy’s shores). It 
is hard to see how an unelected prime min- 
ister, at the head of a patchwork coalition, 
could accomplish such things. But Mr D'AI- 
ema is a stubborn man. He may give it a try. 
^ 





Spain's Basques 
Ballot power 


MADRID 


€€ TVE never voted before but this time 
it was worth it.” That was the view of 
one separatist sympathiser after taking part 
in the regional elections that were held in 
the Basque country on October 25th. She 
was not alone. What made her, and more 
Basques than ever before, vote was the 
open-ended ceasefire declared by ErA, the 
separatist guerrilla group, last month. 
Many separatists have refused to recog- 
nise the Basque parliament since it was set 
up 18 years ago, part ofa scheme to break up 
Francos fiercely centralised state. This 
time, though, they turned out in force to 
give ETA's political wing, renamed Euskal 
Herritarok (EH) for these elections, to dis- 
tance itself from the past, 18% of the vote 
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different sort of campaign 





and 14 seats in the 75-seat parliament, up 
from 11 in the 1994 poll. The message was 
clear: they approved of the decision to re- 
nounce violence and seek an independent 
state through politics. 

The Basque branch ofthe People's Party, 
the conservatives who hold power in Ma- 
drid, showed an even sharper rise: to 16 
seats, up from 11. Conservative voters also 
approve of the ceasefire, and the way 
Spain's prime minister, Jose Maria Aznar, 
has given it a cautious welcome. They back 
his firm stance, hoping he will not yield to 
nationalist demands and tinker with 
Spain's constitution in return for peace. 

With growing support for the separat- 
ists on one side, and the conservatives on 
the other, the election results left some 
pretty disgruntled people in the middle: 
the mainstream nationalists, who have run 
the Basque government since 1980, and the 
Madrid-based Socialists, who have helped 
them do so since 1985. They had hoped to 
pick up many extra votes, and some credit, 
for persuading ETA to give up violence, but 
did not. Nevertheless, the Basque National- 
ist Party (PNV) remains the biggest party in 
the region, with 21 seats, and will be in 
charge of forming the new government. 

This may take time. Although the PNv 
could team up with a smaller nationalist 
party, Eusko Alkartasuna, and count on the 
tacit support of EH, this might deepen the 
sharp divide between Basques who see 
themselves as Spanish first and Basque sec- 
ond, and those who consider themselves 
solely or primarily Basque. Another pos- 
sibility would be to link up with Mr Aznar's 
party—the PNv already supports his minor- 
ity government in Madrid—though this 
would annoy supporters at home. 









Time, however, could work in Mr 
Aznars favour. The longer ETA's truce is 
tested, the better. He needs to persuade 
Spaniards that violence really is over before 
he can begin to talk—in public, at least. The 
political haggling over a new Basque gov- 
ernment could well be a useful distraction, 
providing an opportunity for the govern- 
ment to begin quiet, tentative, direct talks 
with the terrorists, on issues such as bring- 
ing some of ETA’s 530 prisoners, scattered 
in jails around Spain, closer to their home. 
Concentrating on such practical matters 
would also enable it to leave the really diffi- 
cult questions about a new constitutional 
settlement for a later date. 
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Germany 


Yes, Hosgeldiniz 
is the word 


COLOGNE 


OR Yusuf it was much the best double 

surprise since he came to Germany 
from Turkey a decade ago. First the Turkish 
headline, *Hosgeldiniz Yeni Vatandaslar' 
(Welcome New Compatriots) in, of all un- 
likely places, Germany's best-selling daily 
newspaper, Bild-Zeitung. Then the realisa- 
tion that the greeting was meant for him— 
or, at least, for him and several million 
other foreign residents who could now be- 
come German under rules proposed by 
Gerhard Schróder's new government. 

Yusuf speaks fluent German with a Rhe- 
nish accent, reads Bild at least as avidly as 
Hürriyet, a Turkish-language paper, and 
backs the local football team with all the 
passion of a Cologne local. In short, he is as 
German as they come. But the path to Ger- 
man citizenship is pretty tortuous—unless, 
that is, you can prove you have German 
blood. Under a law dating back to 1913, an- 
cestry has hitherto been the main determi- 
nant of who is German. So people of dis- 
tant German descent, for instance, in the 
ex-communist countries of the east, can 
readily win citizenship in the old father- 
land. Some 200,000 of these long-lost rela- 
tions settle freely in Germany every year. 

For the rest, aliens like Yusuf, they are 
entitled to apply for a German passport 
only after 15 years residence. Even then, the 
bureaucratic hurdles are many, and dual 
citizenship rarely permitted. Many would- 
be German citizens have long been 
worrried that, if they gave up their current 
passport for the yearned-for German one, 
this could land them with legal problems 
later, for instance, over inheriting property 
“back home”. 

Yusuf admits furtively that, unbe- 
known to the local authorities, his sister, 
who came to Germany well before he did, 
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has managed to hang on to her Turkish 
passport as well as to acquire a German 
one. Turkish officials simply go on renew- 
ing her old passport with a nod and a 
wink—a practice, it seems, that is pretty 
widespread. The outgoing Bonn govern- 
ment has bleated about it to Turkey, but to 
little apparent effect. 

Now matters are to change pretty drasti- 
cally. All children born in Germany will be 
automatically granted citizenship at birth, 
provided at least one parent was born in 
Germany, or arrived before the age of 14 
and hasa residence permit. The Greens had 
wanted to go even further, and give citizen- 
ship to all children born to foreigners with 
residence permits. But this proved too 
much for the Social Democrats, their coali- 
tion partners, to swallow, at least for now. 

For those born elsewhere, they will 
need only eight years’ residence to be able 
to apply for a German passport, and dual 
citizenship will be tolerated, though not en- 
couraged. The latter point is the most 
controversial for Germans. In the outgoing 
centre-right government, the Bavarian- 
based Christian Social Union argued that 
dual citizenship fostered divided loyalty. 

That is not the only cause for alarm in 
the conservative camp. The new govern- 
ment’s measures could open the door to 
citizenship for as many as 3m (including 
900,000 Turks) of Germany’s 7.4m foreign 
residents. Not all of them will walk in, but 
many will. This may well stir up more xeno- 
phobia on the far right, which did badly in 
the general election last month, but much 
better in some earlier regional ones, by call- 
ing for the expulsion of “foreign criminals” 
and for “German jobs for Germans first”. 
The main beneficiary of the votes of the 
new Germans will probably be the Greens 
and the Social Democrats, who will have 
enabled them to become German in the 
first place. 





Turkey 
What a tangle 


ANKARA 


4 Uo outcome of Turkey’s next general 
election can be guessed with fair accu- 
racy: secular and Islamist Turks will be left 
glaring at each other, until interventionist 
generals cajole a muddled parliament into 
creating a government of the sort they 
want. So why does Mesut Yilmaz, a prime 
minister who already enjoys the generals’ 
mandate, seem so keen for a poll as soon as 
possible, perhaps even in February? 

Part of his logic is fathomable. Rather 
than honour an earlier undertaking to 
make way in December for a caretaker gov- 
ernment charged with preparing for an 
April poll, the prime minister has decided 
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Yilmaz in front, with the generals close behind 


he would do better to fight the election as 
an incumbent. But why before April? He ex- 
plains that the current parliament's dis- 
unity—his minority government can be 
held to ransom by a small party—makes it 
almost impossible to enact essential eco- 
nomic reforms. This argument is thin, since 
the polls predict a similarly split vote, and 
another messy coalition, next time. 

In reality, the shove that is pushing Mr 
Yilmaz toan early election comes from Bul- 
ent Ecevit, his coalition partner. Mr Ecevit 
reckons that his own electoral chances are 
being harmed by a prolonged association 
with Mr Yilmaz. He therefore wants out. 

This is understandable. For a start, next 
year may be rough for Turkey's economy, 
given its links with a collapsing Russia. Sec- 
ond, Mr Ecevit feels that sticking with Mr 
Yilmaz will rob him of his main electoral 
asset, a reputation for probity. 

Ever since the generals persuaded Tur- 
key's new police and intelligence chiefs to 
start arresting suspected underworld 
bosses earlier this year, Mr Yilmaz's claim 
to be responsible for the operation has 
sounded unconvincing. He was sorely em- 
barrassed when one of his ministers re- 
signed after it had been revealed that he 
was on first-name terms with Alaattin Cak- 
ici, best-known of the suspects. Mr Cakici 
(now in a French jail, resisting extradition) 
is said to have played a decisive role in the 
bidding for a bank sold by Mr Yilmaz’s gov- 
ernment toa scandal-tainted businessman. 
The chairman of Istanbul's chamber of 
commerce recently observed that the pri- 
vatisation plan promoted by the prime 
minister is, in fact, directed by the likes of 
Mr Cakici. 

However, Mr Ecevit would be unwise to 


suppose that detaching himself from all 
this will be enough to win him a decent 
share ofthe vote. The election seems certain 
to be fought under the shadow of the anti- 
Islamist offensive conducted by Turkey's 
military and judicial establishment. The 
campaign began when the generals eased 
the Islamic-minded Welfare Party out of of- 
fice last year. In January, the Constitutional 
Court dutifully closed Welfare down. Now, 
fraud charges carrying four-year jail sen- 
tences have been clapped on seven senior 
figures in the Virtue Party, Welfare’s succes- 
sor, including Recai Kutan, the party's lead- 
er. And Recep Tayyip Erdogan, Istanbul's 
Islamist mayor, is in the process of being 
banned from political office for life for 
quoting a lively piece of poetry. 

The anti-Islamist campaign is unlikely 
tohelpeither Mr Ecevitor MrYilmaz.There 
are not many votes, in particular, in the 
generals’ obsessive struggle against girls 
who wish to wear headscarves at university. 
More likely to benefit is Tansu Ciller, 
whose True Path Party formed that ill-fated 
coalition with Welfare and is now in oppo- 
sition. Mrs Ciller’s party competes with Mr 
Yilmaz's Motherland Party for the votes of 
conservative-minded Turks. She has been 
attacking the campaign against head- 
scarves—and, come election day, that will 
do her no harm. 

If she takes part in the election, that is. 
Mrs Ciller has her own troubles. In Decem- 
ber, she will discover whether or not she is 
to be impeached on corruption charges. If 
she were ejected from politics, this would 
remove a major obstacle to the coming to- 
gether of Motherland and True Path into a 
conservative, non-Islamist block. Such an 
alliance—impossible while Mrs Ciller, 
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whom Mr Yilmaz loathes, is still in place— 
might be able to form a government that 
could last a full five-year term. 

If that is not possible, the alternative is 
another inconclusive election and more 
political directions, sotto voce, from the 
generals. This is hardly what Strobe Talbott, 
America’s deputy secretary of state, had in 
mind when he recently called for Turkey's 
generals to get out of politics. Fresh from 
their diplomatic victory over Syria, which 
they have persuaded (for the moment, any- 
way) to stop supporting the Kurdish guer- 
rillas in south-eastern Turkey, the generals 
currently enjoy more power in day-to-day 
affairs than they have since they last ran the 
country, from 1980 to 1983. The Americans 
will have to be less polite if Turkey's elec- 
tion year is not to take another swipe at its 
wobbly democracy. 





O HIS homilies on economics, Yuri 

Luzhkov, the mayor of Moscow and 
likely candidate for Russia's next presi- 
dency, brings a folksy, anecdotal style. 
Once, during a tour of a food market in 
Australia, the burly but politically nim- 
ble city father was rash enough to whip 
out a notebook and record some of the 
prices—until tradesmen started waving 
their fists at his gleaming bald pate. "I 
am no inspector, I am foreigner,” the 
hapless mayor protested, stammering 
out his few words of English. 

His conclusion? Moscow's food mar- 
kets—notorious for ruthlessly enforced 
cartels—were probably not the only ones 
in the world where the principles of 
Adam Smith were imperfectly applied. 
On that score, Mr Luzhkov has a point. 
Less convincing, though, is his claim that 
Moscow's police—universally accused of 
thuggishness by the large and economi- 
cally active Caucasian minority—have 
that reputation only because of their use- 
ful work as busters of food cartels. If any- 
body has broken the vicious monopolies 
that asphyxiate the city's food market, 
shoppers have yet to notice. 

Equally anecdotal, and equally curi- 
ous, are his views on the money supply. 
Expounding on the subject during a re- 
cent visit to London, he began with two 
accurate assertions. First, the amount of 
money circulating in Russia is much 
lower (at around 15% of Gpr) than in es- 
tablished market economies. Second, 
some Russians get paid in whatever their 
factories produce—teapots, eiderdowns, 
even gravestones—rather than in cash. So 
who is to blame for the shortage of 
money? The IMF, and previous govern- 
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Russia 
Masterly inactivity 


Moscow 


ITH an ever-frailer President Boris 

Yeltsin “resting” in a sanatorium 
outside Moscow, power is passing ever 
more visibly to Yevgeny Primakov, his 
prime minister. Not that power amounts to 
much in Russia these days. Mr Primakov 
went to Vienna this week to try to persuade 
European Union leaders that his govern- 
ment had Russia’s economy under control. 
That was far from true—though it did not 
deter Austria, the EU's current president, 
from urging the IMF, which also held talks 
with Russia this week, to shell out other 
people's money for Russia once again. The 
government has indeed said some quite 





Economics lessons from Moscow 


ments that foolishly heeded its advice. By 
squeezing the money supply, they had 
failed to grasp the principle—well- 
known to all Soviet planners—that "the 
supply of money should correspond to 
the volume of goods produced for the 
population." 

What Mr Luzhkov fails to grasp is that 
printing more banknotes, at a time of 
low confidence in the rouble as a store of 
value, would simply accelerate the 
"flight from cash" and demonetise the 
economy even further. Nobody in his 
right mind would these days prefer a 
handful of crumpled roubles to a teapot, 
eiderdown or even a gravestone. 


EUROPE 


sensible things. But add up the deeds, and 
there are many more minuses than pluses. 

One large example: the plan to save the 
banking system, which collapsed in Au- 
£ust, taking with it all hopes for economic 
recovery. The plan states that only 15 banks 
are important enough to be saved; other in- 
solvent ones must close. Fair enough—but 
which 15? Before the plan was even agreed 
on, let alone implemented, 13 were bailed 
out in one way or another. That, coupled 
with Russia's poor record of banking super- 
vision, suggests that bail-outs will be plenti- 
ful and bankruptcies few. 

Or take the biggest point in the govern- 
ment's favour: that it has not printed 
money as quickly and eagerly as at first 
feared. Only a few important—or, at least, 
threatening—groups, such as some soldiers, 
have had their wage arrears met in full. But 
the day of reckoning has merely been post- 
poned. The government's budget for the 
fourth quarter shows tax revenues at only 
half the planned expenditure—and this is 
the optimistic forecast. The gap is to be 
filled by printing 20 billion roubles (about 
$1.2 billion): the rest, 45 billion roubles, is 
to come from “foreign borrowing". 

Raising money abroad, however, still 
seems wishful thinking. Russia's tactics 
with the 1MF have been to threaten to print 
money and default on even more foreign 
debt unless help comes fast. This has been 
singularly unsuccessful—like putting a gun 
to your own head and saying "Give me the 
money or I shoot," as one banker puts it. 
Russian leaders tell foreign politicians that 
multinational companies, deprived of 
their export markets by the economic crash, 
will put pressure on the West to provide yet 
another bail-out. Like many Russian be- 
liefs, this is more comforting than reliable. 

Foreign borrowing will probably mean 
borrowing from the central bank's hard- 
currency reserves—in effect, printing 
money. Ifthe government decides not to do 
this, for fear of stoking hyperinflation, it 
will have no choice but to borrow from or- 
dinary Russians: arrears to pensioners and 
most state employees, despite government 
promises to the contrary, will continue to 
pile up. 

Odd, therefore, that so little criticism is 
levelled at Mr Primakov, and so much at 
Mr Yeltsin, whose failings now are chiefly 
physical: he is ill and muddled. It may be 
that Russians are simply relieved that 
somebody is running the country, however 
wrong-headedly. That somebody, these 
days, is Mr Primakov, not Mr Yeltsin. In- 
deed, the president's own men now say as 
much, and there are growing calls in Mos- 
cow for him to resign. So far, Russia has 
muddled through the seven weeks since Mr 
Primakov was installed. But the price of 
muddling through, in terms of disintegra- 
tion and poverty, looks ever more fearful. 
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Toomas Ilves, Estonia's American-European 


FYOU had to name Europe's most successful foreign minister 

of the past few years, Estonia's outgoing international fixer, 
Toomas Ilves, would have a fair claim. And to think that, a mere 
ten years ago, he seemed to be just another pugnacious Ameri- 
can cold-wartior with Soviet émigré links and an unpronounce- 
able name (Eel-vess, in fact), who looked likely to spend his life 
pottering around c1a-backed radio stations and obscure cam- 
puses singing a song of Baltic gloom and anger that not many 
people wanted to hear. Yet, after two hectic years in office, he has 
notched up some striking achievements, most notably popping 
Estonia into that quintet of countries set to join the European 
Union in its next expansion. That job done, he has now left the 
foreign ministry to concentrate on leading his bouncy little 
party into the country's general elec- 
tion next year. 

Getting the EU to take Estonia se- 
riously is perhaps the most impres- 
sive of his foreign-policy feats. A few 
weeks ago, a commissioner in Brus- 
sels casually mentioned Estonia and 
Slovenia, post-communism's other 
feisty midget, as the two leading run- 
ners in the pack of five on the fast- 
track to EU membership. It is even 
conceivable, just, that they could join 
the EU before the much heftier Poles, 
Czechs and Hungarians. 

Second, as part of the European- 
isation of Estonia, Mr Ilves has suc- 
cessfully managed to get his country 
accepted as honorarily Nordic. In- 
deed, he once said that Estonia 
should aim to become "just another 
boring Nordic country". Boring it is 
not. But the signs of Nordic serious- 
ness and steadiness are ample. 
Among other qualities, Estonia is by 
far the least corrupt country in the 
post-Soviet world. 

Mr Ilves’s third boast is that, even 
though few NATO members believe 
their alliance can embrace any of the Oe 
Baltic trio (Latvia and Lithuania being the others), the door has 
not been slammed shut. It is important to the Balts that the allies 
have refused to accept Russia’s demand that the trio should 
never be fully part of the western military club. At the same time, 
Mr Ilves has urged his countrymen to drop their “do-or-die” atti- 
tude to joining NATO: "We couldn't afford a double no—so let's 
concentrate on the EU," he says. 

Fourth, Mr Ives has helped nudge his country, whose citi- 
zens adore needling the decrepit Russian bear, into a more sensi- 
ble relationship with their old oppressors. When Russia insults 
Estonia, it should react, he says, "the Nordic way"—calmly. 

Mr lives, whose mother is Russian, shares the visceral dislike 
of imperialist Russian arrogance which most of his fellow Esto- 
nians, barring, of course, the more-than-a-quarter of them who 
happen to beethnic Russians themselves, so deeply feel. After all, 
a full tenth ofhis people were shot or shipped off to Siberia when 
and after the Russians annexed Estonia in the second world war. 
He is quick to point out that when Estonia became independent 
first time round, after the first world war, Russians accounted for 
only 2% of the population within the current border. Why, he 








implies, should they expect full citizenship rights merely by vir- 
tue of a subsequent brutal reconquest and occupation? 

In any event, with most of the Russian Federation deep in 
gloom, if not despair, Estonia's ethnic Russians are beginning to 
realise how lucky they are. Compare, he suggests, a shade smugly, 
Narva, Estonia's virtually all-ethnic-Russian town on the north- 
eastern border, with Ivangorod, just across the river in Russia. In 
Narva, people actually get paid. Indeed, wages are about three 
times higher than across the border. On the Russian side, about 
40% do not have jobs. Not surprisingly, many Russians have 
been trying, illegally, to get into Estonia. How does that square, 
asks Mr Ilves, with Russia’s claim that ethnic Russians in Estonia 
are being “repressed”? Russian-Estonians have been even keener 
than their ethnic-Estonian compatri- 
ots to join the Eu. “Some people say 
its because they like unions,” he 
chuckles. “Estonians are more sensi- 
tive about sovereignty.” 

Compared with Estonians 
brought up in Estonia, Mr Ilves was 
lucky: his parents managed to flee, 
first to Sweden, where he was born in 
1953, then on to the United States, 
where he grew up. He studied philos- 
ophy, among other things, at the 
University of Pennsylvania and at 
Columbia. He did not become 
tightly re-entangled in his Estonian 
roots until nearly grown-up. In the 
1980s he became a commentator for 
the Estonian service of Radio Free 
Europe, the American-financed sta- 
tion that broadcast to the Soviet em- 
pire. It was only after the fall of the 
Berlin Wall that he was able to con- 
template a career in the country that 
he had barely, first-hand, known. 

Now he typifies the cosmopoli- 
tan Estonia that he has helped re- 
build. An inveterate wearer of bow- 
ties, he looks and sounds like a lively, 

SS slightly abrasive, polemical Ameri- 
can journalist with a literary and libertarian bent. His taste in 
economics is liberal. He likes Estonia’s flat-rate taxes, lack of tar- 
iffs and general openness: in business “foreigners and Esto- 
nians are treated entirely alike”. He is proud that Estonians use 
the Internet more than any other post-Soviet country--and twice 
as muchas the French and Italians. He spends much of his spare 
time trying to pep up a restituted family farm out in the sticks. 
His party appeals to entrepreneurial farmers as well as city busi- 
nessmen, which is one reason, with a general election next 
spring, why he has chosen to bunk out of the government: he 
does not think it has done enough to reinvigorate farming, and 
one coalition partner is tied to the old collective-farm establish- 
ment. Besides, the government has recently been drifting. 

He is also disarmingly candid and unstuffy—qualities a far 
cry from the dreary Sov-speak style with which some politicians 
are still infected. Ordinary Estonians appreciate his bluntness. 
In pubs in cobbled Tallinn, Estonia's perky capital, whose Han- 
seatic flavour now far out-smells its Soviet one, Mr Ilves, aged 44, 
clad in billy-cap and leather jacket, has an easy rapport with Es- 
tonia's go-ahead young. More will be heard of him. 
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Offshore banking isn't just for millionaires — 


In fact all you need to open an offshore bank account is £1. For this small sum you can take advantage of the many 
benefits offshore banking provides. For example, by simply moving your UK savings to an offshore bank, you may be able — - 
to reduce your UK tax bill. ^ 
To help you see if you could benefit from this, try answering the following questions: » 


1. Will you be overseas for a FULL UK TAX YEAR? YES O NO — 
2. Do you have SAVINGS IN THE UK? YES |] NO () 
3. Do you have PROPERTY IN THE UK? YES O NO (J 
4. Do you have any INVESTMENTS IN THE UK? VES O NO @ 


If you ticked ‘yes’ to the first two questions and one other, there's a good chance 
you may have a tax liability you could legally reduce by banking offshore. 





To find out more, contact Midland Offshore now, for a free copy of our brochure 
‘How to reduce your UK tax bill’ and details of the many benefits Midland Offshore can provide. 
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“IMD was our springboard 
and it still maintains 
our momentum 


Hans van der Velde 

President & CEO Visa Intemational EU į 
Alumnus of | 

Seminar for Senior Executives, 1991 
Orchestrating Winning Performance, 1995 










Matti Alahuhta 

President Nokia Mobile Phones 
Alumnus of 

Managing Corporate Resources, 1989 

IB Orchestrating Winning Performance, 1995 
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Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefitted from attending a senior general 
management program at IMD. And some years later they both returned to attend Orchestrating Winning Performance, a 
very intensive 6-day program, to keep their momentum going. 


Mr. van der Velde attended the Seminar for Senior Executives, Mr. Alahuhta first participated in Managing Corporate 

a 3-week program for senior-level international managers with Resources, a comprehensive 4-week program for newly 
multi-business or cross-functional responsibilities. It helps them appointed business-unit managers or high-level functional 
redefine their priorities to meet the challenges of leadership ina managers. It is a rigorous and comprehensive review of the 
global era. knowledge and skills required to lead a business unit effectively. 


Both of these senior managers have no doubt about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a competitive edge, you should 
carefully consider attending one of these general management programs: 





Managing Corporate Resources Seminar for Senior Executives Orchestrating Winning Performance 
Sharpening skills for business unit management Re-defining the senior manager's agenda MD's latest thinking on key management issues 
Starting dates: Starting date starting date 
May 10 or Nov 8, 1999 June 7 or Oct 25, 1999 Jun 30, 1999 


Please contact Ms. E, W. Manca at the International Institute for Management Development, Lausanne, Switzerland 
Tel: +41 21/618 03 42 Fax: +41 21/618 07 15 E-mail: info@imd.ch Website: http://www.imd.ch 
Ms. Manca would also be pleased to inform you about IMD's MBA and Executive MBA programs 
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An alternative way of voting 


The Jenkins Commission has come up with plans for a new electoral system. 


How will the politicians react? 


OLITICAL parties seldom change the 

voting system to which they owe their 
own success. This week may herald an ex- 
ception. On October 29th the Jenkins Com- 
mission, set up by the Blair government, 
proposed a new voting system to be put to 
the country in a referendum. 

The commission was set up to honour a 
pre-election pact between the Labour Party 
and the Liberal Democrats. Lord Jenkins, a 
Liberal Democrat peer known to favour 
proportional representation (PR) was 
asked to chair a commission to produce al- 
ternatives to first-past-the-post  (FPTP), 
which could then be put to voters in a ref- 
erendum. The recommended system had 
to be broadly proportional, promote stable 
government, extend voter choice, and 
maintain the link between Mrs and 
constituencies. 

Since the general election, the govern- 
ment has already introduced an array of 
new voting systems. The Northern Ireland 
assembly was elected under the single 
transferable vote system (srv), a pure form 
of PR. Next year members of the European 
Parliament will be chosen from regional 
party lists. Both srv and regional lists re- 
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quire multi-member constituencies. But 
Lord Jenkins rejected these systems for 
Westminster, since they would weaken the 
link between MPs and their constituents. 
Members of the Scottish parliament and 
Welsh assembly, meanwhile, will be 
elected under the additional member sys- 
tem (AMS), which tops up constituency MPs 
with others chosen from a broader region. 

Lord Jenkins also favours a form of AMs 
for Westminster elections. He wants top-up 
MPs, comprising 15-20% of the total, and 
drawn from 80 top-up areas, to supple- 
ment constituency MPs. But the Jenkins sys- 
tem has two twists. First, voters, not the 
party, will decide which top-up Mrs are 
chosen from each party. Lord Jenkins fears 
that closed party lists could unhealthily in- 
crease party power. Second, Lord Jenkins 
wants constituency MPs to be chosen not by 
FPTP, as in Scotland and Wales, but by the 
alternative vote (Av) system. Under Av, vot- 
ers rank candidates in order of preference. 
Second preferences of the bottom candi- 
dates are reallocated until one candidate 
has over 50% of the votes. 

Lord Jenkins sees big benefits in Av. It 
would, he thinks, encourage candidates to 


make a wider pitch for support; and it 
makes deals between parties explicit before 
an election, rather than being settled in 
smoke-filled rooms afterwards. 

But Lord Alexander, another member 
of the commission, is not convinced. He 
points out that MPs already work for all 
their constituents, not just for supporters. 
He worries that Av can produce haphazard 
results, and gives disproportionate influ- 
ence to the second preferences of the least 
popular parties. And he thinks that the top- 
up system is enough to balance the results 
of rPTP, which is otherwise respected and 
well understood. 

What difference would the Jenkins 
scheme have made in past elections? John 
Curtice of Strathclyde University has ana- 
lysed post-war elections for The Economist. 
Mr Curtice thinks that since 1979, only one 
election result, in 1992, would have 
changed significantly (see chart on next 
page). But the Jenkins scheme would have 
resulted in coalitions in all but one election 
between 1950 and 1966. Professor Philip 
Norton of Hull goes further. He estimates 
that Jenkins would have meant a coalition 
in 1979 too, making Thatcherism still-born. 

Lord Jenkins's report is penned in a 
characteristically orotund and flowery 
style. Who else would describe Labour's 
1997 election victory as “a cornucopia of 
luscious psephological fruit?” But for Lord 
Jenkins, the report is more than an exercise 
in clarety prose. His aim, he says reveal- 
ingly, was to produce proposals which offer 
“a reasonable chance of our work being fe- 
cund rather than sterile"—in layman’s lan- 
guage, a compromise that becomes law. 

To achieve this, Lord Jenkins needs to 
surmount three hurdles. He needs to per- 
suade the government to propose a referen- 
dum, to persuade Parliament to vote for 
one, and to persuade voters to back it. So his 
report aims both to appease traditional op- 
ponents of PR and to convince sceptics that 
his scheme is fair. 

Will he achieve this? The government is 
committed to a referendum, although not 
necessarily in this parliament. The cabinet, 
it is true, is split on the virtues of reform, 
with Robin Cook, the foreign secretary, in 
favour, and John Prescott, the deputy prime 
minister, against. But these divisions are 
more likely to complicate the referendum 
campaign than to stop it taking place. 

Parliament may be a tougher nut to 
crack. Granted, the government has a huge 
majority. But the Jenkins proposals would 
cut the total number of Labour seats. And 
they would particularly hit Labour Mrs in 
safer areas, by cutting back Labour's repre- 
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BRITAIN 


The Jenkins effect 


Actual and estimated number of seats won in general elections 





Sources: "The British General Election of 1997*, by D. Butler and D. Kavanagh; John Curtice 


sentation in its own heartlands while help- 
ing Labour win new seats in the south-east. 
Would even Labours robotic Mrs vote 
themselves out of power? 

Probably, yes. For one thing, Labour 
MPs voting against a manifesto commit- 
ment might well be deselected. In addition, 
Labour' landslide victory is unlikely to be 
repeated, so many Labour Mrs are already 
feeling insecure. The government may be 
able to buy off resistance to the Jenkins pro- 
posals with new patronage. Some MPs may 
win top-up seats. Others may get seats in 
the new Scottish and Welsh legislatures, or 
in a reformed House of Lords. 


Election re-run under Jenkins rules 
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Labour MPs alone will be enough to get 
a referendum bill through the House of 
Commons. But the attitude ofthe other two 
parties will be important to win the argu- 
ment in the country. The Liberal Demo- 
crats would do best under srv, for which 
they have consistently campaigned. But 
Jenkins is not only better for them than 
FPTP (see chart), it is also the only deal on 
offer. A few mavericks apart, the Liberal 
Democrats will back Jenkins. 

The Tories’ position is more complex. 
Even if only by accident, the Jenkins 
scheme is undoubtedly biased against 
them. Mr Curtice has run a simulation of a 


future election under the Jenkins propos- 
als. He calculates that if the Tories and La- 
bour got the same number of votes and the 
Liberal Democrats split their second prefer- 
ences equally, the Tories would end up 
with 60 fewer seats than Labour. 

But oddly, the Jenkins scheme is less 
anti-Tory than rere, which Mr Curtice 
thinks costs them 80 seats, because of the 
way their vote is spread across the country. 
The Tories say that their defence of rPrP is 
based on principle, not self-interest. They 
prefer rerPs higher chance of one-party 
government, even if that means an anti- 
Tory administration. And they would like 
to remedy the unfairness of rPrP through 
the Boundary Commission. Fair enough. 
But it is hard for them also to claim that the 
Jenkins report is a Lab-Lib stitch-up. 

The government reacted cautiously to 
the report, saying that it would honour its 
promise of a referendum, but not guaran- 
teeing a vote this parliament. In any case, 
the next election will take place under FPTP. 
The Jenkins proposals mean redrawing the 
electoral map to make space for top-up 
MPS, which could not be done before the 
next election. But the Jenkins report fires a 
starting gun for the referendum campaign. 





Lipsey on Jenkins 


How we made up our minds 


David Lipsey was The Economist's political editor and author of the Bagehot 
column until he took leave of absence to serve on the Jenkins Commission. 
Here, he offers an insider's account of the commission's deliberations 


OMMISSIONS into matters of public 
policy are a waste of time. They "take 
minutes and last years". They assemble vast 
volumes of evidence which no one reads; 
they embark on public consultation exer- 
cises, whose results they ignore; they free- 
bee at home and abroad, learning nothing 
except the names of the best local restau- 
rants and they then agree (if they do agree) 
whatever their members thought before 
they started work. If what they recommend 
is not what the government wants they are 
shelved. If what they recommend is what 
the government wants, it would have saved 
time and effort for it to get on with it with- 
out their input. 

That is the standard journalistic view of 
such commissions, and until last Decem- 
ber, when I was appointed to the Indepen- 
dent Commission on the Voting System 
chaired by Lord Jenkins, I probably shared 
it. But in the case of this commission at 
least, reality proved surprisingly—and de- 
lightfully—different. 

We did take minutes, but we didn’t take 
years. We were given a year for the job and 
finished in ten months, reporting in the 
week we said we would report in soon after 
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we started work. 

We did assemble a good deal of evi- 
dence, much of it now set out on CD-ROM, 
available from HMSO, or on the Internet. 
But we, at least, read it, and some of it 
changed our minds. To take one example 
among many, John Curtice of Strathclyde 
University and Ron Johnston of Bristol 
University established beyond peradven- 





Lipsey’s deligh 


ture the degree to which the present elec- 
toral system was biased against the Tories 
and the impossibility of remedying that 
bias without fundamental reform. That 
forced me at least to change my mind, and 
accept that it was not enough merely to 
adopt the alternative vote, despite its attrac- 
tions. Hence, for me, Av plus. 

We did consult the public, but they too 
influenced our report. Again to take but a 
single example, our public meetings 
showed strong antipathy to any change 
which strengthened the power of the na- 
tional parties as (for example) the party list 
system used in Germany does. Accordingly, 
top-up members under our recommenda- 
tions will be locally chosen for smallish ar- 
eas; and furthermore voters will be able to 
decide themselves which of each party's 
candidates they prefer. 


The hinge question 
We did venture overseas, all of us to Ireland 
and Germany, and three to Australia and 
New Zealand, though our enjoyment of the 
hospitality in those latter two countries was 
somewhat reduced by the fact we were in 
and out of them in four days each. But we 
learnt. Again one example only: we were ex- 
ercised by the excessive power given by the 
reformed New Zealand system to the small 
New Zealand First Party, which in effect 
was able to determine who was in govern- 
ment. Our system is designed to prevent 
small “hinge” parties always deciding who 
forms the government. 

We certainly did not come up with 
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something the. government knew it 

` wanted. Our recommended system did not 
exist until we invented it. Any suspicion 
that our conclusion resulted from secret ne- 
gotiations. between Lord Jenkins, Tony 
Blairand Paddy Ashdown, the leader of the 


o beral Democrats, is unfounded. Not 


«' wanting our report to join the ranks of pre- 
-': vious reports on this subject gathering dust 
on library shelves, we did establish the pa- 

‘rameters of Mr Blairs and Mr Ashdown's 
thinking as well as that of the Conservative 
Party. But in the end, we all rather piously 
agreed that we should recommend not 
what. was most expedient but what was 
tight. And so, believe itor not, we did. 

So are we headed for the wastepaper 
basket? There are formidable obstacles be- 
tween here and reform. Change needs the 
support not only ofthe prime minister but 
of his cabinet. A bill to hold the promised 





referendum has to pass both Houses of Par- 
liament. Most important of all, voters have 
to be persuaded to back change. 

None of us is under any illusion that 
this will be easy. But we believe our report, 
whether people like it or not, is thoroughly 
argued and well balanced. Thanks to the 
unsurpassed style of our chairman, it is 
also, on a subject previously the preserve of 
anoraks, readable. 

We think that the system we propose 
gets as near as can be got to squaring offthe 
sometimes conflicting requirements of our 
terms of reference: broad proportionality, 
stable government, voter choice and the 
geographical constituency link of MPs. The 
case is there, argued with all the persuasive 
force we can muster. Whether or not it hap- 
pens is now up to voters—and they, in their 
wisdom, are beyond the power of any com- 
mission to deliver. 

» 





Productivity 


The British disease revisited 


_ Why is Britain's economy apparently so much less productive than those of 
other big, rich countries? And what can be done about it? 


'N.1987, Margaret Thatcher boasted that 
- "Britain is back in the first division. In 
.. economic growth and productivity, we are 
«stop of the league of major European coun- 
“| tries.” Sadly, she appears to have spoken too 
..$oon. More than a decade later, stud- 
des still suggest that British pro- 
‘ductivity is way below that of other 
t: western countries such as America, 
France and Germany. McKinsey, a 
consultancy, has just published its 
| own appraisal*. It concludes that 
American labour productivity (mea- 
sured by output per hour worked) is 
37% ahead of Britain's; and that of 
Germany and France is around 25% 
_ ahead. Another new study!; by Mary 
_ O'Mahony of the National Institute 
v^ of Economic and Social Research, 
o putsall three 20-30% ahead. — 
>o Lower. productivity: is. closely 
‘connected to lower levels of wealth. 
On average, the Americans, Ger- 
mans and French are better off than 
the British. According to the OECD, 
America's GDP per head is about 
40% more than Britain's; France is 
7% ahead and western Germany is 
about 16% richer. Closing the productivity 
gap has become a preoccupation for the 
Blair government. In the past few months 
ministers have publicly lamented Britain's 
low productivity, while privately holding 
seminars with business leaders on how to 
improve things. When Gordon Brown 
presents his “pre-budget report” to Parlia- 
ment next Tuesday, he is expected to say 
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more about how he plans to make the Brit- 
ish economy more productive. 

So was the Thatcherite miracle simply a 
mirage? Not entirely. According to Ms 
O’Mahony’s study, between 1979 and 1996 





BRITAIN - 


worker in mining was four times greater 
than Britain's; in 1996, after years of clo- 





sures in Britain and continued protection 


in Germany, Britain's shrunken industry | 
was comfortably more productive than 
Germany's and within spitting distance of 
America’s. In utilities, manufacturing and 
construction, Britain also narrowed the. 
gap. But productivity in services seems to 
have improved much less (although, in 
those industries, productivity is notori-: 
ously hard to measure). Surprisingly, la- 
bour productivity in Germany's financial... 
services seems to have grown much faster 
than in Britain's. 

In fact, comparisons of national labour 
productivity make Britain's performance 
look worse than it is: France's and Germia- - 
ny's lead over Britain partly reflects Brit- 
ain's relatively low unemployment. It costs 
more to employ people in the more regu- 
lated French and German labour markets 
than it does in Britain. Those excluded 
from jobs tend to be the least productive. 


This inflates average labour productivityin. | 


France and Germany relative to Britain. It 
does not, however, explain the gap between: 
Britain and the United States, where labour 
markets are also freer than in continental 
Europe. 

Taking a broader measure of productiv- 
ity, Britain also does less badly. Both 
McKinsey and Ms O'Mahony find that Brit- 
ain lags less in “total factor productivity", < 
which measures how efficiently both capi- 
tal and labour are used. According to 
McKinsey, America is ahead of Brit- 
ain by 26% in TEP, and France and 
Germany by about half that (see 
chart on next page). Ms O'Mahony: 
puts America and Germany about ` 
15% in front of Britain, and France. 
only 7% ahead. yii 

Even so, Britains economy . 
seems not to have done as well asit. . 
might. One common explanation is 
a want of investment—which dis 
rectly affects labour productivity. 
Output per worker can be expressed 
as the product of two things: the 
amount of output per unit of capital 
employed; and capital per worker. 
On capital productivity, Britain < 
scores better than France or Ger- 
many, and not much worse than 
America. But while Britain may - 
make better use of capital, it does not 
invest as much of it. "We have to in- 











Britain did catch up with Germany a bit. 
Only in the 1990s has it begun to catch up 
with France. True, Britain narrowed the 
productivity gap with America. But it had 
been doing so since about 1960, and the 
French and Germans were catching up too. 

In some industries Britain did make 
striking progress under the Tories. In 1979, 
reckons Ms O'Mahony, German output per 


vest more in a way that also main- 
tains capital productivity" says Adair 


Turner, director-general of the Confedera- 


tion of British Industry. 
The main reason why Britain has not 
invested more, thinks Mr Turner, is that the 


* "Driving Productivity and Growth in the UK Economy". 
* “Britain's Relative Productivity Performance, 1950-96: A 
Sectoral Analysis". NTESK and Economic and Social Re- 
search Council, London, September 1998 
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sharp ups and downs of the British econ- 
omy have made managers more risk-averse 
than bosses in other countries. McKinsey, 
like the government, thinks that there is 
something in this, and in other common 
explanations of Britain's productivity gap, 
such as failure to exploit economies of scale 
and a poorly skilled workforce. In fact, the 
skill shortage seems at least as great at man- 
agement level. Threats of job losses at Rover 
have focused attention on low productivity 
in British car plants; but the fact that 
Nissan's plant in Sunderland is the most 
productive in Europe shows that, with 
good (in this case, Japanese) management 
practices, British workers can be more pro- 
ductive than Germans. 

However, the consultants look else- 
where for the root causes of Britain's mal- 
aise. It will come as no surprise to anyone 
familiar with McKinsey's previous studies 
of other countries that “the most pervasive 
explanation” of Britain’s troubles “lies in 
the effect of regulations governing product 
markets and land use on competitive be- 
haviour, investment and pricing.” So Brit- 
ish managers are not letting investment 
opportunities go begging, or foolishly fail- 
ing to train their workers. Rather, regula- 
tion and weak competition discourage 
them from doing so. 

Thus, although British food retailers are 
world leaders, says McKinsey, they would 
do better still if planning restrictions did 
not stop the building of stores on the scale 
of America and France. Hoteliers are hob- 
bled, say the consultants, because not only 
are almost half of the country’s hotels more 
than 100 years old, compared with 3% in 
America and 14% in France, but they are 
constrained by planning restrictions. And 
until recently telecoms regulators kept call 
charges too high relative to line rentals, dis- 
couraging greater use of telecoms. 

Some of this sounds plausible. The bus- 
tle at the Office of Fair Trading suggests that 
some product markets could be made freer. 
This week, the orr said that it may refer the 
selling of new cars, which are pricier than 
in continental Europe, to the Monopolies 
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and Mergers Commission. That said, it is 
hard to believe that British markets are 
more heavily regulated than those of conti- 
nental Europe—think of Germany's notori- 
ously restrictive shop-opening hours. 
Moreover, as the consultants acknowledge, 
planning constraints are not always daft: 
Britain is a smallish, crowded island. And 
does it really matter that much to the econ- 
omy as a whole if British hotels are smaller 
and older than American ones? 

A more convincing answer, ifa less orig- 
inal one, also lies in McKinsey's diagnosis: 
skills. Although Britain now produces 
plenty of graduates, it has a higher propor- 
tion of workers with poor skills or no quali- 
fications than Germany. And American 
firms, faced like British ones with a high 
proportion ofunskilled workers, make a far 
better fist of training them for specific jobs. 
Unfortunately, it will take longer to put this 
right than it will to change competition 
policy and planning regulations. 





General Pinochet 


Gut-wrenching 


E THE British cabinet ever thought it 
clever to have locked up General 
Augusto Pinochet while he was recovering 
from a back operation at the London 
Clinic, the moment did not last. Just after 
Britain granted the request of a Spanish 
judge, Baltasar Garzon, who had asked for 
the general's arrest on charges relating to 
human rights, Peter Mandelson, the trade 
secretary, said that many Britons would 
find it "pretty gut-wrenching" for Chile's 
former dictator to be set free. Soon after- 
wards, Mr Mandelson dived for cover 
alongside the rest of the government. 
"Nothing to do with us," became the offi- 
cial line: this was a strictly legal matter. 

As The Economist went to press, Mr 
Mandelson and those of like mind were, 
well, waiting to have their guts wrenched. 
On October 28th the High Court, having 
duly acted without political interference, 
quashed the arrest warrants issued at Judge 





Anti-Pinochet league, London branch 


Garzon's behest. Lord Bingham, the Lord 
Chief Justice, ruled that, as a former head of 
state, General Pinochet was immune from 
the civil and legal proceedings of the Eng- 
lish courts. Although he said that the gen- 
eral should remain in detention pending 
an appeal to the House of Lords, there was a 
chance that he would soon be released on 
bail. The general, meanwhile, moved to an- 
other comfortable hospital. 

Lord Bingham’s verdict startled hu- 
man-rights campaigners. They had hoped 
that, even if Spain failed to lodge a success- 
ful extradition request, the general would 
be trapped by one or other of a growing 
number of international lawsuits. Geneva's 
public prosecutor has asked for his extradi- 
tion in connection with the alleged kidnap- 
ping and murder ofa Swiss student in 1977. 
A French human-rights group has filed a 
suit requesting the general's extradition to 
France. Another extradition request was ex- 
pected from Sweden. Unless it is over- 
turned on appeal, Lord Bingham’s ruling 
may bring all these cases to an end. 

That would secretly relieve many gov- 
ernment ministers. With Tony Blairs sup- 
port, Robin Cook, Britain’s foreign secre- 
tary, has noisily championed the notion of 
an “ethical” foreign policy. But even under 
Mr Cook the Foreign Office is not in the 
business of trawling the world for former 
dictators to put on trial. On the contrary, it 
has transpired since his arrest that General 
Pinochet was a frequent visitor to Britain, 
that the Foreign Office knew of the latest 
visit, and that it had arranged for him to 
receive a VIP welcome at Heathrow. 

Any notion that Britain itself was keen 
to lock up the general should have van- 
ished with the revelation that he had been 
visiting Britain not only to mend his bad 
back but also as the guest of a British arms 
maker, Royal Ordnance. In the wake of his 
arrest, two Chilean admirals who had in- 
tended to visit Britain to discuss buying 
three surplus frigates for a reported £60m, 
decided unsurprisingly not to come. Bit by 
bit, as the week progressed, the British gov- 
ernment found itself losing both good 
friends in Chile (see page 46) and the halo 
of approbation it had briefly won from hu- 
man-rights campaigners around the world. 

On top of this, Britain found itself 
plunged without preparation into a dis- 
turbing legal terra incognita. During its 
hearings the High Court heard from one 
side that the general had been involved in 
the deaths of at least 4,000 people and 
from the other that his arrest could result in 
the British queen being extradited from 
America to Argentina to answer for Brit- 
ain’s “murder” of Argentine nationals dur- 
ing the Falklands war. This is not the sort of 
conundrum that any government, however 
ethical, likes to have foisted on it by some 
other country’s judges. 
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LE ISa puzzle. If, as he is said to have told the prime minister, he 
was not looking for casual sex or illegal drugs, why did Ron 
_ Davies, the Welsh secretary and putative first minister of the new 
- Welsh assembly, resign from Tony Blair's cabinet this week? His 
Initial answer, and Downing Street's, was that to have let himself 
_be picked up at night (and later robbed at knifepoint) by a com- 
< plete stranger on Clapham Common was in itself a mistake bad 
enough to resign for. But this position—"tough on crime, tough 
on the victims of crime", as one tabloid put it—is implausibly 
severe even by New Labour's Leninist standards of party disci- 
pline. Mr Blair should not have banished Mr Davies unless there 
was something more. 
For the sake of British public life, if not of Mr Davies, it is to 
be hoped that this was something 
bad. For it would surely be a pity if 
Mr Davies had felt obliged to re- 
sign just because, although mar- 
ried, he was a homosexual. Al- 
| though he denies having gone to 
| Clapham Common in search of 
| sex, what does it matter if he had? 
Distasteful? Sad? One of the re- 
freshing things about the present 
government is that it had so far re- 
frained from telling people how to 
. | organise their private lives. With 
“| one member of the cabinet openly 
. | gay, and another who does not 
“| bother to deny rumours that he is 
| gay, Mr Blairs cabinet has come 
| closer than its Tory predecessors to 
taking an adult attitude to sex. 
Lady Thatcher talked far too 
much about family values, in a 
.| tone which implied that nothing 
| could surpass a genteel upbring- 
At | ing in a traditional nuclear family 
" | in Grantham. John Major strayed 
| 
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|, more opportunistically into this 
| quagmire. In a careless moment, 
| he inserted the phrase “back to ba- 
Sics" into a conference speech. It 
went down so well with the blue- 








Public lives, private morals 


marriage, or encourage married couples to stay together. A large 
majority said that, provided they had enough money, single par- 


ents could bring up children just as well as parents who were | 


married. A mere 8% trusted government ministers to talka lotof | 
sense on family matters, putting them well behind marriage- 
guidance counsellors (53%) and ahead only of astrologers (396)... 
If you add the mystery of Clapham Common to the legacy of | 
back-to-basics, you begin to think that the government is tempt- 
ing fate by sticking to its plans to publish a consultative paper on 
the family next week. Mr Blair saw the perils of doing so well | 
before the Davies affair. At last month's party conference, he ap 
pealed to the media not to treat the new document as "an excuse. 
to dredge through the private lives of every public figure”. Buthe | 
is going ahead anyway. The con- 








sultative paper produced by Jack | 
Straw, the home secretary; comes: | 
out strongly for marriage. Other 


ents to provide a stable home for. | 


his strong belief in marriage or his: 
personal reasons for this: his sepa- 
rated parents, his own divorce, the. 
trauma of finding his teenage son 
involved in drugs. But anyone 
who scours Mr Straw's paper in. 
` search of preaching will be disap- 
. pointed. The paper is about fam- 
ilies, not *family values", It praises 
marriage but recognises that good- 
parents may not marry. It accepts 
that divorce can be better than a 


couples choose divorce the pain. | 
should be minimised so that both | 
partners can remain active par- 


parenting advice, but from insti- 
tutes and charities and not from 
government itself. It argues against.) 
using fiscal incentives to promote | 





|. rinse brigade that he told his min- 

| dons to go away and find out what it meant, presumably so that 
* he could use the phrase again with added feeling. But before the 
| civil servants had done their job, the media did it for them. The 
| tabloid press decided that Mr Major must have been referring to 
| personal sexual morality, conventionally defined, and there- 
| upon had wicked fun exposing the assorted adulteries of Con- 
| servative politicians. To make matters worse, when this hap- 
| pened, the decent Mr Major agonised for much longer than the 
| chillingly decisive Mr Blair before chopping off the careers of 
| delinquent colleagues. 

l Instead of elevating the moral tone of public life, the non- 
| sense of "back to basics" seems to have strengthened the public's 
| belief that politicians are hypocrites at the best of times, and 
| above all when they preach about private behaviour. A majority 
| of people polled by 1cm for last week's Observer said that how 
| people lived was no business of governments, provided that 
| they stayed inside the law. Only four out of ten said that the gov- 
| emment should actively encourage family values, or encourage 
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particular patterns of family life. | 
Most of its ideas—friendlier registrars’ offices, a bigger role for. | 
health visitors, a parenting helpline and so on—are the small, | 
sensible and innocuous measures that are too often belittled as | 
"worthy". In family policy, in short, the government's instinct 
has been refreshingly liberal. 

Where was that liberal instinct in the case of Mr Davies? Mt. | 
Blair seems to have realised that people do not care for govern- 
ments telling them how to run their private lives. Just possibly, | 
they do not care either about what government ministers do in 
their own private lives. A lot of Americans seemed pretty | 
unfussed about Bill Clinton's private antics until he tangled 
himself in the knot of lies that justifies his possible impeach- 
ment. Although Mr Davies matters less, the principle is the same. 
There may have been strong reasons for his resignation and Mr 
Blair's swift acceptance of it. But for now they remain a mystery. 
Until the facts are known, the impression left is of a liberal- 
minded cabinet that has ditched one of its number because ofa 
private predilection with no bearing on his public job. A pity. 





things equal, it says, married cou- |. 
ples are more likely than other par- | 


their children. B 
Mr Straw has never concealed | 





loveless marriage, and that when. | 


ents. It wants people to have i. 
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BRITISH AMERICAN 
TOBACCO 


Interim 
dividend of 
8p per share 


Nine. months unaudited results 
to 30 September 1998 


OPERATING PROFIT £1,221m +8% 
PRE-TAX PROFIT £963m -7% 
... EARNINGS PER SHARE 33p -1196 

DIVIDEND PER SHARE 8p 


+ Abeh 








WE The complex and lengthy demerger of B.A.T Industries’ financial services businesses 

< and their merger with Zurich Insurance was successfully accomplished in September. 

These are the first results for British American Tobacco as the only free-standing 
investment in the international tobacco sector. 


@ This was a resilient performance, although the full force of the emerging markets 
crisis only struck home relatively late in the period. International brand sales rose by 
an excellent 11 per cent, with total volumes up by 3 per cent. 


W The Board is declaring an interim dividend of 8p, to be paid as a Foreign Income 
Dividend. The Directors expect this dividend to represent about one- tara of the 
total dividend for the year. 


a uAS ¥ we-are clearly entering. à volatile period, | would like to reassure shareholders 
that our experienced management team is already taking firm action in terms of 
cost control, cash management and other necessary measures. We must, however, 
keep a sense of perspective. While it is important to be realistic about our prospects 
for the short term, we remain confident that growth in the emerging markets will 
be restored over time and there is no need to change our overall strategy." 


Martin Dieu Chairman 


The full quanetly report is being posed to shareholder: and copies are avilable Trom ihe & ompany Sécretary, 
British Amencan Tobacco pac, DN ridsor House, 50 Me toria à Street, bandon SWITH Qni: 
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tigers’ telecoms 


HONG KONG 








Testing times for the 


: The once-booming telecoms markets in Asia are changing—for the better 


SIAN telecoms are being put through 
i hoops that they hardly knew existed 
~ only 18 months ago. On October 28th PLDT, 
the largest carrier in the Philippines, con- 
firmed that sec Communications, an 
American telephone giant, is negotiating to 
take a stake in it. The attention is not en- 
tirely welcome. Earlier in the week PLDT 
-had reluctantly dropped its efforts to adopt 
i a poison-pill takeover defence. It is a world 
away from June last year, when 40,000 peo- 
“ple flocked to a conference in Singapore to 
‘celebrate Asia’s telecoms boom. The region 
“had become the world’s largest telecoms 
market: investment over the next five years 
would top $300 billion, and perhaps even 
reach $600 billion. Asia would be the 
“most dramatically changing telecoms 
market on the planet". 

At least the last prediction was borne 
out. Within three weeks, the Thai baht 
crashed; the rest of Asia soon followed 
Thailand into recession. Telecommunica- 
tions were fearfully exposed. The equip- 
ment needed to build new networks is 
priced mostly in dollars, as is the debt taken 
on to pay for it. Asian telecoms companies’ 
revenues, on the other hand, are mostly in 
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devalued local currencies. Most of the in- 
dustry’s prices are regulated, meaning that 
operators could not easily raise charges to 
compensate. As the euphoria of the Singa- 
pore conference faded, western firms 
scented an opportunity. 

Since then, growth has slowed as firms 
have used their earnings to pay off debt, 
rather than invest in new networks. Some 
firms went bust; some had a near escape, 
including Thai Telephone & Telecom- 
munication (rr&T), Malaysia's Time Tele- 
communication and several firms linked 
to the family of Indonesia's ousted presi- 
dent, Suharto. Other companies were 
bought up by stronger rivals. Many new- 
comers and smaller competitors saw their 
balance sheets crumple along with their 
share prices. 

The pain has spread. When Alcatel, a 
French equipment maker, announced in 
September that its profits would be below 
expectations in part because of Asia, the 
Paris bourse knocked 38% off its share price 
in a day. Some of its biggest deals in the re- 
gion had been with Trat, which earlier in 
the year had stopped repaying Alcatel's fi- 
nancing loans. The French firm was also in- 








volved with Indonesia's Satelindo (part- 
owned by Suharto's son, Bambang Trihat- 
modjo) which cancelled a large contract 
with Alcatel when it got into trouble. Swe- 
den's Ericsson also suffered for lending 

Trat money for equipment. a 

Yet the really surprising thing is that the- 

damage has not been worse. The incum- 
bent telecoms firms, many of them still par- 
tial monopolies, have continued to make 
buckets of money (albeit smaller buckets 


when calculated in dollar terms) Although =. 


their share prices look awful in dollar 
terms, most have substantially outper- 
formed local markets—which partly ex- 
plains PLDT'S desire to ward off spc. Even 
Indonesia's main carrier is still profitable. 
Telephones are like refrigerators,’ says. 
Dylan Tinker, of Jardine Fleming, an in- 
vestment bank: even in difficult times, it is 
hard to imagine life without them. 

Consumers have made fewer interna- ` 
tional calls, but since carriers are typically: 
paid for these in dollars, the foreign-ex- 
change gains more than make up for their 
declines in traffic. And one other effect of 
the turmoil has been to raise the cost of cap- 
ital foreveryone. This means that big, estab- 
lished companies, which can pay for their 
new networks out of their own cashflow, | 
now have a great advantage over newcom- 
ers, who must borrow. 


Copper lining | 

Yet Asia’s turmoil has done more than 
merely shift the balance between monopo- 
lists and their competitors. It has also had. 
three consequences that may have a bige 
ger—and more lasting—effect. 


In most Asian countries, turmoil has ac- 


celerated deregulation. As part of the IME: 
ordered reforms in South Korea, Indonesia’. 
and Thailand, caps on foreign ownership 
have been relaxed. Other countries, such as 
Malaysia, have relaxed their rules un- 
prompted. Keen to lower their costs and re- 
gain competitiveness, the more developed 


economies of Hong Kong and Singapore. 


are opening their markets earlier than ex- 
pected (January tst for calls in Hong Kong; 
a year later for Singapore). Singapore will 
also throw its Internet-service markets 
open to ali-comers. 

This is why foreign interest has grown 
so much. Newly relaxed rules and the cheap 
valuations of Asian telecoms firms are a 
perfect opportunity for multinationals. In 
the past they settled for tiny, non-control- 
ling, stakes in Asian firms or, in such coun- 
tries as Thailand and Vietnam, “build- 
transfer-operate" (Bro) deals that denied 
them ultimate ownership. Now Thailand 
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plans to do away with Bro schemes, allow- 
ing investors to own infrastructure. In ad- 
dition, multinationals have good enough 
debt ratings for them to raise money to 
compete with incumbents. 

sBC is following several other interna- 
tional carrers. British Telecom has gone on 





the rapid rise of mobile telephones, where : 


there is now more competition thàn 1n the 
fixed-line service. This might. seem odd, 
given that mobile telephones are often 
thought of as luxuries. However, as regula- 
tors discourage the subsidising of local calls 
with revenues from pricey international 





a buying spree, investing 
about $1 billion since the 
summer in stakes in SK 
Telecom, the largest South 
Korean mobile firm, and 
Binariang, a Malaysian 
fixed-line and mobile 
competitor. In a consor- 
tium with Japan's NTT and 
two Singaporean firms, it 
plans to invest up to $2.5 
billion over the next three 
years building new mo- 
bile, local and interna- |: 
tional networks in Singa- i * 





ones, fixed-line subscrip- 
tions are becoming more 
expensive. In Hong Kong, 
Taiwan and South Korea, 
mobile-telephone tariffs 
are often as low as or lower 
than fixed-line rentals, and 
the service can often be 
connected with less delay. 
Hong Kong has several op- 
erators offering 100 free 
minutes a month. for 
around $11 less than the 
minimum monthly line 
rental in most of Europe 





pore. Cable & Wireless, 
which owns 49% of Hongkong Telecom 
anda stake in several mobile networks, will 
invest $200m in a network in Hanoi. It has 
also spent another $800m to increase its 
stake in Optus, Australia's second-largest 
carrier, and plans to set up an Internet-ser- 
vice provider in Singapore to match the 
one it owns in Hong Kong. NTT, Deutsche 
Telekom and Spain's Telefonica are also 
said to have been sniffing around. 

Such investment, in a region that has 
seen few mergers or acquisitions, may 
speed up the third effect of Asia's turmoil: 





I 
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Road to nowhere 


i 


F ONLY all infrastructure industries in 

Asia were as resilient as telecoms. But 
roads, transport systems, power plants 
and dams have not weathered the crisis 
well. Only those that were almost built, al- 
ready paid for, or deemed too important 
to halt have continued throughout 


and North America. 

Mobile operators in the Philippines, 
Malaysia and Indonesia are also promot- 
ing prepaid mobile chip-cards that cost as 
little as $10. Such cards avoid the deposits 
and delays of conventional mobile sub- 
scriptions—perfect for those with depleted 
bank accounts, while sparing operators 
worries about bad debt. Mutiara, a Malay- 
sian operator, says prepaid cards account 
for half of all new subscriptions. 

Hence, mobile-telephone subscriptions 
are growing rapidly in Asia. Over the past 
year South Korea saw a net increase of more 


$2.5 billion elevated. rail-and-highway 
system in Bangkok and a $1.8 billion coal- 
fired power plant in Indonesia. In good 
times the political connections necessary 
to win such projects were a licence to 
print money. But now that the underlying 









than a million mobile subscribers; Asia, ex- 
cepting China and Japan, will add nearly 
5m new mobile subscribers this year, ac- 
cording to Pyramid Research, a telecoms 
consultancy that is part of The Economist 
Group. In the affluent city-states of Hong 
Kong and Singapore nearly 40% of people 
now have mobile phones, the highest pene- 
tration in the world outside Scandinavia. 
There are difficulties, of course. An 
American initiative to get Asian carriers to 
lower their international tariffs has gone 
quiet—it is a bad time to press the region’s 
shattered economies. Some firms have 
halted investment in their networks. And 
both the Philippines and Indonesia have 
delayed issuing new mobile licences. But it 
could have been worse. Extraordinarily, 
not only is Asia’s telecoms revolution still 
in train; it is likely to emerge from the 
nightmare stronger than it went in. 
| 





American retailing 
A buyers’ market 


NEW YORK 


HILE turmoil in the financial mar- 

kets seems to have killed off most 
merger activity, North American food re- 
tailing has seen almost $30 billion of merg- 
ers since August. The unlikely cause is Wal- 
Mart. The giant retailer's foray into food is 
making the rest of the industry huddle to- 
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economics have changed, such connec- 
tions are not enough. l 

The elevated rail project was a good 
idea, as any visitor to traffic-clogged Bang- 
kok can attest. Sir Gordon’s scheme to pay 
for it was also clever: he would charge 
nothing to convert a railway to the airport 
into a 37-mile mass-transportation sys- 
tem, in exchange for the right to build 
shopping centres and other com- 








| the recession in South-East Asia. 
| Part of the reason is that such 
mega-projects. tend to be all-or- 
nothing propositions. Telecoms 
networks can be expanded slowly 
or quickly, as market conditions al- 
low; and they can usually sign up 
paying subscribers: long. before 
they are "finished", But until other 
mega-projects are completed, they 
cannot charge anybody or pay 
back debt—who. wants to cross a 
half-finished bridge? ^ 

Nobody knows this better than 
Sir Gordon Wu, the. founder of 
Hopewell Holdings, one of the re- 
gion’s biggest power and road- 
building firms. He has suffered two 














of Asia's biggest cancellations, a 


Sir Gordon's roadblock 


mercial properties on the land 
around it. But when it turned out 
that the transport ministry with 
which he had signed the deal did 
not have the right to grant him the 
land, construction slowed. When 
the crisis hit, the Thai government 
cancelled the deal altogether. 
Today, Hopewell's shares are 
trading at only 15% of their peak in 
Sir Gordon, once a dollar billion- 
aire, is.now worth, well, just a few 
hundred million dollars. Banks 
and investors alike shun the com- 
.pany. "Infrastructure" is now a 
dirty word. in Asia. Who knows 
when the moguls ready to spend 
billions: of dollars on. toll-roads 
and shopping malls will return? 
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«boy wouldn't have survived their migration 
if they couldn't have stopped at their feeding grounds; 


they couldn't have stopped if construction 
on a nearby power plant bad scared tbem away; 


the construction wouldn't bave waited 
if not for tbe engineers of ABB. 

















Last year in South Humber Bank, UK, one of the wonders of technology 


collided with one of the wonders of nature and something wonderful happened 
Nature survived. 
The largest combined cycle power plant in Europe was under construction. 
Unfortunately, it was on a site adjacent to a feeding ground for migratory birds. 
Fortunately, the company doing the construction was ABB. You see, ABB is one company 
that's not only committed to the business of electric power generation, it's also committed 
to the preservation of the environment. 
And it's a commitment that stretches from ABB's senior management 
all the way through to its subcontractors on the construction site. 
Which is why during the months between September and March, 
construction on the plant, which might have alarmed the migrating birds and 
prevented them from feeding, was abruptly stopped. 
The power plant, which is representative of modern power plant technology 
(highly efficient with minimal impact on the surrounding environment), was finished 
only after the birds had completed their annual migration through the area. 
A fact that made English environmentalists very happy. 
Not to mention the birds. 


INGENUITY AT WORK 


Visit the ABB World Wide Web site at http://www.abb.com 








The Club World Cradle Seat. The more relaxing way to fly. 


In order to make flying as effortless as possible, British Airways give you the Club World Cradle Seat. 
Thanks to its innovative design and the way it tilts, your body weight is distributed evenly and supported 
from head to toe. In fact, the only thing it won't hold up is your eyelids. The world's favourite airline. 
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| gether for comfort. 
In the past month alone, Kroger has 
made a $13 billion offer for Fred Meyer, to 
become: America's largest supermarket 
chain; Safeway has announced plans to 
buy Dominick’s Supermarkets for $1.8 bil- 
lion; and Canada’s Empire has said it 
«would buya rival chain, Oshawa, forC$1.36 
» billion ($900m) In August Albertson's 
snapped up American Stores for $12 bil- 
< ‘lion: Meanwhile Kmart, a discount retailer, 
said this week that it needs to find a super- 
market chain to be its partner. 

All of these mergers are being driven by 
the desire to reap economies of scale and to 
increase bargaining power over suppliers, 
ina market where retailing know-how has 
`- been sorely lacking. But fear is also playing 
Lits part. Over the past five years, Wal-Mart, 
the world’s biggest retailer, has used its size 
and efficiency to turn the tables on "cate- 
gory killers", such as Toys-R-Us. And now 
Wal-Mart is training its big guns on food. 

x The firm is opening around 150 of its 


5s Supercentre grocery stores a year—and at 
«220,000 square feet each, that is the equiva- 


. lent of one new regional supermarket 
chain. Wal-Mart is bringing not only its 
tranglehold on suppliers to the grocery 
de, but also its Disneyesque fanaticism. 
Each morning the group's 825,000 employ- 
ges, from Puerto RicotoGermany, chant the 
. “Wal-Mart cheer”. Equally impressive is 
Wal-Mart's financial strength. Capitalised 

'at more than $140 billion, it is now Ameri- 
-€a's sixth-biggest company. Whereas most 

» blue-chip firms have recently been under a 
cloud, its shares, which have almost tripled 


<= since the beginning of 1997, are still close to 


their all-time high. 

But Wal-Mart will not have everything 
_ its own way. Potential victims are learning 

: from it. According to Mark Husson, retail 

. analyst at Merrill Lynch, American super- 

. markets are adopting the practices of Wal- 


|... Mart and their better European counter- 
(5: parts, such as France's Carrefour, Britain's 


5. Tesco, and Ahold of the Netherlands. “A 
"few years ago even the big American food 
* chains used to behave like a loosely knit 
- bunch of mom ’n’ pop stores,” he says. 
-< “Now they are operating as a regiment.” 
^t; The brightest are investing in informa- 
"ton: systems to lower distribution. and 
~~ Warehousing costs, and to strengthen their 
bargaining power with food makers. This 
-may be affecting even Wal-Mart, which has 
“never managed to gain more than 12% of 
any regional food market. Safeway has con- 
solidated six different computer systems 
into one. Others are insisting, as does Wal- 
' Mart, that suppliers computerise orders. 
Analysts believe that more than half the 
$225m expected cost savings from the 
merger between Kroger and Fred Meyer 
will come from better buying. The trade has 
dubbed the deal "Freddie Kroger—a night- 
mare for suppliers". 
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More deals are likely to follow. Count- 
ing in the $2.7 billion acquisition of Giant 
Food by Ahold in May, there has been as 
much consolidation this year as in the pre- 
vious five put together. Even so, in America 
the top five supermarkets control only a 
third of the $435 billion food retail market, 
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compared with 60% in Britain. Many of th 
big regional chains, such as Publix, are pri 
vate and have not yet joined the merger - 
wave. Given its scale, Wal-Mart will surel 
be one of the winners. But a market the size 
of North America's should have room for 
more than one gorilla. 















The music industry 


A note of fear 


Big record companies fear that digital technology is turning music distribu- 
tion upside down. That is the least of their problems 


N OCTOBER 27th, a court in America 

rejected an application by the Re- 
cording Industry Association of America to 
ban the high-street sale of the Rio, a porta- 
ble machine on to which consumers can 
download music from the Internet. Such 
“MPman” devices (named after the MP3 
computer files they use) have been avail- 
able for sale over the Internet for six 
months; but with the prospect of high- 
street consumers getting hold of them for 
$400 apiece, the music business is worried. 
Worse, although record executives have 
scarcely acknowledged it, the digital revo- 
lution is also fragmenting their audiences, 
with alarming results. 

The digital distribution of music repre- 
sents both an opportunity 
and a threat to the indus- 
try. The opportunity lies in 
the retail margin—ranging 
from 20% in Hong Kong to 
80% in Scandinavia, and 
averaging 6096 worldwide. 
If record companies can 
sell music direct to the 
home, they can take the 
margin that today goes to 
the retailers, or at least 
share it with consumers. 

Record companies are, 
however, more worried 


friends. Another solution comes from NDS, 



















feared that retailers would discriminate ^ 
against them if they tried to reach consum- 

ers direct. New ventures, such as Cb Now 
and N2K, captured that market. But the 
level of Internet piracy now means that do- 

ing nothing. is.no longer an option. The 
record companies are, therefore, beginning 
tolookat providing legitimate forms of dig- 

ital distribution. .. ; 

In Germany, Deutsche Telekom and the 
record companies are testing a closed sys- — 
tem (rather than the Internet) that sends. 
music down telephone lines on to people's . 
hard disks. A cps worth of music costs. ^. 
about the same as it would in the shops, 
and cannot be burnt on to a cp or sent to 














the technology arm of Ru- 
pert Murdoch's News Cor- 
poration, which has devel- 
. Oped.a system using pay- 
Tv | and. -smartcard 
‘technology. It would. en- 
able record companies to 
broadcast music by satel- 

lite to set-top boxes with- 
conditions written into 
4t-such as not sending it 
on. In America, IBM is 
working on the "Madison 
project" to develop a sys- `; 
tem to download music 





















about the threat. The new 
technology has spiralled beyond their con- 
trol. They know they cannot protect copy- 
right from pirates on the Internet; but they 
now believe that, if pirates are distributing 
music using this technology, they must too. 

According to the International Federa- 
tion of Phonographic Industries (rrPI), the 
music business’s trade organisation, 
around 3m tracks are downloaded from 
the Internet daily. Some are legitimate sam- 
ples from record firms’ sites, but the vast 
majority are pirated. With an Mpman, any- 
body can download music from a pirate 
site and listen to it while jogging. 

Although most of the record-company 
sites now sell cps by mail order, the indus- 
try decided not to use the Internet to go into 
the retail business. The big companies all 





into a box connected to- 
people's music systems. All the large record = 
companies are thought to be involved, but 
the effort is shrouded in secrecy. 

Not that downloading music poses any 
particular technical difficulty. The prob- 
lem, once again, is copyright. Pirates are not 
the only concern: private copying is as 
much of a worry. If people can download 
music from the Internet, then they can send 
it to their friends as e-mail. Of course, con- 
sumers have always copied their favourite 
songs on to cassette tapes without killing 
the record companies; but doing it on the 
Internet is easier, and the quality is better. 

For the moment, the only Internet- 
based security system available is water- 
marking. Although it cannot prevent the 
duplication and transmission of music, it 
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Ani DiFranco, righteous revolutionary 


does tell record companies where a pirated 
track originated, and so eases the job of po- 
licing the Internet. The 1FP1 has been testing 
watermarks to find ones that are both ro- 
bust and inaudible. 


Ani, get your fun 

With enough money and time, the music 
business may be able to solve these security 
difficulties; but it will still be saddled with 
another digital threat—this time to do with 
record production. 

Consider Ani DiFranco, a folk singer 
with her own record label, Righteous Babe 
Records. Miss DiFranco's latest album went 
straight to number 22 in the chart in Bill- 
board, the music business's bible, and sold 
a quarter of a million copies. “It’s digital 
technology that has made Ani's success pos- 
sible,” says her manager, Scot Fisher. 

Buying a computer in 1989 enabled Mr 
Fisher to prepare a mailing list in minutes, 
whereas it had previously taken hours to 
write it out by hand. Recording on a tiny 
digital audio tape cost a quarter ofthe price 
of a 24-track analogue tape. They recorded 
an album, which they could afford so long 
as Miss DiFranco cut down on studio time 
by memorising the songs. They got their 
own cps made, at a cost of $1 each, and sent 
them out by mail. Righteous Babe has now 
sold 2m albums, and will soon start selling 
over the Internet. 

Much of Miss DiFranco's publicity is 
handled by her fans, on the Internet. Righ- 
teous Babe has no official site, but there is 
as much Ani DiFranco information avail- 
able as anybody could possibly want. The 
first site, according to Mr Fisher, was put up 
by “a guy called Megazone, a computer 
geek from Worcester, Mass"; now there are 
around 70 different sites. 

Ani DiFranco may be a small star, but 
she represents a large problem for the mu- 
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sic business. Cheaper equipment for pro- 
ducing and distributing music is allowing 
new entrants. Nose around the Internet, 
and the proliferation of new labels is evi- 
dent. On cductive, a site that allows con- 
sumers to create their own compilations, 
there are 59 from Britain, 42 from America, 
eight from Germany and a handful of oth- 
ers from smaller markets. Their importance 
should not be exaggerated, but they are hav- 
ing some impact on the business (see chart 
on previous page). 

Big record companies have never wor- 
ried much about independents. Small la- 
bels have always come and gone in the 
record business. They collapse, or get 
bought; then more come along. Except that 
this lot is encouraging a worrying shift in 
the market. Big firms usually succeed by 
spending huge sums on promoting acts, 
most of which are flops. A tiny percentage 
turn into Madonna or Janet Jackson and 
pay for the rest. But those big stars are just 
not selling as they once did. 

The problem, say people in the busi- 
ness, is that, thanks to such acts as Ms 
DiFranco, tastes are fragmenting. Once 
upon a time, people bought pop music. 
Then they bought rock music. Now, they 
buy grunge, ambient, illbient, acid house, 
acid jazz, drum ’n’ bass, Eurodance, hip- 
hop, trip-hop, lounge, techno, glam, indus- 
trial metal, lo-fi, dream pop, psyche rock or 
riot grrrl. Digital technology encourages 
this fragmentation by giving each new 
splinter genre easier access to the means of 
producing and distributing its wares. 

Ultimately, the distribution problems 
that digital technology creates for big 
record companies may be easier to deal 
with than the threat posed by the frag- 
mentation of their audience. After the bar- 
riers to entry have fallen everywhere in the 
music business, what will separate the big 


record companies from the independents 
will be their ability to mount a huge public- 
ity campaign to grab the world’s attention. 
But the world, these days, is likely to be lis- 
tening to something else on its MPman. 





European defence 


Back to the 
trenches 


ROANNE 


NYBODY who wonders why Europe's 
crowded defence industry finds 
consolidation almost unbearable—but also 
unavoidable—should visit the arsenal 
towns of central France. Their location, at a 
prudent distance from Germany, goes back 
to the wars of 1870 and 1914; it often feels as 
if the continent's ancient fault-lines have 
never entirely disappeared. 

In Roanne the tank-assembly buildings 
named after Verdun and the Somme are 
being closed only this year, as part of a 
restructuring of GIAT, a state-owned giant 
that supplies 15% of Europe's “land sys- 
tems"—a catch-all term for tanks, personnel 
carriers, artillery and hand-held weapons. 
But GIAT is as proud as ever. It insists that 
its artillery, such as the Aur1 gun, used by 
French troops to blast Serbs outside Sara- 
jevo, is based on a uniquely Gallic doctrine 
that stresses the accuracy of first strikes. 

GIAT's Leclerc tank is the dark horse in a 
furious race, against the British and Ger- 
man front-runners, to supply Greece with 
up to $2 billion of destructive power. Win- 
ning this and other export orders, includ- 
ing a $1 billion contract from South Africa, 
will help to determine who survives in a 
European armoured-vehicle industry that 
now includes more than 20 firms and is 
likely, in a decade's time, to feature only 
two. America has just one tank maker and 
one maker of armoured cars. 

Germany's defence bureaucrats have 
made no secret of their view that land sys- 
tems are a national strength, just as Britain 
has prevailed in aircraft and France in elec- 
tronics. Bonn's mandarins have overseen a 
"battlefield taxi" programme worth as 
much as $5 billion. They selected a consor- 
tium led by Germany's Krauss Maffei, 
whose parent company, Mannesmann, is 
better known for pipelines and telecoms. 
The award had repercussions in Britain: 
frustrating Vickers, the loser, and helping 
GKN, part of the successful team, to inte- 
grate its land-systems business with that of 
Alvis, another British firm, which had al- 
ready raised its profile by buying Hágg- 
lunds, a Swedish armoured-car maker. 

But the "landscaping" of the sector—a 
term beloved by German functionaries— 
has been thrown into confusion by the 
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|, country’s change of government, Walter 
` Kolbow, defence spokesman for the victori- 
ous Social Democrats, warned the outgoing 
government—which stepped down only 
this week—not to sign any orders for battle- 
field taxis: With the new Bonn government 
i. committed toa defence review, Vickers and 
other disappointed candidates wonder if 
the whole project might be reconsidered, 
-."ereating an opportunity for an all-British or 

: a Franco-British armoured car. 

‘Since the Social Democrats acknowl- 
edged Germany's need for a battlefield taxi 
when they were in opposition, such talk 
sounds far-fetched. The wild card in Eu- 
ropes biggest armoured-vehicle pro- 
gramme is French rather than German. Al- 
though GiAT was a member of the winning 
partnership, it wants a larger share of the 
work. Its main customer, the French army, 
would prefer a vehicle that was more com- 
bat-oriented than a taxi. 

GIATS president, Jacques Loppion, 
maintains that differences can still be 
ironed out. But he adds wistfully that, if the 
project fell through, he would like its suc- 
. cessor to be a cross-border venture. In prac- 
> tice, the partner might well be British. This 





is music to the ears of Sir Colin Chandler, 
chairman of Vickers, who shares French 
nervousness at the prospect of a land-sys- 
tems business dominated by Germany. The 
British tank maker says he naturally looks 
to France and America for partners. 

Mr Loppion insists that defence con- 
tractors cannot wait for governments to re- 
shape their sector. Instead, they should look 
for links that go deeper than temporary 
collaboration on projects. “I detect similar 
sentiments in Britain, though 1 am not sure 
whether I do in Germany," he adds. 

The trouble is that GiAT is hardly a se- 
ductive partner. Its legacy of state control 
makes the current restructuring plan—de- 
signed to slash the workforce by one-third, 
and staunch losses—a red-hot political is- 
sue. Even so Sir Colin speculates about 
“starting a relationship" with GiAT. Shoul- 
dering the French firm's social burden 
would horrify shareholders in Vickers, who 
would prefer the company, sitting on a 
cash pile after selling the Rolls-Royce motor 
business, to concentrate on marine engi- 
neering and turbines. But Sir Colin believes 
that working with giat could ensure a full- 
blown entente cordiale one day. 











. Fuel cells 
. Intel on wheels 

buenas, BRITISH COLUMBIA 

SITORS to Ballard, a chemical-to-cars 


_ V firm based in Burnaby, outside Van- 
couver, are welcome to walk around the 


< laboratories and workshops where small- 


“scale manufacturing of fuel cells is under 
way. They are free to talk to the chemists 
who have found cheaper ways to make the 
components of a fuel cell. Here is the poly- 
mer membrane that used to cost $750 a 
square foot; and here also the graphite 
frame that cost $100 a few years ago. Ballard 
can now make both for only $5 each. But 
along one side of the laboratory is a win- 
dowless, cream-painted plywood wall; and 
what happens behind it is strictly off-limits. 

That is where a team of 30 engineers is 
working out how to mass-produce fuel 
cells, so that they can replace the internal- 
combustion engine in cars and buses. A few 
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Can a small Canadian company overthrow the internal-combustion engine? 


years ago fuel-cell engines were more than 
100 times dearer than petrol engines; today 
the ratio is ten to one, and falling. “We're 
only at the beginning of reducing costs,” 
says Firoz Rasul, the firm’s chief executive. 
“We aim to be competitive with whatever 
is already used.” 

Fuel cells promise to retain all the bene- 
fits of individual mobility, while removing 
the nasty stuff that comes out of exhausts— 
including much of the carbon dioxide, 
which is implicated in global warming. 
Ballard has a fleet of prototype, fuel-cell- 
powered buses lurching around the streets 
of Chicago. At the Detroit Motor Show in 
January, Ford plans to reveal a fuel-cell car 
based on Ballard technology that it hopes 
will make as great an impact on the 21st 
century as the Model r did on the zoth. Wil- 





BUSINES: 


liam Clay Ford, who was appointed chait- 
man-designate of the firm last month, has 
long been keen to demonstrate the firm's 
green credentials. 

Fuel cells work by taking hydrogen and 
oxygen and putting them through a chemi- 
cal reaction to produce electricity and wa- `- 
ter. Mounted on a car, they provide a sup- 
ply of electricity to power an electric motor, < 
with water coming out of the exhaust pipe. 


Since hydrogen is volatile and awkward; : a 


the vehicle carries methanol or even. gaso- 
line in its tank; a small chemical “rec 
former" strips the hydrogen from the hy- 

drocarbon fuel. The system is so efficient 


that very little carbon dioxide is produced. : 


For most of its life, Ballard has concen- 
trated on science, Versions of fuel-cell tech 


nology were developed chiefly for use in. : 


space and in warfare, where getting the job 


done mattered more than the cost. Ballard. — : 


was little more than a contract-research lab- 
oratory working for, among others, the Ca- 
nadian defence ministry. But about ten- 


years ago its engineers realised thatatech- 
nology called “proton-exchange mem- ^ 


brane”, invented by America’s General 
Electric in the late 1950s, might have civil- 


ian uses. That meant bringing the costs of © 


fuel-cells down to earth from outer space. 


From lab to lay-by 
Thanks to its research, Ballard has a strong 


hold over the fuel cell's intellectual prop- 


erty, owning around 300 patents at the last 
count. But if it is to become the Intel of the 
industry, making the components at the 
heart of the fuel-cell engine, it still has an 
awful lot of work to do. 

The chief task, entrusted this summer to 
the 30 engineers at work behind the cream- 
painted wall at Burnaby, is to turn Ballard: 
from a research laboratory into a mass-pro- 
duction company. The firm has set itself the 
target of cutting costs by the 90% needed to. : 
make fuel cells competitive in vehicles by 
2003. One of the original managers, Mossa- 
diq Umedaly, vice-president and finance 
director, left in June because there was:no ^ 
role for him in the new structure. In the 
summer the firm appointed anew chiefop- 
erating officer, Layle Smith, who isa sea- 
soned troubleshooter from Dow Chemical. 
His expertise has been in turning round... 
troubled manufacturing units. Another se- 
nior executive in charge of power-genera- : 
tion fuel cells has a background in Ameri- 
can utilities. 

At the moment, Ballard is concentrat- 
ing on five products in three markets. As 
well as two fuel-cell systems for vehicles 
(one for cars, another for buses and lorries), 
there are separate systems for large and 
small generators—fridge-sized units run- 
ning on natural gas to provide electricity 
for a building that is not attached to the 
grid. The most futuristic product is a tiny 
fuel cell to produce power for use in porta- 
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ble applications, from hedge trimmers to 
mobile telephones. 

But Ballard has set itself a much harder 
task than that faced by the early semi- 
conductor firms. At least they were supply- 
ing a completely new sort of device. 
Ballard, by contrast, is trying to displace ex- 
isting technologies, in which huge indus- 
tries have invested decades of research and 
training. America’s clean-air legislation is a 
help, but Ballard has also wisely sought to 
recruit industrial partners which have a 
stake in the old technology. Mr Rasul real- 
ised that not only would this provide the 
know-how needed to put a fuel cell into an 
engine or a power unit; it would also help 
Ballard to get fuel celis into more than just 
its own prototypes. 

Ballard has an impressive pack of in- 
dustrial partners. Daimler-Benz (as it was 
until its merger with Chrysler) was the first. 
It has a 25% stake in Ballard. Since 1993 it 
has built an alliance with the Canadian 
firm to work on fuel-cell systems suitable 
for use not just in laboratories-on-wheels, 
but in real vehicles, such as versions of the 
latest Mercedes A-class small car. 

Other car makets were at first unim- 
pressed by fuel cells. But last December, 
Ford bought 15% of Ballard; now these two, 
plus Daimler, are tightly bound in several 





| Opel's people 


URNING a bunch of regional fiefs 

into a truly global company can be a 
daunting challenge. For proof, look no 
further than the latest turmoil at Opel, the 
German subsidiary of General Motors 
(GM), the world's biggest car maker. 

The trigger for the latest trouble was 
the decision of Gm’s boss, Jack Smith, to 
recall Gary Cowger, Opel's chief, to De- 
troit after only four months in Germany. 
| Mr Cowger was needed at home to sort 
| out labour relations and inefficient work 
| practices in GM's North American fac- 
| tories. The man Mr Smith wanted to take 
| charge at Opel was Peter Hanenberger, its 
| product-development chief. Local unions 
| kicked up a fuss, complaining that Mr 
Hanenberger was unacceptable; and the 
respected head of Opel's supervisory 
board, Hans Wilhelm Gab, resigned in a 
huff. As chaos loomed, GM rushed in Rob- 
| ert Hendry, head of its Saab offshoot, to 
replace the peripatetic Mr Cowger. 

Why the shenanigans? Detroit seems 
to have badly underestimated the storm 
that Mr Cowger's summons home would 
whip up. Opel's supervisory board was 
| livid that he was going so soon after GM 
| bosses had persuaded sceptical unions 
| that he was the man for the job. Mr Gab 




















joint ventures, One joint venture, known as 
DBB Fuel Cell Engines, is led by Daimler 
and based in Stuttgart. It takes fuel cells 
from Vancouver and fits the auxiliary 
pumps, valves and control systems needed 
to make them work in a car. The other main 
joint venture, Ford-led Ecostar, takes the 
machinery from Stuttgart and fits it into 
electric motors, transmission and control 
equipment to make a fuel-cell engine that 
can turn the wheels ofa car or a bus. A simi- 
lar series of joint ventures has been put to- 
gether to develop fuel cells to generate elec- 
tric power. 

Ballard is now the supplier of choice for 
six out of ten of the world's top car compa- 


was also said to be furious that he had 
been sidelined by GM executives in a very 
unGerman way: they discussed a succes- 
sor with junior members of the board be- 
fore talking to him. Both Mr Cowger and 
Mr Hanenberger are deeply embarrassed 
that a private row has become public. 

Opel must be getting used to falling 
out with its parent. The boss of Gm’s inter- 
national operations, Lou Hughes, repeat- 
edly fought with Mr Cowger's predeces- 
sor, David Herman, who was suddenly 
moved—some say exiled—to Moscow ear- 
lier this year. Mr Hughes himself was 
transferred to Detrait from his office at 
GM Europe in Zurich, partly because he 
seemed to be meddling in the affairs of 
Opel. As part of a general reorganisation 
his post in Detroit was recently abolished. 

Personality clashes are not the biggest 
of Opel’s problems. In the early 1990s the 
company was highly profitable, outshin- 
ing GM's American arm. Since then, 
though, there have been rows over the 
quality of its cars. Its share of new sales in 
Europe was 10.7% in the nine months to 
September, down from 11.6% for the same 
period last year. 

That might mean completely rethink- 
ing the product range. Opel’s new Astra 








nies. But not everything is going its way. It 
faces competition from Allied Signal and 
International Fuel Cells (part of United 
Technologies Group) in America, De Nora 
in Italy and Siemens in Germany. Among 
the car makers, General Motors and Toyota 
are also developing fuel cells. All these com- 
petitors are experts in mass production. 
Similarly, in the power market, Ballard 
faces competition from electrical compa- 
nies, such as Mitsubishi in Japan and Wes- 
tinghouse, Plug Power and ERC in America. 

There is also a lingering question 
whether fuel cells will ever amount to more 
than niche products—for vehicles in regu- 
lated markets or as a power source for cus- 
tomers who need high-quality uninterr- 
uptible electricity, such as chip factories. It 
is a bad sign, for instance, that the firm's 
share price (see chart) is as responsive to en- 
dorsements from politicians eager to curb 
emissions as it is to industrial news. Yet 
Ballard has reason to be optimistic. Firms 
such as Royal Dutch/Shell and BP are keen 
to become green “energy” companies, not 
just oil companies. They are promoting the 
use of gasoline or even natural gas as the 
source of the fuel cell's hydrogen. Once the 
oil industry joins Detroit, Ballard’s bus will 
have all the top people on board. 





has sold well, but its Corsa hatchback and 
bigger Omega look tired compared with 
models being wheeled out by rivals, such 
as Ford and Volkswagen, which this week 
announced a huge surge in profits. Insid- 
ers blame GM’s efforts to turn Opel from 
the core of its European operations into a 
centre of product development for far- 
flung markets in South America and Asia. 
This has left Opel's designers and engi- 
neers spread too thinly, say analysts. Mr 
Hanenberger's acquiescence in this strat- 
egy is what made him unpopular at 
Opel’s main Rüsselsheim plant. 

Mr Hendry's appointment may have 
restored order, but will it also reverse the 
fall in profits? A trusty GM firefighter, he | 
has engineered a revival at Saab, whichhe | 
will continue to run parttime. Restoring | 
Opel to health will require a wider range | 
of skills—not least in defusing transatlan- | 
tic tension. | 
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The fizz biz 


A dash of aristocracy can improve a luxury brand, but it still takes sound management 
to make a business of it. Anne-Claire Taittinger must prove she can offer both 


OISE comes naturally when your name 

is embossed on the labels of several 
thousand bottles of champagne every year. 
Or so it would seem to hear Anne-Claire 
Taittinger’s cool dismissal of the predators 
stalking Société du Louvre, the hotel and 
luxury-goods group of which she is manag- 
ing director. Seventeen months into her 
tenure, this scion of a powerful French fam- 
ily has shown herself adept at fending off 
outside pressure, at the same time as 
remoulding a holding group into some- 
thing more streamlined. Not that this de- 
ters her assailants.On October 21st the most 
aggressive of these—Asher Edelman, an 
American with a small stake in Louvre—an- 
nounced that, after much burrowing, he 
had found that Taittinger companies had 
been illegally manipulating shareholder 
votes. Société du Louvre denies this, but if 
the family will not talk to Mr Edelman about his restructuring 
schemes, he threatens to take the matter to court. 

Mr Edelman has his eye on the Crillon hotel, where stars and 
statesmen often stay in Paris, and the other jewels that make up 
the Concorde group of luxury hotels. Taken together with 
Envergure, Société du Louvre’s economy chain, hotels account 
for two-thirds of the group's turnover and most of its profits. The 
rest, the restructurers assert, is a muddle worth less than the sum 
of its assets. It is high time to get rid of oddities such as a small 
printing firm and a maker of fireplaces, and for Envergure to list 
on the stockmarket to facilitate quicker expansion. As for the 
Crillon and its stately sisters, why not retain only the profitable 
management business and sell the buildings themselves? Leave 
the trophy-owning to sultans and princes. 

The battle looks like a classic confrontation between red- 
blooded America and sclerotic Europe, part of the advance of 
Anglo-Saxon capitalism into a continent gummed up with tra- 
dition and privilege. On one side lurks a corporate raider; on the 
other stands a family that can boast not only its prowess at mak- 
ing champagne and the glasses to drink it from, but a minister of 
justice for Pompidou, a vice-president of the Senate, several dep- 
uties and a couple of mayors. The stockmarket certainly greeted 
Mr Edelman with fanfare in 1997. 

It is not as simple a matter, however, as shareholder value 
against family values. The 49-year-old 
Ms Taittinger can fend off accusations of 
sentimentality. Having obtained de- Bottle bank 
grees in sociology and urban planningat 
"Sciences Po", one of the grandes écoles 
that educate France's elite, she began her 
career outside the Taittinger group with 
a job in regional development at a gov- 
ernment-owned bank. Only in 1979 did 
she join Louvre, subsequently moving 
through several positions. Later, she was 
put in charge of several divisions of Lou- 
vre in turn, including ELM Leblanc, a 
small heating business, Annick Goutal, a 
line of perfume, and Baccarat, which 
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makes expensive glassware. 

She is a manager with an up-to-date re- 
spect for value. In fact, the rise in Louvre's 
share price may reflect her arrival in 1997 as 
well as Mr Edelman's (see chart). Recognis- 
ing that Leblanc bore little relation to the 
hotels and luxury goods that make up the 
rest ofthe group, Ms Taittinger sold it soon 
after she took over Louvre from her father. 
At Baccarat and Annick Goutal, she over- 
saw a typical luxury-brand building effort, 
investing heavily in marketing and control 
over distribution, and diversifying from 
crystalware into jewellery. The disposals 
and the return to profitability of Baccarat 
(though Japan's recession has slowed pro- 
gress lately) have paid off in improved re- 
sults for Louvre. 

Ms Taittinger acknowledges that more 
restructuring needs to be done. The fire- 
place firm does not fit, and Envergure might eventually be listed 
on the stockmarket. However, she rejects a break-up. For one 
thing, properties such as the Crillon have been held so long that 
they have almost no value in the firm's balance sheet. So selling 
them would simply benefit the French government, which 
would collect a vast capital-gains tax payment, she says. 


Banish the clannish, not the clan 
In short, Ms Taittinger is behaving more like an Anglo-Saxon 
manager than one might expect Her differences with Mr 
Edelman and others are over how best to generate value, not 
over whether value is what counts. Happy shareholders matter 
tremendously to Ms Taittinger, if only because she cannot ig- 
nore disgruntled cousins, who can bring emotional as well as 
financial pressure to bear. True, families that fall out with each 
other can throw a company away—family strife has left Chateau 
d'Yquem, a wine maker, in a courtroom battle over whether to 
accept a takeover by LVMH, a luxury-goods conglomerate. And 
families can squander a firm’s inheritance—witness the likely 
sale of two champagne houses (probably to a French buyer) by 
Canada’s Seagram, which is pursuing an ill-advised diversifica- 
tion into media. But families can also make responsible, success- 
ful shareholders, prepared to support investment for long-term 
success. Several large French firms, such as L'Oréal and Michelin, 
have thrived in family hands. 
Iflong-term thinking can be a family 
strength, however, secrecy is its vice. 
Tight family control may not always be 
bad, but without transparency, how can 
anyone tell? Minority shareholders who 
try to shine light on the goings-on within 
a firm perform a valuable service. The 52 
nosey questions put by Mr Edelman’s 
representative at the last Louvre annual 
meeting, about sinecures and company 
flats for family members, were an intru- 
sion on the deferential mood of the 
meeting. But they may have helped Ms 
Taittinger to do her job. 
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Cracking the Brazil nuts 


SAO PAULO AND WASHINGTON, DC 


This week's austerity package should trigger long-awaited IMF aid for Brazil. 
But will it be enough to halt the spread of financial chaos to Latin America? 


OR the past two months the focus of at- 

tention for students of distressed 
emerging markets has been Brazil, Latin 
America's largest economy, and the eighth- 
biggest in the world. It has lost more than 
$30 billion in foreign-exchange reserves. 
Markets took fright at its large budget and 
currentaccount deficits, and rapidly 
mounting short-term local-currency debt. 
High interest rates and a faint rally in 
world markets have recently 
slowed the flight of capital from 
Brazil. But it is still the first line of 
defence in stemming the tide of 
forced currency devaluations. 
Failure in Brazil might spread 
more financial chaos to the rest of 
Latin America and beyond. 

To add to the suspense, Bra- 
zil's defences have been ham- 
pered by politics. A general elec- 
tion was held on October 4th, 
and a run-off vote for important 
state governorships three weeks 
later (see page 47). President Fer- 
nando Henrique Cardoso's gov- 
ernment has had to pander to the 
conflicting hopes and fears of in- 
vestors, politicians and voters. 
But now it is armed with a second 
term, and a new mandate to de- 
fend Brazil's strong, inflation- 
beating currency, the real. So this 
week Mr Cardoso’s team unveiled a pack- 
age of budget cuts and tax increases for 
1999 amounting to 28 billion reais ($23.5 
billion), or around 3% of Brazil's GDP. 

This package was drawn up in close 
consultation with the mF. It is the key to 
unlocking an 1Mr-led support fund of per- 
haps $30 billion aimed at bolstering Bra- 
zil's foreign reserves. The aid package is ex- 
pected in the next fortnight or so. The main 
point still at issue is whether (and if so, 
how) America, other rich countries and pri- 
vate banks will contribute. Brazil prefers to 
call it a *contingency fund". But it will in 
fact be a standard IMF programme. 

Brazil had already announced a three- 
year programme of fiscal targets agreed 
with the ımr. These were aimed at slashing 
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an overall public-sector deficit of close to 
8% of Gpr, and at halting the explosive in- 
crease in the public debt. The aim is to 
achieve a primary fiscal surplus (ie, before 
interest payments on government debt) of 
2.6% next year, rising to 3% in 2001. 

That is the target the much-trailed fiscal 
measures are supposed to start moving to- 
wards. Slightly under one-third of the fiscal 
saving should come from cuts in federal 





Many Cardosos; much austerity 


spending on running costs and invest- 
ment. Another large chunk would come by 
trimming outlays on government pen- 
sions. Taxes, which already account for 
about 31% of Gpr, high by regional stan- 
dards, will go up by another 13.3 billion 
reais. That includes steep rises in a tax on 
financial transactions, and in a turnover 
tax, now to be extended to banks. 

These are all emergency measures, 
rather than the long-awaited rational- 
isation of Brazil's public finances. But the 
other half ofthe fiscal programme involves 
structural reforms to give the finance min- 
istry greater control over public spending, 
especially that by lower tiers of govern- 
ment. For that, the government pins its 
hopes on a series of proposed laws, includ- 


ing a constitutional amendment to reform 
the pension system (which requires only 
three more votes in the congress). Others 
will reform the tax system, make it easier for 
state and municipal governments to fire 
workers, and protect federal revenue from 
transfer to lower tiers of government. 

Investors now want answers to two big 
questions. Will the government manage to 
implement its fiscal plans? And even if it 
does, will that be enough to restore confi- 
dence in Brazil's currency? On the first 
question, Mr Cardoso has a credibility 
problem: a year ago, when the real first 
came under attack and he announced a 
similar package, public spending subse- 
quently rose. But this time, Brazil has had a 
far worse scare—and there is no election to 
fight. Unpleasant though the cuts may be, 
their chieftargets (banks and civil servants) 
are not wildly popular, and most Brazilian 
politicians know that other op- 
tions would be worse. And, since 
the package is larger than many 
economists expected, the govern- 
ment appears to have given itself 
some room to bargain with con- 
gress, which must approve the tax 
rises as well as the structural 
reforms. 

So some firm political leader- 
ship from Mr Cardoso ought to 
ensure that, this time, most of his 
measures pass. The tougher ques- 
tion is whether they will prove 
enough. The test of that will be 
twofold: how soon Brazil can cut 
interest rates (which now start at 
40%, while inflation is just 3%) 
without triggering a fresh run on 
the real, and whether foreign in- 
vestors will start to look more 
favourably at the country. Since 
August, many banks have jibbed 
at renewing loans to Brazilian borrowers, 
forcing them to buy back bonds or raise ex- 
pensive local money. 

High interest rates not only add to the 
government's interest bill and budget defi- 
cit. They are also crippling business, and 
pushing the Brazilian economy into reces- 
sion. The government now reckons that the 
economy will grow by only 0.5% this year, 
and that it will shrink next year by 196 be- 
fore recovering in 2000. 

Critics of Brazil’s stance reckon that 
even the fiscal pain will not save the real. 
They point to a current-account deficit that 
still stands at around 4% of GDP. Given the 
slowing world economy, and low prices for 
Brazil's commodity exports, they argue for 
faster devaluation of the real, which at 
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present depreciates by 7% per year against 
the dollar. Without that, they say, the cur- 
rent-account gap will persist and investors 
will no longer be prepared to finance it. Yet 
the government is counting on the IMF aid 
to replenish Brazil’s reserves (now around 
$45 billion), to buy time and to persuade 
private lenders that Brazil—and the real— 
are safe. 

Brazil is not out of the woods yet, but at 
least it is on its way, which is good news for 
the rest of Latin America. Despite tighter fis- 
cal policies, Mexico (see box) and Argentina 
have been hit almost as hard as Brazil by 
market panic, with the prices oftheir bonds 
plunging to record lows. But the pressure 
has eased of late: earlier this month, Argen- 
tina even managed to sell $250m in foreign 
bonds. Brazil's performance could either 
clinch or wreck this cautious revival of 
Latin American optimism. 





Shareholder voting 


Voiceless masses 


[uen a democracy where almost no- 
body votes and a coterie of tycoons runs 
the country. No more than a nightmare, to 
be sure. But what about a capitalist econ- 
omy in which owners have almost no say 
over who manages their capital and how? 
Far from being a nightmare, this happens 
in much of Europe. Most European share- 
holders do not vote at the annual general 
meetings of the companies they own. 
Whereas more than 8056 of shares in Amer- 
ica, and 70% in Canada, are voted, turnout 
lingers below 40% in Britain and 10% in the 
Netherlands—and is lower still elsewhere. 
Britain's National Association of Pen- 
sion Funds, a trade body representing the 
owners of about 80% of British shares, has 


launched an inquiry into why sharehold- 
ers so rarely vote. Some North Americans in 
London think they know the answer: 
“shareholder apathy,” says Harry Frost, 
managing director of Global Proxy Ser- 
vices, a subsidiary of App, an American 
firm that dominates the market for elec- 
tronic-voting services. American fund 
managers might even call in shares they 
have lent out so as to vote; Europeans as- 
sume their votes will not change anything. 
They also balk at ludicrously cumber- 
some voting procedures. North Americans 
tend to vote by e-mail, on Internet sites 
(such as ADP’s www.proxyvote.com), or by 
touch-tone telephone. It takes a matter of 
minutes. Under British law, however, 
shareholders must sign a ballot-paper in 
ink, and pursue a baffling paper trail: a 
company sends voting forms to its regis- 
trars, who post them to custodians, who for- 
ward them to fund managers, who courier 





Sexophobia 


MEXICO CITY 


ES, Mexicans are afraid of the num- 
ber six. And with good reason. Each of 
their last four presidents has celebrated 
the end of his sexenio, his six-year term, 
with an economic crisis. The last celebra- 
tion, in 1994, wasa real fiesta: the peso fell 
by more than half, and GDP dropped by 
6.2% during 1995. The next one, in 2000, 
is already preoccupying President 
Ernesto Zedillo. This time, the dangers are 
more imported than home-grown— 
which is why all eyes have been on Brazil 
and its efforts to fend off collapse. 

Mr Zedillo’s economic management 
has helped to produce a fast recovery 
(5.2% growth in 1996 and 7.0% in 1997). 
But this year a host of setbacks are causing 
people to murmur “sexenio crisis” once 
again. There will not be one, at least not as 
before. Mexico (alone in Latin America) 
now has a free-floating currency, so the 
classic series of events—a build-up of pres- 
sure, sudden devaluation, misery for 





Mexican peso against the dollar 








months or years afterwards—cannot hap- 
pen. But what could happen is a gradual 
crumbling of Mr Zedillo's achievements. 

Even before August, investors' worries 
about emerging markets had nudged 
Mexico's interest rates upwards, while the 
peso had weakened (see chart). Then Rus- 
sia defaulted, and Mexico experienced a 
sharp plunge in its currency. 

Nerves have since become even more 
frayed. Banks are still weak from the 1994- 
95 collapse, and, with a controversial res- 
cue package blocked in an argumentative 
Congress, are hardly lending at all. The 
price of oil, which accounts for a third of 
the government's revenues, has fallen. In- 
flation is expected to reach around 17% by 
the end ofthe year, while GDP growth will 
be a disappointing 4%. And there re- 
mains the risk of Brazilian disaster, which 
might provoke a flight of investors from 
all Latin America. Some might decamp 
from Mexico anyway in 2000, because of 
political uncertainty: the ruling party 
could lose for the first time in 71 years. 

Faced with these threats, Mr Zedillo 
and his team seem alarmingly powerless. 
They promise, as ever, to stick to tight fis- 
cal and fairly tight monetary policies. But, 
after three sets of budget cuts this year, 
they may be reaching the limits of politi- 
cally possible tax rises. And tight money 
has proved unable to shore up the peso 
when the world turned nasty. 

As a result, talk in some quarters has 
turned more radical. Some businessmen 
and bankers think that pegging—or even 
abolishing—the currency is the answer. 
Ideas range from a peg to the dollar, 
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through a full-fledged currency board, to 
complete "dollarisation" Most Mexi- 
cans, according to a survey, think it would 
be jolly to be paid in dollars (though less 
so when reminded that they would have 
to pay in dollars too). 

Most economists think these are all 
terrible ideas: they would make the econ- 
omy rigid just when it needs to be flexible. 
But, privately, some senior officials fa- 
vour dollarisation—as a step towards full 
economic and monetary union with the 
United States and Canada. That, how- 
ever, would take years, even if the pro- 
spective partners were interested. It 
would also, in today's Mexico, be political 
suicide. 
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their instructions back to the custodians, 
who. post them back to the registrars. It 
takes weeks. Some shareholders miss the 
deadline because their votes are in the post. 
And, according to David Dando, of Institu- 
tional Shareholder Services, an American 


au firm that advises big investors on how to 
- vote, many others simply throw the irritat- 


S ing bits of paper away. 

In continental Europe voting is even 
more of a challenge. France requires share- 
holders to send a power of attorney au- 
thorising their custodians to vote. Sweden, 
Spain, Belgium, Italy and the Netherlands 
allow votes only if shareholders are physi- 
cally represented at the meeting. 

Moreover, most European markets 
have a tradition of bearer (as opposed to 
registered) shares. Holders of bearer shares 
who want to vote are prohibited from trad- 
ing for several weeks around voting time. 
This, naturally, puts them off. And since the 
shares are not listed on a register but 
stacked away in some anonymous bank 
vault, the company may not even know 
who its shareholders are. 

All this makes Europe ripe for reform. 
The biggest enthusiasts for change are the 
Dutch. Eleven Dutch multinationals have 
agreed a disclosure system with the Amster- 
dam Stock Exchange. So at least they will 
know how to contact shareholders. 

A bigger step would be a move to elec- 
tronic voting. Turnout in Canada, for ex- 
ample, has more than doubled in the de- 
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cade since voting was automated, 
becoming as simple as clicking a mouse. 
Mr Frost of app hopes to duplicate this suc- 
cess in Europe. 

Regulation is a third option. In America 
the law in practice obliges the pension 
funds, the largest investors, to vote. British 
regulators earlier this year warned fund 
managers that they might follow suit. If 
they do not, “ultimately there’s no one with 
a stick or carrot who says that voting 
counts,” argues Robert Monks, an Ameri- 
can shareholder activist. 

The trouble with regulation, however, is 
that it may lead to uninformed or self-inter- 
ested voting. A fund manager who has to 
vote at dozens of annual general meetings 
on his clients’ behalf may not look into ev- 
ery issue on every ballot. Worse still, he may 
face conflicts of interest, if, for example, he 
has been hired to run the company's own 
pension fund. A little abstention, perhaps, 
might not always be a bad thing. 


- 





Hong Kong 


Fair shares 


HE Hong Kong government has come 

clean—with some pride, it should be 
said—about the cost of its intervention in 
the stockmarket in August: HK$118 billion 
($15.2 billion), or nearly HK$20,000 for ev- 
ery man, woman and child in the territory. 

The Hong Kong Monetary Authority in- 
tervened at a time when hedge funds and 
investment banks were playing an easy 
game, with damaging consequences for 
Hong Kong. They would sell Hong Kong 
dollars and, since that sent interest rates up 
and so shares down, also sell the stock- 
market short. The intervention at first 
seemed to be a hopeless cause: the govern- 
ment was, in effect, offering to be the buyer 
of first resort, and many money managers 
saw this as a heaven-sent chance to offload 
Hong Kong shares. Yet the government has 
made a tidy paper profit of HK$28 billion, 
for the Hang Seng index has leapt by nearly 
half from its summer lows (see chart). 

The government owes its good fortune 
to an event it never anticipated: Russia's de- 
fault in August on its government debt, and 
the awful consequences of that for hedge 
funds and banks. As the scale of Russian- 
related losses became clear, hedge funds be- 
came desperate for cash. Many were forced 
to unwind short positions in Hong Kong; 
others were in no mood to take on the gov- 
ernment again. As positions were un- 
wound, the Hang Seng began its rise. When 
the American Federal Reserve then twice 
cut interest rates, the index surged. 

The government is now racing to give 
this lucky gamble the trappings of institu- 
tional respectability. It has created a body 
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called the Exchange Fund Investment (EFI), 
under the. monetary authority, to oversee 
its shareholdings. The hope is that the EFI 
will reinforce the government's desire to be 
seen as an impartial, long-term share- 
holder in Hong Kong Inc. The government 
sees no other choice. It might be tempting 
to get out while the going is good—indeed, a 
number of institutional investors have qui- 
etly offered to buy the government's stakes. 
But any substantial sale risks sending the 
still-fragile market back down again. 

In fact, the government's headaches are 
only just beginning. Democratic groups in 
the legislature assert that the authorities 
face intolerable conflicts of interest. Forin- 
stance, the government is now the owner of |... 
nearly 12% of New World Development 
and of more than 10% of Cheung Kong, two 
giant property conglomerates. Yet in Hong 


Kong the government is sole supplier of | 


fresh land for development. The govern- 
ment also owns 8.8% of HsBc, the biggest 
banking group in the territory, whose main 
regulator is the monetary authority itself. 
Then there 
shareholdings on the stockmarket: itself. 
The government is committed eventually : 
to selling its shareholdings, which repre- 
sent about 7.3% of the 33 companies that 
make up the Hang Seng index. In the long 
run, the threat of this eventual sale will de- 


press share prices. In the meantime, locking. -.- 


up so many shares has sharply cut the num- 
ber that might be traded on any given day: 
the so-called “free float". Lower stóckmark- 


et liquidity is likely to mean more volatil-...- 


ity—just the opposite of what the govern: ; 
ment hoped to achieve. T 
Yet another dilemma looms. If and 
when Hong Kong’s recovery comes, blue- 
chip companies will be keen to tap share- 
holders for cash with which to expand. 
Should the government subscribe to cash 
calls, and so use up more taxpayers' money, 
or should it refrain, possibly harming a 
company's prospects—and its share price? 
Faced with such conundrums, the govern- 
ment may come to wish that its unprece- 
dented flirtation with the stockmarket had 
been confined to one brief fling. 
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, The battle of the benchmarks - 


BERLIN 


N THE run-up to the launch in January 

of Europe's single currency, the euro, 
bankers in Frankfurt and Paris have tried 
all sorts of tricks to rob London of busi- 
ness and prestige. Their latest device is ar- 
cane but important: to gain control ofthe 
interest-rate benchmark at the heart of 
| Europe's money market. 

For decades the uncontested bench- 
mark for offshore borrowing in the 
world's most widely traded currencies 
has been the London Interbank Offered 
Rate, known as LIBOR. Set by the British 
Bankers' Association and based on deals 
between a select group of international 
| banks, this is considered the standard 
| rate at which top-notch financial institu- 
tions will lend to each other. 
| But with Britain out of the euro's first 
wave, euro-area moneymen want their 
own index. So they have cooked up 
| EURIBOR, a rate calculated from a panel 
| of around 60 banks, mostly from euro 
f 





Emerging markets 
Weight problem 


NEW YORK 


N ECONOMIC terms, Russia is anything 

but imposing. Its economy is about the 
size of Switzerland's, and, oil and gas aside, 
its international trade hardly registers. 
Why, then, did the Russian government's 
bond moratorium, imposed in August, 
send shock waves through financial mar- 
kets around the world? Partly because, to 
the world’s money managers, Russia had 
taken on gigantic proportions—so much so 
that last spring it accounted for one-sev- 
enth of the main index by 


countries, and backed by the European 
Banking Federation. They plan to intro- 
duce EURIBOR in January, when the Brit- 
ish will roll out an updated "Euro- 
LIBOR". Next week will see the start of an 
advertising campaign grandly touting 
EURIBOR as “a measure for Europe". 

Supporters claim the new benchmark 
will improve on LIBOR because it takes ac- 
count of more banks from more coun- 
tries. London's boosters counter 
that continental banks are be- 
ing forced by officialdom to 
back the "politically correct" 
EURIBOR. They also worry that 
the EURIBOR rate will be too 
high because its panel of banks 
includes several small institu- 
tions that have to pay more for 
their money. 

What London probably 
fears most is losing business. 
Stefan Seip of Finanzplatz 











Deutschland, a body that promotes 
Frankfurt as a financial centre, argues 
that, if EURIBOR wins out, much of the | 
lending and derivatives business now | 
concentrated in London could start mi- 
grating to other European cities. Conti- | 
nental derivatives exchanges, such as the | 
French Matif and Swiss-German Eurex, | 
have already introduced futures contracts | 
linked to EURIBOR. | 

One recent study suggested that 70% | 
of euro-area banks were preparing to | 
switch to EURIBOR. If so, LIBOR risks be- | 
coming a minority interest rate. l 
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dex. Second, they boost turnover, because 
many big institutions prefer investments 
whose return can be compared with an in- 
dex. Third, they provide a measure for per- 
formance, which is a big factor in setting 
fund managers’ pay. 

In the world of emerging-market debt, 
the index that matters is J.P. Morgan’s 
Emerging Market Bond Index Plus, which 
is used by many of the world’s biggest in- 
vestment managers. Without EMBI+, rich- 
world investors would have had little appe- 
tite for the roughly $320 billion in foreign- 
currency. bonds issued since 1990 by 
borrowers in countries with less-than-stel- 
lar credit ratings. 

Almost all funds track their perfor- 
mance against some stan- 





which emerging-markets 
bond funds are judged. 

That index, produced 
by J.P. Morgan, an Ameri- 
can bank, is now the sub- 
ject of intense controversy . 
on Wall Street. Its defects, 
criticsclaim, deserve much 
of the blame for the size of 
the Russian debacle. But 
ideas for how to cure them 
are in short supply. 

Indices play three criti- 
cal roles in the business of 
fund management. First, 
they help define an invest- 
ment: a "neutral" strategy 
is simply one that owns se- 
curities in the same pro- 








dard, such as the FTSE 100 
index of London shares or 
Lehman Brothers's corpo- 
rate bond index. But 
EMBI+ is unlike most indi- 
ces. It includes only large, 
dollar-denominated bond 
issues with high liquid- 
ity—bonds that are easy to 
buy and sell. Small issues 
are excluded, and bonds 
that trade rarely are also 
dropped. As a result, it fea- 
tures only 13 countries; 
and just three—Argentina, 
Brazil and Mexico—to- 
`. gether: account for 7396 of 

the. index by weight (see 
chart 








portion as the relevant in- 
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But liquidity is not ev- 


erything. "You end up breaking one of the 
cardinal rules of investing if you follow the 


' index too closely,” says Nancy Northrop, a 


vice-president at Alliance Capital, a New 
York fund manager. "You tend not to be 
diversified." This is a result of the perverse 
logic ofbond indices. A country that has is- 
sued a lot of debt will be weighted heavily 
in the index, even though it may be borrow- 
ing its way into trouble. At the other ex- 
treme, some big emerging economies are 
not in the index at all, either because they 
have issued few dollar bonds (China) or be- 
cause the credit-rating agencies rate their 
debt as “investment grade" (Chile). 

So the market is screaming for a better 
measure. This looks easy enough to pro- 
vide. Bear Stearns, another American in- 
vestment bank, offers an emerging-market 
bond index that includes far more issues 
and countries than EMBI*. Vincent Pa- 
lermo, an index expert at Merrill Lynch, is 
testing indices that would weigh the size of 
countries’ economies, as well as their out- 
standing bonds. 

Such reforms could produce a less vola- 
tile index. But they would come at a price. 
For all its shortcomings, EMBI* does pro- 
vide a model portfolio that can be bought. 
An index giving a greater weight to, say, 
China might be less useful because there 
are not enough Chinese bonds to buy. This 
might suggest that emerging markets are 
not yet ready for a bond index atall. But the 
investment business seems to find any 
measure better than none—even if it turns 
out to be a few inches short ofa yardstick. 
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Japanese banks 
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A funny sort of crisis 


SAPPORO 


Japan is still waiting fora full-scale banking crisis. But one collapsed bank has 
been “‘cleaned up”. Is ita model, or a warning? 


HERE seems nothing out of the ordi- 

nary about the headquarters of Hok- 
kaido Takushoku Bank, known in its home 
town of Sapporo as Takugin. The banking 
hall contains the usual press of shoppers. 
True, people behind the loan counter look 
a little underemployed. But the tellers are 
busy, perhaps because Takugin is advertis- 
ing special rates on time deposits. 

As it should. Last November the bank 
collapsed, thinning the ranks of Japan's 
"major" banks to 19 and endangering the 
economy of Hokkaido, the most northerly 
ofJapan's four main islands. Hokkaido was 
given a year's grace to sort out the mess. 
With the rest of Japan readying itself for its 
own bank clean-up, Takugin's strange story 
is attracting uncommon interest. 

Yet if Takugin's example is anything to 
go by, the omens are not hopeful. Even zeal- 
ous bankers are unable to scrub their bal- 
ance sheets clean by writing off loans to 
failing companies, and closing the borrow- 
ers down. Political pressure, a tradition of 
social responsibility, and a fear that resul- 
tant bankruptcies could make Japan’s eco- 
nomic plight worse all play a part. 

On November 15th last year Iwao 
Takamuki, vice-president of a small Hok- 
kaido lender called Hokuyo Bank, was 
asked by the finance ministry if he would 
like to acquire the prestigious Takugin. Its 
loan book was five times the size of 
Hokuyo's: some 17,000 Hokkaido compa- 
nies borrowed from it. Mr Takamuki ac- 
cepted, but on three conditions: public 
money to cover Takugin’s losses; only loans 
to Hokkaido companies to be accepted; 
and it would not touch the duff ones. Still, 
it would be a challenge in a country where 
mergers and acquisitions (M&A) deals are 
rare. “We knew a bit about M,” says Mr 
Takamuki, “but very little about A." 

Of Takugin's Y3.5 trillion ($29 billion) 
in loans to local companies, about half 
proved irredeemably bad. These were 
transferred to the Resolution Collection 
Bank (RCB), a government debt collector re- 
nowned chiefly for its failure to do much 
collecting. Another Y300 billion-400 bil- 
lion were dubious, among them loans to 
two big local employers. These were 
Chizaki Kogyo, a doddery construction 
company with powerful friends in Tokyo; 
and Marui Imai, a Sapporo-based depart- 
ment-store chain with interests in property, 
fine art and other bubble-era pursuits. 

What to do with such loans was, as at all 
Japanese banks, a huge headache. Some 
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¥65 trillion of the ¥77 trillion of Japan's of- 
ficially admitted bad loans are to compa- 
nies that are in trouble, but might yet pull 
through. Simply pulling the plug on them 
might push the economy further into reces- 
sion. “It was hellish”, says Mr Takamuki. If 
Hokuyo did not take on the loans, “the 
Hokkaido economy would have been in ru- 
ins. If we did take them, we would have 
ended up like Takugin.” 

Hokuyo's solution was to buy two- 
thirds of Takugin’s doubtful loans at a dis- 
count. It did not want to take on the debts 
of Chizaki or Marui Imai at any price. Un- 
fortunately, as many Japanese bankers 
have found, Mr Takamuki was not operat- 
ing in a political vacuum. The construction 
industry is an important source of political 
funds, and a big employer, accounting for a 
lot of voters. Mr Takamuki was summoned 
to the ruling Liberal Democratic Party 
headquarters and asked to think hard 
about Chizaki. He relented. The depart- 
ment store has not been so lucky. 

Next, Hokuyo had to find fresh capital. 
It plans a Y70 billion share issue in Decem- 
ber and hopes for another Y30 billion from 
the government. Then the bank must take 
over Takugin's operations. Since Hokuyo 
has no spare money, the two banks will still 
use separate computer systems. So former 
Takugin customers can only use former 
Takugin branches, and vice-versa. 

Technically, the takeover of Takugin 
has been a fine piece of work, though the 
skills of Mr Takamuki—a former Bank of Ja- 


Takugin's customers protest too much 


pan official and economist with the IMr— 
might have had much to do with that. But 
his troubles may only just be beginning. 

The biggest is the health of local compa- 
nies. Along with the 1,000 other Japanese 
firms who now bank with the RCB, Marui 
Imai risks liquidation. But Hokuyo cannot 
call in most loans to debt-laden compa- 
nies, because it has undertaken to keep the 
firms alive. Nor is it likely to forgive their 
debts, freeing them to make new invest- 
ments. Because it will be carrying the loans 
on its books at a big discount, Hokuyo 
could make out handsomely if—but only 
if—the economy picks up. 

This problem runs right through the 
Japanese banking system. The government 
has just set aside Y60 trillion to fix the 
banks. It plans to use ¥18 trillion of this to 
cover the losses of Long-Term Credit Bank, 
which this month gave up the ghost and 
asked to be nationalised, and others who 
follow suit. Y25 trillion is intended to 
recapitalise the remaining 18 big banks, so 
that they can write off more of their bad 
loans. Now that the government seems to 
be easing or dropping the conditions at- 
tached to these funds, some banks are be- 
ginning to talk in earnest about getting 
their hands on them. 

Yet, with generous tax treatment, these 
banks have already set aside ¥40 trillion 
against their bad debts; and they have for- 
given or disposed of very few of them. For 
fear of raising unemployment and under- 
mining confidence still more, the govern- 
mentis reluctant to force them to do so. But 
unless their borrowers are either bank- 
rupted or freed oftheir debts, the banks will 
not get out oftrouble, fresh lending will not 
begin—and the economy will not improve. 
"Even at reduced prices, Takugin's loans 
are a headache," says Mr Takamuki."We 
might have to give these companies new 
money. We might then run into trouble." 
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Is contagion a myth? 


HE economic crisis that started in 

Thailand and then spread, first across 
much of Asia, and then to Russia and 
Latin America, seems a perfect example of 
financial contagion. Economies that 
looked healthy one moment were seri- 
ously ill the next—not, apparently, be- 
cause of any new development within 
their borders, but because of a shock from 
abroad, in the form of a withdrawal of in- 
ternational investment. 

The fear that otherwise-healthy econo- 
mies could fall victim in this way is one of 
the scariest aspects of the world's current 
troubles—and one of the most porten- 
tous. It challenges the idea that a country 
should open its borders to goods and cap- 
ital: perhaps, after all, the benefits do not 
outweigh the risk of infection. 

This seemingly uncontroversial no- 
tion of contagion also influences the de- 
bate over how far, and in what way, the 
sick among the emerging-market coun- 
tries should be helped towards recovery. 
If contagion is real, helping the victims 
also helps other countries, which might 
have caught the disease in future, to stay 
healthy. Measures to curb the infection 
become an international public good, 
serving a much broader interest than that 
of merely bailing.out the borrowers and 
lenders most directly concerned. 

The idea of contagion had better be 
right, then: à lot is riding on it. But some 
economists insist it is wrong. At a confer- 
ence organised by the Cato Institute (and 
sponsored by The Economist) last week in 
Washington, pc, Michael Bordo, an eco- 
nomic historian at Rutgers University, 
said he knew of not a single case of finan- 
cial contagion—not just recently but ever. 
In every financial crisis he had studied, 
going back over centuries, when investors 
had withdrawn their capital they had had 
good domestic-economy reasons for do- 
ing so. Capital had never flown suddenly, 
so far as he knew, from economies where 
all was well save for the spillover effects of 
some other country's troubles. 


| These days people talk freely about “financial contagion”. Too freely. It is 
| worth asking whetherthere is any such thing 





Crises do tend to arrive in clusters, ad- 
vocates of this view would admit. This 
points not to contagion, however, but to a 
"demonstration effect". Investors. may 
not realise that an economy is struggling. 
When. some similar or neighbouring 
economy gets into trouble, they turn back 
and look more closely. If they see difficul- 
ties, albeit not yet acute, similar to the 
ones that brought the wrath of creditors 
down on the first victim, they will with- 
draw theit money from others as yet unaf- 
fected. This may drag more economies 
down. But it is not contagion: the new vic- 
tims are not innocent bystanders. 


Victim heal thyself 


Put this way, the case against contagion 
seems plausible. Nobody disputes that 
the crisis in Thailand centred on bad poli- 
cies—notably, its bungled partial deregu- 
lation of the financial sector (including 
the notorious Bangkok International 
Banking Facility, which encouraged hard- 
currency lending to weak borrowers), its 
large and persistent external deficit, and 
its overvalued exchange rate. The Asian 
countries to which the crisis then spread 
had similar, if milder, weaknesses. Next, 
Russia: a disaster waiting to happen. Poli- 
cies were better in most of Latin America, 
but far from all right, as Brazil's new aus- 
terity programme tacitly admits. 

Very well, the idea that international 
capital wanders the globe like a horrible 
disease, inflicting random havoc on 
brave little economies, can certainly be 
ditched—if that is what “contagion” 
means (not that anybody who believes 
this caricature gives a damn about accu- 
rate terminology or basic common sense). 
But “contagion” also seems the right 


word to apply to a different situation— 


one in which (a) information and/or per- 
ceptions about the creditworthiness of a 
borrower change (the demonstration ef- 





fect) and (b) lenders’ willingness to lend, | 
under any given set of borrower-country | 
policies, changes too. 

Suppose many countries are badly | 
governed, but some are governed worse | 
than others—which seems plausible. The | 
really bad cases may succumb to finan- 
cial crisis whatever happens anywhere | 
else; in such cases the demonstration ef | 
fect is fatal by itself, and public-good anti- | 
contagion policies are futile. But the fate | 
of countries with mildly bad policies is | 
not open and shut; it is delicately | 
balanced. | 

Given full information (that is, assum- | 
ing that the demonstration effect has al- | 
ready kicked in), lenders may be willing | 
to continue financing countries with 
mildly bad policies provided that busi- 
ness elsewhere is good. Equally, they may 
be unwilling to finance those very same 
countries if business elsewhere is bad. In 
a good state of the world, with full in- 
formation, mildly bad policies go unpun- 
ished; in a bad state of the world, again 
with full information, mildly bad poli- 
cies get hammered. 

For countries that are vulnerable in 
this way to external shocks, yet not 
doomed to go under whatever happens, 
international policies to stave off “conta- 
gion” still make sense. An inital emer- 
gency, such as Thailand in 1997, will cre- 
ate a demonstration effect that drives | 
other badly governed countries to the 
wall. This first stage, let us suppose, is not 
contagion; these other bad cases would 
have been found out sooner or later any- 
way. But as the trouble spreads and 
deepens, countries that are merely vulner- 
able—countries that might have avoided 
a crisis altogether if only international 
conditions had not deteriorated this 
much--get drawn in. And so the distress 
cascades downwards from group to 
group, perhaps never reaching the well- 
governed (wherever they may be), yet still 
going further than it need have done. 

Obviously this argument does not es- 
tablish the case for public-good remedies. 
Other. questions, many of them centred 
around moral hazard, still need to be an- 
swered. What it does suggest is that a kind 
of "contagion" must after all be con- 
tended with, and that the search for inter- 
national remedies is worth pursuing. 
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EURO BRIEF 


Euro Towers or Fawlty Towers? 






T.THE launch party for the 
; ECB in June of this year, 
central bankers and politicians 
were entertained with a display 
of Irish jigs and reels. The more 
tortuous dancing will start on 
January 1st, when the ECB takes 
over monetary policy for the 11 
euro-economies. Recent tensions 
between European central bank- 
ers and politicians are a mere 
foretaste of what lies ahead. The 
new bank will have a hard job 
matching the formidable reputa- 
tion of its neighbour in Frank- 
furt: the German Bundesbank. 
From January the Bundes- 
bank and the other national cen- 
tral banks will become mere 
agents of the ECB. It will decide 
policy; the national central 
banks will implement it. To- 
gether, the ECB and the national 
central banks will form the so- 


called European System of Cen- ` 


tral Banks. The ECB, housed in 
Frankfurt’s Eurotower, consists 
of two key bodies. The executive 
board, made up ofthe president, 
Wim Duisenberg (a former gov- 
'" emorofthe Dutch central bank), 
-ca vice-president and four other 
5: members, will carry out policy 
by issuing instructions to na- 
tional central banks. The policy 
; itself will be determined by the 
. Boverning council, consisting of 
`‘: the executive board plus the cen 
^ tral-bank governors from the 11 
“euro countries (see table 1). 


_ Atargetor two 

-The ECB's prime objective is laid 
down in the Maastricht treaty: 
price stability. In pursuance of 
this goal, the governing council 
will take decisions on interest 
rates by majority vote—just like 
the Bundesbank or America’s 
Federal Reserve. In the case of a 
tie, the ECB president will have 
the casting vote. 

The ECB has agonised for 
months about what criteria to 
use in setting interest rates. The 
Bundesbank, in line with its own 
practice over the past 25 years, fa- 
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The new European Central Bank (ECB) 
will be the most independent central bank 
in the world. But, as the third in our series 
of briefs on the euro explains, its task of set- 
ting monetary policy will be more than 


usually tricky 


voured a money-supply target, in 
which interest rates are changed 
to keep monetary growth within 
a specified range. But most inde- 
pendent economists have ar- 
gued for an inflation target, as 














used by the Bank of England, 
among others. 

The money supply is useful 
asa policy target only if there is a 
stable link between money and 
inflation. That has been hard to 
guarantee even in most national 
economies. In the euro area, the 
introduction of the single cur- 
rency and the creation ofan inte- 
grated financial market will 
change both the definition of the 
money supply and its relation- 
ship to inflation. The Ece still 
has a fearsome task trying to con- 
struct’ reliable euro-wide mea- 
sures of inflation and money. In- 
terpreting those numbers will be 
harder still. 

Recognising this, the ECB has 
compromised and adopted not 
one, but two policy guides: a 
monetary target—or more pre- 
cisely a “reference value"—and 
an inflation target of 2% or less. 
To monitor its performance 
against the inflation target, the 
ECB will use a basket of eco- 
nomic indicators, including an 
inflation forecast. Given the con- 





cerns about reliability of the 
data, this flexibility may make 
sense; but it could also cause con- 
fusion in financial markets. 

The ECB's main monetary in- 
strument will be a repurchase 
(repo) rate. The EcB will ask the 
national central banks to con- 
duct open-market operations to 
keep interest rates within its de- 
sired range. The ceiling will be 
the rate at which banks can bor- 
row overnight from the central 
bank; the floor will be the rate at 
which banks with surplus cash 
deposit overnight funds. 

In addition to this, and at 
Bundesbank insistence, the ECB 
will impose a minimum reserve 
requirement: banks must de- 
posit at the central bank the 
equivalent of 2% of their out- 
standing loans. The Bundesbank 
believes that minimum reserve 
requirements give a central bank 
tighter control over bank lend- 
ing and help to smooth out 
money-market interest rates. But 
unlike the Bundesbank, the ECB 
will at least pay a rate of interest 
on these bank deposits. 

The ECBis thus unashamedly 
modelled upon the Bundesbank. 
But itsstatutes grant iteven more 
freedom from political pressure. 
On paper, indeed, the ECB will 
be the most independent central 
bank ever. Not only does the 
Maastricht treaty prohibit it 
from taking orders from politi- 
cians, but members of the execu- 
tive board are appointed for 
eightyear, non-renewable terms, 
insulating them from pressures 
to please politicians in order to 
get reappointed. National cen- 
tral-bank governors will have, at 
minimum, five-year contracts. 

The ECB's formal account- 
ability to elected politicians or 
the public is more limited than 
that of other central banks. The 
chairman of America's Fed testi- 
fies often before Congress. But 
there is no clear institutional 
context within which the ECB 
can answer for its actions. True, 
the president will be called be- 
fore the European Parliament; 
and he will often attend meet- 
ings of euro-11 finance ministers. 
Yet the parliament lacks public 
credibility; and secret meetings 
of finance ministers hardly serve 
the purpose either. 

On the face of it, this ought to 
make the ECB even more power- 
ful. But the danger is that without 
proper accountability, it will 
find it much harder to win the 
sort of public support that the 
Bundesbank and the Fed have 





enjoyed. Already there are signs 
that some politicians will be - 
quick to blame the ecs for all - 
kinds of economic ills, such as 
persistent high unemployment. 

A further possible source of | 
political tension is exchange-rate 
policy. Although the Ecs holds 
the monetary reins, the Maas- 
tricht treaty puts finance minis- 
ters in charge of exchange-rate < 
policy for the euro. The risk is 
that their desired exchange-rate 
strategy could conflict with price 
stability. Recent calls from 
French and German politicians 
to “stabilise” the euro’s rate 
against the dollar (ie, to prevent 
it rising) have already strained 
relations between the politicians 
and the central bankers. 

These concerns are no longer 
only theoretical. The political 
shift to the left across the EU, and 
especially in Germany, has made 
them all too real. Oskar Lafon- 
taine, Germany’s new finance 
minister, seems to want the ECB's 
remit to be widened to include 
growth as well as inflation; and 
he has also called for more ex- 
pansionary fiscal policy. He has 
plenty of support, notably from 
his French counterpart, Domin- 
ique Strauss-Kahn, and from the 
new Italian government led by 
Massimo D'Alema. Rows be- 
tween EU politicians and the 
ECB could get a lot worse if 
growth in the euro area slows 
sharply next year. 


A flawed beginning 

For obvious reasons, the ECB has 
no track record, and so will need 
to establish its own anti-infla- 
tionary credentials. 
nately, the unseemly squabble. 
over the appointment of its first 


president has not helped. Mr. 


Duisenberg was favoured by all 
member governments except the 
French. So in a messy fudge, he. 
has been appointed for a full: 
eight-year term, but has "volun- 

teered" to step down after four 

years to allow Jean-Claude 

Trichet, governor of the Bank of 
France, to take over. The problem 
is not that Mr Trichet is less com- 

mitted to price stability—he is a 

model central banker. But the 

way the decision was made has 

clouded the ec's indepen- 

dence. 

Nor will the bank's efforts to 
build credibility be helped by 
another design flaw: its decen- 
tralisation. The ECB will be less 
centralised than the Bundes- 
bank or the Federal Reserve; na- 
tional central banks will hold far 
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Unfortu-, ? 

































more power. Eleven of the 17 
members of the governing coun- 
cil represent the national central 
banks. In contrast, nine of the 
Bundesbank’s 17 council mem- 
bers are from the Land central 
banks; and only five of the 12 
members of the Federal Reserve's 
open-market committee are 
from district reserve banks. 

Some economists worry that 
decentralisation could weaken 
the ECB, The governing council is 
supposed to set interest rates ac- 
cording to conditions in the euro 
area as a whole, but there is a risk 
that national governors will be 
unduly influenced by condi- 
tions in their home country. 

Small countries may also 
carry undue weight in the sys- 
tem. As table 1 showed, Austria, 
Belgium, Finland, Ireland, Lux- 
embourg, the Netherlands and 
Portugal will between them have 
nine of the 17 votes on the gov- 
erning council (including mem- 
bers of the executive board), com- 
pared with Germany's two, even 
though their combined GDP is 
only half of Germany's. 

The ECB will also be at a dis- 
advantage in its resources, with a 
staff of only 500, compared with 
53,000 staff at the 11 national 
central banks (see chart 2). The 
latter will continue to produce 
their own forecasts, which could 
cause confusion. A weak centre, 
combined with strong national 
interests, could create conflicts 
that undermine the whole sys- 
tem's credibility. 

The best defence against this 
would be maximum transpar- 
ency. But the ECB has shown that 
it prefers to hide behind a veil of 
secrecy. It will not: publish the 
minutes of its policy meetings, 
its inflation forecast (against 
which its actions could be 


96 


judged) or the details of how 
members vote. When Mr Duisen- 
berg was pressed on this by the 
European Parliament, he 
sardonically offered to release 
the minutes “after 16 years”. 

The ECB argument is that 
confidentiality will protect indi- 
viduals from pressure to vote in 
line with narrow national inter- 
ests. But others argue that na- 
tional interests may actually be- 
come more influential if votes 
are kept secret, because secrecy 
makes it easier for board mem- 
bers to vote with local interests, 
rather than euro-wide ones. 

The lack of both accountabil- 
ity and transparency should be 
worrying for any central bank. 
But the uncertainties that are 
likely to surround monetary pol- 
icy in the euro's initial years will 
act to make greater transparency 
even more vital. 

The biggest uncertainty sur- 
rounds the links between inter- 
est rates, output and inflation. 
The fact that monetary union 
will start with countries at differ- 
ent stages oftheir economic cycle 
is bad enough: some economies, 





Banking on a crisis? 


icy than perhaps any other central bank, it has been all 


notably Ireland’s, are overheat- 





ing, and need higher interest 
rates than Germany. But even if 
the economies were all at the 
same point of the cycle, there 
could still be a problem, because 
a given change in interest rates 
does not have a uniform effect in 
the 11 economies. 


Can one size fit all? 


Research by the rMr* finds that 
the effects of a rise in interest 
rates take twice as long to come 
through in Austria, Belgium, Fin- 
land, Germany, and the Nether- 
lands as in France, Italy, Portugal 
and Spain. But the final impact 
is almost twice as large, on aver- 
age, in the first group of coun- 
tries as in the second. 

This reflects different finan- 
cial structures. Spanish banks 
pass on changes in interest rates 
to borrowers within three 
months; in Germany, even after 
12 months, only three-quarters of 
any increase is passed on, be- 
cause of closer relationships be- 
tween banks and customers. 
Countries in which short-term or 
adjustable-rate debt is common, 
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| WS the ECB will have more power over monetary pol- 
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but shut out of another common role of central banks: bank 
supervision. As a result, the euro area could be ill-equipped to 
handle a financial crisis. Bank supervision is to be left in the 
hands of existing national authorities—in some cases central 
banks, in others a supervisory body or the finance ministry. 

This decentralised structure may be a source of weakness as 
banks merge and become more pan-European. The integration 
of financial markets will make it more difficult for national 
supervisors to monitor and assess banks’ overall risks—and 
hence make it hard for anybody accurately to assess the health 
of the banking system. 

An even bigger concern is: who will be the lender of last 
resort? This question would immediately arise if a big Euro- 
pean bank—or, even worse, a group of European banks—en- 
countered serious liquidity problems. The division of respon- 
sibility between the ECB and national central banks is left 
unclear in the Maastricht treaty. In future, however, national 
central banks will be unable, without the ECP's authority, to 
provide liquidity on an unlimited basis. 

The International Monetary Fund recently dave warning 
that in the early years of monetary union there may be a ten- 
dency for systemic financial risks to increase temporarily. As 
new pan-European markets emerge, the growth of cross-border 
unsecured interbank lending could increase the risk of interna- 
tional as opposed to domestic financial crises. And given that 
European banks have been by far the heaviest lenders to the 
emerging economies in Asia, Latin America and Russia, it may 
not be that long before the banking system is put to the test. 

The current set-up looks unsatisfactory. The ECB should be 
recognised as lender of last resort. It could also be given central 
responsibility for financial-sector supervision—or else an inde- 
pendent euro-wide bank regulator may be needed. 
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such as Italy, also respond faster 
to interest-rate changes’ than 
countries, such as Germany, 
where fixed-interest-rate debt 
dominates (see chart 3). 

Over time the single currency 
should itself encourage these dif- 
ferences to nartow-—but they will 
persist for some years, even so. 
Meanwhile, as one economist 
puts it, monetary policy will be a 
bit like “shooting at a moving 
target in the fog”. In a fog it helps 
to have a good compass. Yet, al- 
though the ECB's two-pronged 
targets give it discretion, they 
will also breed uncertainty. 
Monetary policy works best if 
firms, households and financial 
markets. understand exactly 
what a central bank is doing. A 
mixture of discretion and se- 
crecy makes for a dangerous 
cocktail. 

The ECB's architects see the 
fact that it is modelled on the 
Bundesbank as a strength. And it 
is true that the Bundesbank has 
been the world's most successful 
central bank, despite a certain 
lack of transparency. But that has 
more to do with Germany's his- 
tory and its social consensus in 
favour of low inflation. Without 
that, the ECB may face a tough 
battle in its early years. It will 
need all the weapons it can 
find—and there is none more 
powerful than transparency. 


* "The Real Effects of Monetary Policy in 
the European Union”. IMF Working Paper 
No. 160. This article also draws on "The 
ECB: Safe at Any Speed?", Centre for Eco- 
nomic Policy Research. 
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Web they ve won 
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Airline of the Year. 


Can't say l'm surprised. They give me an office in the sky, 






with a phone and a fax, so | can work, work, work. And they give me 17 great channels 
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SCIENCE AND TECHNOLOGY 


Trial and error 





Clinical trials have proved a valuable medical innovation. But they still have 


their weaknesses 


CTOBER 30th marks the 5oth anniver- 
sary of one of the main tools of scien- 
tific medicine: the modern clinical trial. Al- 
though the idea of testing drugs on a few 
people before inflicting them on everyone 
else was not original, Austin Bradford Hill's 
publication of his trial of an antibiotic 
' called streptomycin on patients suffering 
from tuberculosis set a new standard. It 
was, in the jargon, a randomised controlled 
trial; “controlled” because only half the vol- 
tinteers received the drug (the others re- 
.mained untreated, acting as a benchmark, 
or "control" against which the effectiveness 
of the antibiotic could be assessed); and 
“randomised” because those who took the 
drug were chosen, as statistical sampling 
theory requires, at random. 

Doctors are toasting this landmark, and 
rightly so. Clinical trials have improved 
both medical practice and patients’ pros- 
pects enormously. For example, the fact 

= that cholesterol-lowering drugs are now 
: given routinely to reduce the risk of cardio- 
vascular disease, or that American women 
over the age of 50 are encouraged to have 
yearly mammograms, is largely due to clin- 
ical trials. But the power of trials is such that 

it is all too easy to be blind to their faults. 

First, although randomised trials work 
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well for drugs, it is harder to test other sorts 
of treatment with them. Second, their ex- 
pense means that private firms are often 
the only organisations that can afford to fi- 
nance them. Such firms are usually inter- 
ested in things that they can patent, and 
theirscientific detachment may sometimes 
be coloured by the desire to turn a quick 
buck. Third, the controlled conditions of a 
trial may be so unlike the outside world 
that something which passes in trials will 
fail in the clinic. And fourth, the question a 
trial sets out to answer may be of great sig- 
nificance to the researcher, but of little per- 
sonal relevance to the ultimate consumer: 
the patient. 


The burden of proof 


One of the main reasons why few medical 
interventions, apart from new drugs, have 
been put through their paces in clinical tri- 
als is that it is rarely regarded as sufficient 
to compare a new treatment with no treat- 
ment at all. If there is no pre-existing treat- 
ment to act as a control, a “placebo” is often 
created to give the appearance that the pa- 
tient is being treated with the product un- 
der trial. (This is because even the impres- 
sion of treating a disease sometimes has a 
positive benefit for the patient, a phenome- 





non known as the placebo effect.) 

But while it is easy to compare the effi- 
cacy of, say, Viagra, with that of a dummy 
pill, it is harder to come up with a placebo 
to prove the worth of such things as minor 
surgery. Other medical procedures, too, are 
difficult to benchmark. What, for example, 
is the appropriate control when assessing 
the benefits of psychotherapy? Time with a 
gibbering amateur compared with a ses- 
sion with a trained professional? Despite 
this systematic difficulty, however, some 
doctors are trying to extend clinical trials to 
areas outside pharmaceuticals. 

Baruch Brody, a bioethicist at Baylor 
College of Medicine in Houston, is among 
them. He is helping to run a trial designed 
to assess arthroscopic surgery—a controver- 
sial approach to treating damaged knees 
through small *keyhole" incisions. 

Some critics feel that this operation is 
no better than letting nature take its course. 
To find out, the 200 patients in the Hous- 
ton trial are being given an amnesia-induc- 
ing drug to blot out the memory of the oper- 
ation before they are whisked into the oper- 
ating room. But only half are actually un- 
dergoing the operation. The rest have to 
make do with a quick swipe across the knee 
with a scalpel, to mimic a surgery scar. That, 
it is hoped, means that no patient will 
know whether he has been operated on. 
Preliminary results from the trial are ex- 
pected early next year. 

The difficulty of running trials for non- 
drug procedures is inherent in the nature of : 
the trials themselves. But the failure to test... 
promising drug treatments is moreoftena — 
failure ofthe laws of property, for the drugs 
in question are usually either established, 
out-of-patent medicines whose therapeutic 
range might be extended (aspirin, for exam- 
ple, has been found to help prevent and 
treat heart attacks), or herbal preparations 
that, being natural products, do not count 
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On October 31st, after 323 years in | 

operation, the Royal Greenwich Ob- | 

servatory closed down. It was the | 

second-oldest scientific research in- | 

stitute in the world, after the Paris | 

| observatory. Its original job was to 

| find a way to calculate the longitude 
of ships at sea (determining latitude 

| was already possible in 1675). That 

| problem solved, more recent decad- 

| es have seen it turn its telescopes— 

| now located in the Canary Islands _ 

| and other cloud-free parts of the | 

| world—to cosmological questions of | 

| life, the universe and everything. Al- | 
though the RGO has gone, the tele- | 


scopes, and the questions, remain. 


as "inventions" for patenting purposes. 
Useful therapies are thus being missed be- 
cause firms cannot profit from them. 

This is, of course, a legitimate area for 
government intervention. And govern- 
ments (and charities) do, indeed, intervene. 
But it would be better if ways to use private 
rather than taxpayers money could be 
found. Sometimes they can. Rory Collins, 
co-director of Oxford University's clinical- 
trials service unit (which demonstrated the 
efficacy of aspirin against heart disease) has 
managed to piggy-back on a commercial 
trial in order to test the notion that folic 
acid, a food-supplement commonly given 
to pregnant women, may also prevent 
heart attacks. 

The tríal in question has been paid for 
by Merck, a large American drug company, 
to test one of its own cholesterol-lowering 
drugs. But since folic acid is suspected of 
enhancing the efficacy of the Merck prod- 
uct, including it caused few qualms. 

Financial interests may also operate in 
other, darker, ways. Trials are sometimes 
terminated prematurely, and "inconven- 
ient" data suppressed. But there are grey ar- 
eas here. It is not always wrong to stop a 
trial when no benefit is accruing to those 
on the experimental treatment. indeed, it 
would frequently be wrong not to stop it. 
Killing off unpromising trials and then 


100 


5 burying the results, while publicising the 





data from more successful experiments, is, 
however, a much more dubious practice. 

One example of this is a dispute be- 
tween researchers at Toronto's Hospital for 
Sick Children and a Canadian drug com- 
pany called Apotek. This firm is accused of 
pulling the plug on a trial when a drug in- 
tended to treat a blood disorder was found 
to be floundering—and then trying to muz- 
zle the scientist who spoke out. And that is 
not the only instance. In 1996 it emerged 
that a researcher at the University of Cali- 
fornia, San Francisco was forced by Boots 
Pharmaceuticals (a company subsequently 
bought by BASF) to withdraw a paper which 
showed that the firm's expensive drug for 
thyroid disease was no more effective than 
cheaper treatments that already existed. 

The third problem, that the results of 
clinical trials may be irrelevant to the real 
world, has several components. One which 
has been recognised and largely dealt with 
over the past few years is inappropriate 
sampling. For a long time, most drugs were 
tested only on men—usually white men, 
even in countries such as America, which 
have large non-white populations. 

Changes in the rules for drug approval, 
combined with more sensible attitudes by 
researchers, mean that this happens more 
rarely now. But another difficulty is less 
easy to eradicate. Sometimes the treatment 
in the trial—meted out by experts—is so 
much better than what is normally on offer 
to patients that the results exaggerate its 
real benefit. The ENRICHD trial, under way 
in America, is testing the role of profes- 
sional psychotherapy in improving the 
physical health of patients who have had a 
heart attack and are depressed. But, accord- 
ing to Dr Brody, the quality of treatment in 
the trial may far exceed what is likely to be 
available outside it. 

The gap between trial and reality be- 
comes even more glaring when studies are 
conducted in poor countries, where the 
compounds under test (such as AzT, an 
anti-HIV drug) are beyond the purse of 
most of those who might benefit from 
them. But the idea of benefit often seems to 
get lost even in trials in the rich world. The 
advantages of life-saving drugs such as 
streptomycin are obvious. Many trials, 
however, are looking for subtler effects— 
without, in the view of observers such as 
Hilda Bastian, the head of the Consumers' 
Health Forum of Australia, assessing whe- 
ther the treatment really improves patients’ 
lives, as opposed to changing a few physio- 
logical indicators. 

There are data to back up Ms Bastian's 
view. According to Caroline Sanders and 
her colleagues at the University of Bristol, 
fewer than 5% of the trials published be- 
tween 1980 and 1997 measured the emo- 
tional well-being and “social function" of 
their participants. 






Moreover, even when such measures 
are incorporated into trials, translating the 
results into routine practice is a tricky busi- 
ness. International organisations such as 
the Cochrane Collaboration are working 
on better ways to analyse, package and pre- 
sent the results of clinical trials to both doc- 
tors and patients, so that those results can 
be put into practice. But it is an uphill strug- 
gle. After all, 50 years after the first clinical 
trial to cure tuberculosis, the disease still 
kills almost 3m people a year. 





Maglev trains 


A permanent 
solution? 


OME ideas look good on paper, but 

seem fated to remain there forever. One 
notable example, which has threatened to 
stretch out to the crack of doom before any- 
one applies it successfully, is the magnetic- 
levitation (maglev) train. . 

On the face of it, railways in which the 
carriages are suspended a few centimetres 
above the track by a magnetic field should 
be an ideal answer to medium-haul trans- 
port. Friction-free and fast, they would 
combine the speed of aircraft with the con- 
venience of traditional trains. In practice, 
however, attempts to build them have fail- 
ed to live up to the promise. 

Nothing daunted, engineers keep com- 
ing up with schemes to overcome maglev's 
problems. The latest of these brave souls, 
Richard Post of the Lawrence Livermore 
National Laboratory in California, thinks 
that this time he has cracked it. 

Dr Post's main innovation is to use per- 
manent magnets to do the lifting. Current 
designs for maglev trains rely on electro- 
magnets, since nobody has been able to 
make a permanent magnet strong enough 
to lift the weight ofa train. That is because a 
permanent magnet’s maximum strength is 
dictated by the material it is made from, 
while an electromagnet's strength depends 
on the current passing through it. Electro- 
magnets, however, bring problems of their 
own. Either they consume vast amounts of 
power, which makes them expensive to 
run, or, if they are cooled to make them 
superconducting and so more efficient, 
they have to be kept at insanely low tem- 
peratures. On top of this, they need precise 
control to keep them on the track. 

Dr Post's system uses magnets made of 
an alloy of neodymium (a rarish metal) 
iron and boron. This yields some of the 
strongest permanent magnets around, but 
they would still not be quite strong enough 
without another innovation made a few 
years ago by Klaus Halbach, one of Dr Post's 
colleagues at Livermore's sister laboratory, 
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fall off the track. 

According to Dr Post's calculations, In- 
ductrack should be extremely efficient at 
high speed. It will, he claims, have a lift-to- 
drag ratio eight times better than a jet air- 
liner's, with a consequent saving in energy. 

He will soon have a chance to put these 
calculations to the test, for although no rail- 
way company has yet approached him, à 
NASA, America's space agency, is paying for - 
an experimental version of Inductrack that 
will travel at half the speed of sound. The “4 
agency’s interest is in a device to boost the 
launch of space rockets. But if it works, 1 
more earthly applications should follow. 


Lawrence Berkeley. 

Dr Halbach works on particle accelera- 
tors. These are giant machines which em- 
ploy powerful magnets to guide subatomic 
particles through long underground tun- 
nels. To improve the efficiency of this pro- 
cess, he worked out a way of arranging per- 
manent magnets so as to concentrate their 
combined fields in a single direction, pro- 
viding extra oomph. 

Inductrack, as Dr Post calls his inven- 
tion, uses carriages built on top of bogies 
made of Halbach arrays. The track itself is a 
sequence of closely packed rectangular 
metal frames, each of which can act as an 
independent electrical circuit. As the train's 


magnets pass over a frame, they induce an 
electric current in it and this, in turn, gener- 
ates a magnetic field which repels the mag- 
net that started the whole process and thus 
levitates the train. 

That might sound like a free lunch, but 
it isn't. The energy which propels the train 
(and thus induces the repulsive magnetic 
field) is generated by special "drive coils". 
These are small electromagnets interleaved 
at intervals along the track. Their fields are 
pulsed so as to push on the Halbach fields 
of the train, carrying it forward. And by us- 
ing the right arrangement of Halbach ar- 
rays, the train can be made self-stabilising 
so that, short of an earthquake, it will never 











. The science of Hallowe’en 


OR modern, rational people, Hallow- 

een is just a bit of fun. Few nowadays 
actually believe in vampires, werewolves, 
witches (the broomstick-propelled vari- 
ety, rather than the non-flying, new-age 
nature priestesses) or zombies. But noth- 
ing comes of nothing, and the truly ratio- 
nal might be forgiven for asking if there 
are any scientific explanations lying be- 
hind the myths. 

There are certainly plausible specul- 
ations. The first scientific hypothesis for 
vampirism, proposed in 1985 by David 
Dolphin, a chemist at the University of 
British Columbia, was that those thought 
to be suffering from it were actually the 
victims of a genetic disease called por- 
phyria. This illness—one of whose more 
famous victims may have been King Geo- 
rge III—makes the skin sensitive to sun- 
light. That is why sufferers tend to avoid 
the sun. Porphyria can also cause retrac- 
tion of the gums, making a person's teeth 
appear longer than normal. And it fre- 
quently results in red urine, which might, 
in a convoluted way, have led to the no- 
tion of drinking blood. 

A competing idea, published this year 
by Juan Gomez-Alonso, a Spanish neu- 
rologist, is that the vampire legend was in- 
spired by rabies. The symptoms of rabies 
include insomnia, an aversion to mirrors 
and strong smells (though not specifically 
to garlic), and an increased sex drive. And 
rabies, of course, is transmitted by biting. 
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Rabies is probably also the explana- 
tion for lycanthropy—the apparent tend- 
ency of some people to turn into wolves 
from time to time. Like vampirism, lycan- 
thropy is transmitted by biting. But in this 
case the resemblance to the real disease is 
even stronger, for the biting is done by a 
wolf (albeit one with distinctly human 
overtones), and wolves do carry rabies, 
which they may have sometimes passed 
on to people. Since the madness that ac- 
companies late-stage rabies could easily 
appear bestial to an uneducated eye, the 
idea that a wolfbite may sometimes in- 
fecta victim with wolf-like characteristics 
might not have seemed all that far-fetch- 
ed a few hundred years ago. 

In practice few, if any, people have 
been shot with silver bullets as werewol- 
ves, or had stakes driven through their 
hearts van-Helsing-style as vampires. Sta- 
king of a different kind was, however, a 
real risk for those accused of witchcraft in 
17th-century Europe or America. 

Part of the reputation of witchcraft is 
almost certainly due to the effects of natu- 
rally occurring hallucinogenic drugs. One 
that frequently gets the blame is musca- 
rine, the active ingredient of fly agarics— 
the red and white toadstools beloved of 
the illustrators of books of fairy tales. Con- 
sumption of even quite small amounts of 
fly agaric is likely to enable the diner to 
converse with the gnomes who inhabit 
the toadstools in question or, even more 


pertinently, to fly. 

Asecond fungus, with the less fetching 
name of Claviceps purpurea, is also im- 
plicated in witchcraft. Claviceps is the 
natural source of LSD, perhaps the most 
famous hallucinogen of all. It grows as a 
parasite on rye, and the “trip” produced 
by eating infected rye is known today as 
ergotism. But in earlier times, such drug- 
induced visions might well have borne al- 
ternative, more magical, explanations. 
And as Mary Kilbourne Matossian, a re- 
searcher and author on the effects of dis- 
ease on history, observed a few years ago, 
many ofthe 17th-century witch panics (in- 
cluding that at Salem, Massachusetts) oc- 
curred in places where rye was widely cul- 
tivated, and after weather that was 
propitious for the growth of Claviceps. 

Zombies are also thought by some re- 
searchers to be people who have passed 
through a drug-induced state. Unlike 
vampires, werewolves and witches, zom- 
bies are a purely New-World phenome- 
non. Specifically, they come from Haiti. 
Zombies are supposed to be the “living 
dead”. In fact, the process of zombifica- 
tion seems to involve the deliberate poi- 
soning of an individual with toxin from a 
puffer fish (the sort used to make the pri- 
zed but dangerous Japanese dish fugu). 
This puts him into a death-like trance, 
from which he is revived with a potion 
made from the seeds of a hallucinogenic 
plant known as the zombie cucumber. 
The result, apparently, is a biddable slave 
who is convinced he has died and been 
resurrected. Trick or treat? 
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CRUISE? 


Active Trading: 


Exploiting Asset Pricing Anomalies 


December 7-8, 1998 
New York City 


Cruise? Or crash? This seminar 
sorts through the important 
academic and practitioner 
research to help answer this 
question. For one anda 

half days, The Stern Executive 
Development Program teaches 
state-of-the-art techniques 

to evaluate equity-based 
trading strategies and asset 
pricing anomalies. 


Professors Jacob Boudoukh, 
Matthew Richardson and 
Robert Whitelaw teach you 
strategies based on corporate 
and news events, short 

and long-run predictability, 
and cross-sectional equity 


characteristics. You learn the 
economic rationale and 
potential trading opportunities 
behind the pricing of anomalies, 
in conjunction with performance 
evaluation, benchmarking and 
backtesting methods. 


Upcoming in The Salomon Center 
Frontiers In Finance Series: 


Market Risk Measurement and 
Management, Feb. 8-9 


To receive detailed course 
descriptions and to register: 
call 1.888.NYU.EXEC 

fax 212.995.4502 
exec-dev@stern.nyu.edu 
www.stern.nyu.edu/executive 


OR CRASH? 


mmm Graduate School of Business Administration 


DARDEN University of Virginia 


Darden has been consistently ranked by Business Week maga 
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:CUTIVE EDUCATION 


zine as one of the best executive education schools in the world. Each 


year we deliver over 100 open-enrollment and custom executive education program offerings to more than 4,000 executives and 


practicing managers from 500 organizations worldwide. Most programs range from 1 to 2 weeks in duration. 
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Performing Organization 

© Creating the Future: The Challenge of 
Transformational Leadership 

7) Human Resource Forum: Key Strategic 
Human Resource Issues for the Next 
Century 

7 Leadership for Extraordinary Performance 

7 Managing Individual and Organizational 
Change 

7) Power and Leadership 











A Service Excellence: People, 
Process, and Information 

-Finance 

T Appraising Strategic Alternatives 
to Create Value and Reduce Risk 

J Financial Management for 
Non-Financial Managers 

7] Mergers and Acquisitions: 
Strategy and Implementation 

-Marketing and Sales 
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J Channel Management for 
Business-to-Business Marketers 
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Conceptual Tools and Strategic 
Perspectives 
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Environment: Lessons for the Twenty-First 
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MOREOVER 


The fine art of dressing up 


As beauty products, art and fashion have influenced each other for 100 years 
or more. But how deep is their aesthetic collaboration really? 


€€ T ET there be fashion. May art die!” 

Max Ernst declared theatrically at 
the founding of the Cologne branch of the 
Dada movement in 1919. To divest art of 
some of its sanctity, Ernst exhibited one of 
his sculptures with an axe attached and in- 
vited his audience to do the fashionable 
Dada thing and smash it up. 

The police shut down the exhibition be- 
fore the sculpture was demolished, and art 
was safe again from the destructive atten- 
tions of Dada, which itself broke up into di- 
verse sub-movements a few years later. But 
Ernst was on to a change of attitude about 
the borderline between arts and crafts that 
was to last the century. Nowhere was this 
change clearer than in the creative inter- 
play between modern art and modern 
fashion. And, as so often with both things, 
the story begins in France. 

Paris, between the wars, was the unchal- 
lenged centre of both the fashion and art 
worlds. The watertight barrier between the 
fine and the decorative arts had become 
porous, in part due to the Arts and Crafts 
movement's democratic call for good de- 
sign to be applied to everyday functional 
objects, and for artisans to be valued along- 
side artists. 

Diaghilev and his Ballets Russes had 
demonstrated just how dazzling inter- 
disciplinary collaboration between artists, 
musicians and dancers on stage could be. 
And the turn of the century "Rational 
Dress” movement—which promoted less 
restricting clothes for women so they could, 
for example, ride bicycles—had intro- 
duced politics into women's ward- 
robes. Stripping dress design 
of corsets and unnatural 
contours freed it up 
and gave it life. And 
so the stage was set 
for the emergence 
of a designer who 
could draw on the ideas 
and references of the art world and trans- 
form them into clothes that were modern, 
provocative and, above all, fun. 

Elsa Schiaparelli was that designer. Ital- 
ian by birth, she arrived in Paris via Amer- 
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ica in 1927 and immediately caused a stir 
by appearing at a fashionable gathering at 
the Ritz Hotel in a black jumper with a 
trompe l'oeil bow. Optical illusions—a 
desk dress with pockets like drawers, a 
dress fabric that looked ripped—became 
her trademark, along with witty accessories 
such as shoe-shaped hats, and bold, geo- 
metric blocks of colours. 

Schiaparelli worked and was friends 
with most of the important Paris-based art- 
ists of her day. Surrealists such as Salvador 
Dali and Tristan Tzara drew up radical de- 
signs for her to realise in cloth. She also 
worked with fashion photographers, nota- 
bly Man Ray, and helped them achieve the 
status of artists by encouraging their use of 
avant-garde techniques like solarisation, 
which exposed film to a flash of light while 
being developed, thus creating haunting 
part-positive, part-negative images. 

Itis no surprise, then, that the Surrealist 
display, with its row of provocatively 
dressed mannequins, its aphrodisiac suits 
and foot-shaped shoes, is one of the most 
successful parts of "Addressing the Cen- 
tury: 100 years of Art and Fashion", a 
unique exhibition at London's Hayward 
Gallery until January 11th, when it moves to 
Wolfsburg in Germany. Displayed inside a 




















forest of acutely angled, geometric show- 
cases designed by the architect Zaha Hadid, 
the exhibition focuses on the particular 
moments when art and fashion have come 
together this century. 

However, the show also raises the ques- 
tion of how often true symbiosis has really 
occurred, outside the exciting, inter-war 
heyday. Peter Wollen, the exhibition's orga- 
niser, is a professor of film at UCLA who has 
thought hard and written widely about 
modern art in its many guises. He is rigor- 
ous in his definition of what constitutes 
true collaboration. Simple borrowings 
from, or tributes to, the art world, such as 
Yves Saint-Laurent’s memorable Mondri- 
an-inspired dress, are not included. Mr 
Wollen is considerably more liberal in his 
interpretation of what fashion is; wearabil- 
ity, for him, is not a crucial attribute of 
clothes. Thus, installations that are de- 
signed to make a point rather than be 
worn—such as Christo's effective, but un- 
subtle, parachute-silk wedding dress, com- 
plete with a massive burden of wrapped 
boulders—are included. 

Beginning with the innovative textile 
designs of the Wiener Werkstátte group at 
the turn of the century, and ending with 
dresses created only last year, the exhi- 
bition features more than 250 pieces and 
ranges widely over recurring themes. Dis- 
playing work by the Futurist Italians and 
Constructivist Russian designers of the 
1920s, the exhibition reveals how the un- 
derlying 20th-century preoccupation with 
modernity and urbanisation has expressed 
itself in both art and fashion in the use of 
new materials and increasingly sophisti- 
cated mass-production techniques. By the 
1960s, metals, plastic, paper, recycled mate- 
rial and even human hair were being used 
in clothes design. 

T An obvious place where art 
and fashion repeatedly come to- 
gether is in costume design, 

which, for the purposes of this 
exhibition, has been classi- 
fied as fashion. The collabora- 
tion begins with the lavish 
silk creations by Henri Ma- 
tisse and Léon Bakst for the 
Ballets Russes. It pauses over 
Oskar Schlemmer, whose ex- 
"traordinary masked outfits of 
" metal, wire and papier mâché for the 
Bauhaus Triadic Ballet give the show 
the defining image for its poster. And it 
goes on to explore some of the costumes of 
post-war performance artists, from the illu- 
minated electric suit of Atsuko Tanaka to 
Lucy Orta's tent-like, recycled survival suit 
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| Vintage chic 


l y i Ever since Princess Di- 
: ana emptied her closets 
at Christies in 1997, 
couture auctions have 
been all the rage. That 
sale totalled $3m and 
notched up ten auction records, led by 
the ink-blue velvet Victor Edelstein dress 
the princess wore to a state dinner at the 
White House where she danced with 
John Travolta. Frocks have been hot ever 








since, and prices are still rising. Norell 
dresses have doubled in price; Jean 
Desses’s chiffon sheaths are nearly three 
times as costly as in 1996. Fashion maga- 
zines, make-up compacts, boots, beads 
and costumes are all now part of the de- 
signer dress auction. Life may be getting 
tough elsewhere, but next month the rich 
will be in London shopping at “Passion 
for Fashion”, Sotheby’s biggest dress auc- 
tion yet. 
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for two. 

"Addressing the Century" pulls to- 
gether an astonishing range of art and 
clothes. It plays up the tradition in modern 
design which stresses the capacity of 
clothes to say things, the "fashion-state- 
ment" element of fashion, the intellectual- 


| 


aesthetic end of the trade. By contrast, it 
tends to downplay the more directly sen- 
sual appeal of fashion, its deep frivolity 
and even its playfulness. The best cutting 
edge may sometimes be a pair of scissors, 
and stitching too many ideas into the 
seams can spoil the line. 

B 





Viennese operetta 
Weeping fans 


VIENNA 


AN there be life and laughter left in Vi- 
ennese operetta? Before the first world 
war, works by composers and librettists 
from all over the Habsburg empire played 
in every theatrical capital. The newest con- 
fections whipped up in Viennese cafés or 
summer villas at Bad Ischl were trotted out 
like Sachertorten and Kaiserschmarren; 
some claim these popular musical-theatre 
pieces even helped cement together the old 
küche-und-hirche empire. After it col- 
lapsed, nostalgia had an even greater ap- 
peal—providing welcome relief in the early 
1930s from ruinous inflation, world de- 
pression and—for Austrians who did not 
welcome them—the rise of the Nazis. Radio 
and films kept its waltzing core alive well 
into the 1950s. 

Until recently, visitors to Vienna could 
pick from a large offering. The Volksoper, in 
a north-west corner of the city, was built in 
1898 as a populist house for German— 
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which meant non-Jewish—drama. it 
quickly became a haven for operettas, most 
of them written and composed by Jews. 
There, on state-funded revolving turntables 
with ballerinas appearing from nowhere, 
one could have “Waltz Dream” by Oscar 
Straus, or revel in the tuneful exploits of the 
“Beggar Student" by Karl Millócker or 
“Gypsy Baron” by Johann Strauss 1I. 

All that is changing, and operetta fans 
want to scream. The Volksoper’s chief con- 
ductor, Asher Fisch, claims the theatre has 
to attract new audiences with a greater mix 
of grand opera, dance and popular musi- 
cals. Hence, the mishmash of a recent sea- 
son which included Zemlinsky’s rare 
“Konig. Kandaule” and “La Cage aux 
Folles". 

Old operettas too have been radically 
rethought. In 1996, Lehar's 1929 chestnut 
“The Land of Smiles” was entrusted to actor 
Klaus Maria Brandauer, who removed the 





familiar Chinese-restaurant trappings and. 


restaged the operetta in stark flat colours ^ 
with Maoist banners and bicycles. Conser- 
vatives panicked. “A black day for Strauss!” 
cried the Kurier, while Die Presse noted a 
“Declaration of bankruptcy for Viennese 
operetta”. 

David Alden, an American director 
who works at the Volksoper with his 
brother Christopher, has been at the fore- 
front of post-modernising operetta, or even 
deconstructing it. To many, though, their 
efforts leave little to enjoy bar the music. 
Their “Gypsy Baron” had swine running all 
over the set, a bloody-aproned pig-dealer, a 
black-leather baron in shades, and camp 
cocktail dresses—all of which had little to 
do with the original 18th-century Hungar- 
ian plot. The shock value was supposed to 
bring a younger, hipper crowd. 

At this year’s Vienna Festival, further 
post-modern indignities were applied to 
Offenbach’s “La Vie Parisienne”, in a 
presentation imported from Berlin’s 
Volksbühne to the august Burgtheater. 
Christophe Marthaler, the director, and 
conductor Sylvain Cambreling permitted 
studied joylessness (including faked sex 
and semi-nudity) and slow tempi in place 
of the brio and Parisian fizz of the 1866 
original. Soused revels here ended with 
vomiting. It was not a success. Only when 
the production followed the original stage 
directions (and in one case, the original 
French words) was there anything to smile 
at. Many ofthese classic operettas were pre- 
miered decades before at the venerable 
Theater an der Wien, due south of the 
Volksoper. In the 1960s it switched to trans- 
lations of Broadway musicals, like “Fiddler 
on the Roof", and even Andrew Lloyd 
Webber's "Cats" made an appearance in 
1983— all to boost audiences. 

The old Viennese penchant for musical 
parodies is still mercifully alive: at the 
Metropol, an old music hall, you can catch 
a vampire show playing with Cole Porter's 
"High Society"; in 1996 the same theatre 
housed an amusingly condensed but still 
charming version of the 1930 super- 
operetta, "White Horse Inn”. 

The 1999 centenary of Johann Strauss 
II's death will present Viennese operetta 
with an enormous challenge. Can these op- 
erettas, apart from the two acknowledged 
masterpieces "Die Fledermaus" and "The 
Merry Widow", survive in the new millen- 
nium without post-modernisation? Will 
sunglasses and 1960s cocktail dresses bring 
young Viennese audiences in? Even the 
kind no longer brought to the Volksoper by 
doting parents and grandparents, who 
these days prefer Elvis Presley or the Rolling 
Stones? Or will operettas be presented as 
rarities, like baroque operas, by specialised 
companies? We shall see... Auf wieder- 
sehen, Operette! 





THE ECONOMIST OCTOBER 315T 1998 


Revolutionary writers 


J'accuse 


Exactly 200 years ago, Wordsworth and Coleridge brought about their own 
velvet revolution in words. How so, and what happened next? 


€€ T YRICAL BALLADS” by William 
Wordsworth and Samuel Taylor 
Coleridge wrought a change so great in the 
way we as a society regard ourselves that it 
is still with us today. Simple and straight- 
forward, their poems made a direct appeal 
to the human heart and for the first time 
legitimised the exploration of subjectivity. 

Despite their role in revolutionising hu- 
man feeling, neither of them drove people 
out to demonstrate in the streets; in fact, 
they gradually lost the revolutionary fer- 
vour oftheir youth. Other writers have been 
much more direct in their support of revo- 
lutionary endeavour, though the relation- 
ship between revolution and the written 
word is never a simple one. 

Take Victor Hugo, for example. In his 
youth Hugo was a monarchist. After Napo- 
leon IIl was crowned emperor in 1852, 
Hugo defiantly opposed him in books and 
pamphlets. When arrest was imminent, he 
fled to Brussels and then to the Channel Is- 
lands where he lived for 19 years. Lord 
Palmerston, an ally of Napoleon III, tried to 
silence him by sending agents provoca- 
teurs to stirup islander feeling against him. 
But Hugo was not to be deflected. His vio- 
lently anti-imperial polemics continued to 
pour forth against that "crayfish soul", the 
emperor, and those priests whom he de- 
lightfully characterised as 
“lice on God's scalp". 
When he died, he who de- 
fended the Bourbons in his 
youth, was now an icon of 
permanent revolution. 

Alexander Pushkin, 
Russia's greatest poet, was a 
linguistic and cultural 
revolutionary, but too hot- 
headed to be trusted with 
anything more than an in- 
direct role in fomenting 
unrest against the tsar— 
during, for example, the 
Decembrists’ revolt of 1825. 
For all that, Pushkin was 
censored for his poetry and 
exiled for seven years of his 
short life. His great revolu- 
tionary contribution was 
to forge, almost single- 
handedly, a modern Rus- 
sian literary language dur- 
ing an era when high 
society habitually spoke 
French and the peasantry a 
crude dialect. He became 
an exemplary figure of sup- 
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port to persecuted Soviet writers, such as 
Anna Akhmatova, in the 20th century. 

Alexander Solzhenitsyn is perhaps the 
most interesting example—the counter-rev- 
olutionary’s revolutionary. In most re- 
spects, Mr Solzhenitsyn, who will be cele- 
brating his 8oth birthday this year, was 
nevera revolutionary figure at all, though it 
is undeniable that his writings—and, more 
important, what people believed him to 
represent—helped bring about the collapse 
ofthe Soviet Union. 

The central theme of his life's work has 
remained: whither the soul of Holy Mother 
Russia? It was, however, "One Day in the 
Life of Ivan Denisovich", an account of life 
in a labour camp published in the West in 
1962, that catapulted him to international 
fame. 

Khrushchev himself gave permission 
for the book to be published. But under the 
Brezhnev and Andropov regimes, the 
noose began to tighten. After the far more 
sprawling “Gulag Archipelago” was pub- 
lished in the West in 1974, Mr Solzhenitsyn 
was arrested, deprived of his citizenship, 
and then forcibly deported. The story of 
those various attempts within the Soviet 
Union in the later 1960s and early 1970s to 
counteract his influence are extraordinary, 
ranging from pro-Leninist books written in 





How I hate that crayfish soul 


MOREOVER 


direct opposition to his conclusions, to dis- 
cussions within the Politburo of the most 
efficient way of disposing of this cancer in 
their midst. 

And yet, at heart, Mr Solzhenitsyn was 
never Russia’s enemy, but the Communist 
regime's. Nor was he the liberal democrat— 
or even the Prague Spring socialist—of the 
Wests imaginings, but more a sombre 
prophet of doom and despondency. After 
emigrating to America in 1976, he im- 
mured himself in Vermont behind a 
barbed-wire fence, albeit one purchased 
from the Sears Roebuck catalogue, and cas- 
tigated the West for its frivolity. 

He returned home to a tumultuous re- 
ception in 1994, but soon fell from favour 
again for his rants about Russia’s loss of 
seriousness and sense of mission. Words 
are cheap in Russia these days. And writers 
no longer cause a stir by a mere flick of the 
wrist. The man who was once revered by 
the West and referred to by popes is now 
more likely to be despised—or deemed ir- 
relevant—than regarded as a hero. In the 
memorable words of an Oxford academic, 
Michael Nicholson, Mr Solzhenitsyn has 
become “the last prophet in Apollo's de- 
serted temple.” And what greater fate could 
befall any self-respecting writer than to be 
agreed with by Vladimir Zhirinovsky? 


-0 





The queen 
of the night 


IRST came tulipmania and now, more 

than 360 years later, we have 
tulipmania-mania. By tulip time next year 
bookshops will be bursting with new ac- 
counts—and even a novel or two—about 
the western world’s first significant bout of 
speculative insanity, improbably fuelled 
by exotic flower bulbs. 

Two converging fores have produced 
this publishing phenomenon. The rickety 
global economy has reawakened our inter- 
est in financial disasters, and the success of 
Dava Sobel’s “Longitude” (Fourth Estate; 
£5.99. Penguin $10.95) has whetted the ap- 
petite for fresh, accessible books about in- 
triguing backwaters of scholarship where 
history and science converge. 

To be fair to Anna Pavord, an eminent 
British gardening writer, only one of the 
nine chapters of her thoroughly researched 
horto-biography, “The Tulip” (Blooms- 
bury; £30), which will burst into bloom in 
January, is devoted to the extravagance that 
swept the Netherlands in the 1630s. But two 
other London-based authors, Mike Dash 
and Anne Goldgar. have found publishers 
for dedicated factual accounts of the epi- 
sode. And Deborah Moggach has used it as 
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the setting for her novel “Tulip Fever” 
(Heinemann; £14.99), out next spring, as 
has the Dutch novelist Gijs Ijlander, whose 
"Twee Harten op een Schotel" ("Two 
Hearts on a Platter"; Veen; 34.90 guilders) 
has just been published in Amsterdam. 

Over the past three centuries, this has 
become one of the classic cautionary tales 
about what can happen to markets when 
reason flees. Charles Mackay made it the 
highlight of his monumental "Memoirs of 
Extraordinary Popular Delusions" in 1841 
(John Wiley; $34.95). Just 11 years ago, histo- 
rian Simon Schama gave what many 
thought to be the definitive modern ac- 
count in “The Embarrassment of Riches” 
(Fontana; £19.99. Knopf; $50), an examina- 
tion of Dutch culture in the golden age. 

Tulips were introduced to western Eu- 
rope from Turkey in the 16th century, and 
won immediate regard. Paradoxically, 
what made them irresistible was a congeni- 
tal weakness: their susceptibility to a virus 
that caused the pure colours of the original 
flower to break up, producing an unpre- 
dictable streaking effect. Horticulturists 
soon discovered they could multiply the 
most eye-catching blooms by taking offsets 
from their bulbs, a slow process that ac- 
counted for the rarity and price of their best 
specimens. 

Gardening for show, rather than for 
subsistence or medicinal purposes, had 
only begun to catch on in the 16th century 
and was initially a rich man’s pastime. The 
Netherlands, then the hub of Euro- 
pean commerce, had more than its 
fair share of rich men—whose pa- 
tronage similarly sustained the ex- 
traordinary vigour of 17th-century 
Dutch art. Indeed the two fancies fed 
off each other. Painters such as Ra- 
chel Ruysch, Jan Brueghel, 
Bosschaert, de Heem and van 
Huysum relished the tulips’ bizarre 
patterns and colours and found a 
ready market among the blooms’ 
proud owners; although the prices 
they obtained for their paintings did 
not begin to match those of the most 
expensive bulbs. 

To begin with, the high cost of the 
bulbs simply reflected their scarcity, 
a proper function of the market. Al- 
though satirists mocked and Calvin- 
ist preachers raged at the extrava- 
gance, enthusiasts would buy the 
bulbs, plant them, admire them, take 
offsets to increase their stock—and 
feel that they had gained value for 
money. Things only began to fall 
apart when the bulbs became vehi- 
cles for speculation, when traders 
bought them not to grow but to sell 
on to other traders at a profit. Soon, 
because the bulbs could only be de- 
livered in late summer, a futures 
market was established. This recent 
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addition to the speculators’ armoury had 
until then chiefly been deployed in sales of 
grain and herring. From 1634, contracts for 
deliveries of bulbs in the following season 
began to be traded at rapidly inflating 
prices. 

As Professor Schama records, the begin- 
ning of that year saw a fall in tulip prices, 
because the growers had by then geared 
themselves up to grow them in larger quan- 
tities. This fall expanded the market, mak- 
ing the bulbs accessible to the less than fab- 
ulously rich; but the sudden surge in 
demand set prices moving in the opposite 
direction until by 1636 some varieties were 
three times as expensive as they had been 
three years earlier. 

Some deals were done by barter. For in- 
stance, one fancier agreed to pay a deposit 
of four cows for a quarter pound of bulbs, 
with an additional cash payment on deliv- 
ery. Mackay recorded that houses and land 
were sometimes part of the deals. A con- 
temporary writer calculated that for 2,500 
florins, the price offered for a single bulb of 
a rare species, a whole consignment of agri- 
cultural products could have been pur- 
chased, including four oxen, eight swine, 12 
sheep and stupendous quantities of grain, 
beer, butter and cheese. 

At the same time heart-rending but pos- 
sibly apocryphal stories circulated of ser- 
vants eating their masters’ priceless bulbs, 
believing them to be some kind of onion. 

But then, as so often happens, the bub- 





In the garden of profits and losses 


ble burst. Some lucky bulb-traders got out 
in time, and made their fortunes. Others 
were forced into bankruptcy when the state 
authorities intervened by invalidating 
many deals and compulsorily reducing 
others to 10% of the price originally agreed. 
It was some years before the Dutch tulip in- 
dustry was back on an even keel. 

There was a comparable if less extreme 
run on hyacinth bulbs a century later, but 
this did not catch the imagination of artists 
and writers as the tulip frenzy did. Ms 
Moggach says she came to it through her en- 
thusiasm for Dutch 17th-century paintings 
and her desire to explore the lives of the 
people portrayed in them. The hero of her 
book gambles on tulip futures so that he 
can elope with his mistress, but it all goes 
wrong. “What fascinated me is how this 
otherwise respectable, home-loving and re- 
ligious society could succumb to this hyste- 
ria,” she says. 

Mr Dash, the author of “Tulipomania” 
(Gollancz; £12.99), is intrigued by the same 
question. He is the publisher of Fortean 
Times and Bizarre magazine, covering the 
world of the weird and supernatural. “I'm 
interested in mass hysteria and extremes of 
human behaviour,” he points out, and 
compares tulipmania with the recent es- 
calation in the stock market value of com- 
panies serving the Internet—“fashionable 
stocks of unproven real worth”. Ms 
Goldgar, a history lecturer at King’s College 
in London and a former pupil of Professor 
Schama’s, promises a more scholarly 
approach with her "Tulipmania", to 
be published by Faber & Faber and 
Knopf in 2000. 

As for the flowers themselves, 
they have long since lost their scar- 
city value and become established as 
a late spring favourite all over the 
world. Next year's crop should have 
been planted by now, but there is 
still time if you hurry. The particular 
varieties that caused the excitement 
are no longer available, although 
contrasting stripes are a feature of 
many modern hybrids. The nearest 
equivalents to the high-priced origi- 
nals are the so-called "florists tulips” 
still bred by enthusiasts. In Britain 
the Wakefield & North of England 
Tulip Society ensures that they sur- 
vive, and it organises an annual 
show where, by tradition, the flowers 
are exhibited in beer bottles. 

The 17th-century Dutch specula- 
tors were right, therefore, in believ- 
ing that tulips would catch on, but 
wrong in assuming that this meant 
they could forever make money by 
investing in them. The publishers of 
these forthcoming tulip tomes must 
surely hope they are making a more 
fruitful calculation. 

—Ü 
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Sir Alec Cairncross 


N IMPRESSION that Sir Alec 
Cairncross took some plea- 
sure in creating was that really 
he was a fairly ordinary chap. 
Don't take too much notice ofall 
those honours, all that learning. 
Still, he would do his best. What 
was the problem? 

The lure was irresistible. 
“People seemed to lie in wait for 
me to find some new abyss of ig- 
norance into which to tempt 
me,” Sir Alec wrote. “Again and 
again I fell into the temptations 
spread before me.” 

As a result, to the casual ob- 
server, his life looks a bit of a 
jumble. But there was an order 
to it. A possible analogy is the 
hardware shop that his father 
ran in the Scottish village where 
Alec was born. It had lots of bits 
and pieces, but nearly all were 
connected with farming or min- 
ing, the main industries in the 
district. The bits and pieces of Sir 
Alec’s life were all in some way 
or another linked with econom- 
ics. He, perhaps more than any 
other member of his trade, 
showed that economics, far 
from being a remote and stuffy 
speciality, embraces just about 
every activity you can think of. 

Noone is surprised at the di- 
versity of The Economist (on 
which Sir Alec worked briefly 
and where his daughter Frances 
is a senior writer). But when Sir 
Alecstarted out, economists were not thought ofas practical peo- 
ple, offering solutions to contemporary problems (or, being hu- 
man, sometimes making a mess of them). 

He became an economist just because of such problems. Ac- 
countancy had been his first choice. It seemed secure and re- 
spectable, and received the approval of his father. But the late 
1920s, when he was studying at Glasgow University, was a time 
of deepening depression in Britain. The miners in his village 
were being sacked. What could be done to find them alternative 
work and meantime keep up their morale? It seemed to young 
Alec that such academic matters as exchange rates and budget 
deficits had a bearing on unemployment and its consequences, 
such as social unrest and ill-health. Surely economics, with its 
panoramic view ofthe business world, could provide answers. 


Among the politicians 
He went on to Cambridge, did brilliantly and was taken on as a 
lecturer in economics in Glasgow. In 1939, at the start of the sec- 
ond world war, the government decided it needed some econo- 
mists and Sir Alec was recruited. Now what was the problem? 
For most of Sir Alec’s career the main problem for Britain has 
been money. The war left the country broke and partly living on 
American charity. The luckless politicians entrusted with the 





Sir Alexander Kirkland Cairncross, 
economist, died on October 21st, aged 87 


management of the country's 
empty pockets turned to Sir Alec 
for advice. Stafford Cripps, Har- 
old Wilson, Jim Callaghan, 
Selwyn Lloyd, Reggie Maudling: 
a roll-call of failure. Some took 
his advice, some did not, or 
acted too late. Cripps and Wil- 
son were reluctant to accept the 
reality of market forces. 
Maudling had “an offhand 
manner, as if he never took any- 
thing very seriously" Selwyn 
Lloyd *was somewhat out of his 
depth", Sir Alec recalled mildly. 
In 1960, when sterling was un- 
der its customary threat, Lloyd 
had his jacket off, was chain- 
smoking Turkish cigarettes and 
was confident of riding out the 
problem. Not long afterwards 
Lloyd had to defend his position 
in Parliament. Sir Alec was un- 
able to attend. He was on his 
way to Washington to negotiate 
a loan from the 1Mr. A grateful 
government made him a knight. 

What was the quality of Sir 
Alec's advice? He has been called 
a Keynesian. John Maynard 
Keynes was one ofhis teachers at 
Cambridge. Sir Alec much ad- 
mired him for his ideas, his lu- 
cidity and his "General Theory", 
which, for many people, puts 
Keynes in the top rank of this 
century’s economists. But Sir 
Alec said that economic prob- 
lems now existed, for example in 
the labour market, that Keynes had not foreseen. Sir Alec did not 
anyway fit into an economic ideology. *I abominate dogma," he 
said. He saw himself as an analyst and educator. 

Britain might have got into a worse pickle without him; and 
West Germany's quick recovery after the war stemmed from his 
advice on currency reform. Away from government, long 
stretches of his life were spent in academe, but he was enticed 
back on to numerous committees: on the brewing industry, 
Northern Ireland, police pay. Somewhere between other tasks, 
he got involved with Arab refugees. He wrote numerous books, 
including what was probably the first economics textbook. 

If there was a cloud in his life it may be that his brother John 
turned out to have been a Soviet spy. John, who died in 1995, was 
also brilliant. He came top in examinations to Britain's Foreign 
Office and was quickly promoted. But all in all Sir Alec seemed 
satisfied with his life, his family and his friends. He said in his 
forthcoming autobiography, from which some ofthe material in 
this article is taken, that he had had a full life, living in the right 
century for an economist. Had he lived in old China Sir Alec 
would have been regarded as a mandarin, for which there were 
nine grades. In terms of influence, Adam Smith might rate the 
top grade, with perhaps Keynes one lower at number eight. Sir 
Alec would not be dismayed to be rated at, say, number seven. 
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The Oxford 
Advanced 
anagement 

Programme 


Presents a global overview of the business enterprise and its strategic challenges. Oxford’s 
four-week AMP provides a unique opportunity to stand back and pursue your own learning 
agenda, assisted by a top class team of individual tutors and in the company of some of the 
most international and high calibre senior executives. 


10 January - 7 February 1999 


For further details return to Maureen Campbell, Templeton College, Oxford, OX1 SNY, UK 
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ASURY FN 


Exclusive executive education shaped by corporate 
treasurers and conducted by University of Michigan 
Business School faculty in Ann Arbor, Michigan. 


WORKING CAPITAL 
MANAGEMENT 


December 1-4, 1998 


THE PRACTICAL APPLICATION 
OF THEORY IN AN 
INNOVATIVE LEARNING ENVIRONMENT 


High caliber peer group exchange - Dynamic, 
interactive format - One-on-one faculty involvement 





A partnership between the University 
of Michigan Business School and 
the Treasury Management Association,  bymermementwmaum 
the world’s leading treasury organization. 


|; For information by fax, call toll-free 1-877-862-4636 (International 
callers can call 703-925-2416) and request document number 43. 
d Or visit www.tma-net.orá/confeduc/ti/ti.html 


[Live, Move and Work 
"Technology and Engineering in Modern Fpacekeeping 


(d This course aims to provide participants with 

2p knowledge about the scope and value of 
“engineering and technology in modern 

| peacekeeping; and to enhance their ability to 

< Choose and use those tools and make them 


| safer and more effective in their work. 


27 November 1998 


: : 16 - 


[77 : 1 bid 

To Secure The Peace 
Civil-Military Operations in Modern Peacekeeping 
This course aims to prepare officers and 
senior non-commissioned members of the 
Canadian Forces to fill positions in civil- 


military operations command and staff 
pasitions on modern peacekeeping missions. 


9 - 20 November 1998 
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hotography: MARIWAR 


- Key facts about ESSEC's 


You may mistake —— 
a multi-billion dollar industry. 
for mere window dressing 


Unless you 
have studied 
; international 
| distribution with 
ESSEC’s MBA 
in Luxury Brand 





Management 


Nowhere better than in the world’s only MBA in Luxury Brand 
Management, will you acquire the complex international 
background and managerial training provided by ESSEC to help 
you lead tomorrow's luxury goods industry. 


unique MBA: 

* Program endorsed by over 40 major international luxury 
brands and companies including Elizabeth Arden, Estée 
Lauder, L'Oréal, Louis Vuitton - Moët Hennessy and Seagram 

* One year full-time executive degree 

* Courses are Paris-based and taught in English 

* 15 nationalities comprise this year's student body 


GROUPE ESSEC is the first European school of management 
accredited by AACSB - The International Association for 
Management Education. 


For further information, please contact Isabelle Jauny: 
Tel.: 33 1 34 43 32 26 - Fax: 33 1 34 43 32 20 
E-mail: mba(gedu.essec.fr 


Visit our web site: www.essec. fr 
or meet with us at any of the following MBA forums: 


Paris Hilton Hotel Nov. 
London Hotel Forte PostHouse Bloomsbury — Nov. 
Paris Hilton Hotel Nov. 
Frankfurt Sheraton Frankfurt Hotel i 
Madrid Hotel Eurobuilding 


7/98 
9/98 
11/98 
14/98 
v. 17/98 


ESSEC 


MBA 


LUXURY BRAND 
MANAGEMENT 


GROUPE ESSEC, 

private School of Management, 

affiliated to Versailles Val d'Oise - Yvelines 
Chamber of Commerce and Industry. 


Tomorrow, you will show the way 





EXECUTIVE 
EDUCATION 


Strategic change. 


It may be for the better but 
how do you know? 


E SYSTEMS THINKING AND STRATEGIC MODELLING p 


if you are a senior manager, corporate planner or 
strategy adviser, you already understand the importance of 
the latest business thinking in implementing successful 
strategic change. Now you can discover the exciting world of 
visualisation and computer modelling to sharpen collective 
insight into the consequences of change. 

This innovative five-day programme combines the 
theory and. practice of systems thinking with the power of 
computer simulations. It teaches you how to identify, then 
map. the business interdependencies within companies, 
including your own. Vivid computer simulations and 
‘microworlds’ enable you to test different ‘what-if scenarios 
revealing hidden pitfalis, unravelling dynamic complexity 
and leveraging the full potential of the business system. 

You will learn how to capture and use the knowledge of 
management teams in order to test the feasibility of 
proposed change and develop consensus. You will also see 
how other companies have benefited from strategic 
modelling using recent case studies. 

Our philosophy of ‘Excellence Through Learning’ comes 
to life in the course as the application of modelling and 
simulation in tackling practical business problems. 
Throughout the programme, you will be guided by our first 
class faculty of system dynamics experts who will help equip 
you with the advanced thinking skills essential to shape 
successful strategic change with confidence. 


For fuil details including programme dates, return the coupon or contact z 
Karen Nisbett, Executive Education, London Business School, Sussex Place, 2 
Regent's Park, London NW1 ASA, UK. Telephone: +44 (0)171 706 6835 E. 
Fax: +44 (0)171 724 6051. emall: execinfo@lbs.ac.uk i 

















London 


9uscevcenshsonsaeuuue 


Business — 


s*wosssevseenteareua 





. Please tick this box Hf you would like further 
information about our Executive Education School 


London Business School exiéts to advance teaming ami research In busiess and management 
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Henley's DBA Programme, 


run in conjunction with Brunel University, is 


designed to develop individuals in research, 


l teaching and consultancy and attracts high- 


calibre candidates from all over. the world; 


Doctor of 
Business 
Administration 


This part-time programme includes 
the assessment of personal competences 
in relation to career objectives. Successful 
completion of this part of the programme 
leads to the award of the ADipC. Research 
focuses on the management issues facing 
commercial and public sector organisations 
in the global marketplace. 

This international programme is run 
jointly with Groupe Ecole Supérieure de 
Commerce de Grenoble and the Singapore 
Institute of Management, who provide many 
facilities including workshops and academic 
support. The use of electronic media 
enhances networking opportunities, 

To be eligible, candidates must have 
an. MBA or an equivalent management 
qualification. For more information, please 


contact Jackie Coleman. 





T 

a, HENLEY y 
agement Co 
Tel: +44 (0) 1491 571454 


‘Email: dba@henleyme.ac.uk 


Internet: www.henleynic.acuk 
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MONTICELLO UNIVERSITY | PE ETE 
Prestigious Distance Learning « Professional Experience Credits Johns I Iopki Tis S U j n ive y NN 1 f y 
International Acceptance 


Bachelors + Masters » Doctorate « Juris Doctor SAIS - Bologna & W: A shin g ton 


(c Law e Business # Education e Diplomacy & Int'l Studies Arts & Sciences Paul H. Nitze School of Advanced International Studies 
(913) 661-9977 Tel, « (913) 661-9414 Fax « info@monticello.cda + www.monticello edu 
Administrative Services: 8600 W 110th St, Suite 206, Overland Park, KS 66210 USA 


























Teaching French to adults for 29 years 


| INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 


First year in Bologna, Italy 
A UNIQUE TOTAL IMMERSION PROGRAM 
Si hrs a day with 2 meals, 8 levels: Beg. I to Adv. H 


Second year in Washington DC, USA 
ACCOMMODATION IN PRIVATE APARTMENTS 


Next 2-4 week course starts 23 Nov 4 Jan. and all year Students from all over the world study with a distinguished 
| 06230 Villefranche/Mer + France. Tel, (0) 493 M as da Pax 69376 92 17 international faculty at two campuses 
http:// www.institutdefrancais.com 





Masters Degree 















* European and other area studies 
e International Economics 
+ International Relations 













MBA + MA- BBA* BA* AS 
International Business, International Hotel & Tourism, 


International Relations & Diplomacy, Information 
Technology, Public Administration, Business 













Excellent knowledge of English required. 








4 sd us Non-US Student contact: U.S. Students contact: 
Communication, Pre-Medicine & Psychology. Bologna Center Registrar Admission Office 
E E d a ; Via Belmeloro 11 Paul H. Nitze SAIS 
Campuses m Florida, London, Heidelberg, 40126 Bologna, Italy 1740 Massachusetts Ave., NW 
Paris, Strasbourg, Madrid, Tel: +39/051/ 23.21.85 Washington, DC, 20036, USA 
Engelberg & Leysin (Switzerland) Email: Registrar@jhube.it - Tel: -1/202/663.5700; Email: 
Internet: http://www jhubc.it admission@mail jhuwash jhuedu | 


Entry January, May & September 


SCHILLER INTERNATIONAL UNIVERSITY 

Dept (EC24/10), 51-55 Waterloo Rd., 
London SEI 8TX 

Tel: +44 171 928 8484 Fax: +44 171 620 1226 





Internet: http://www. sais-jhuvedu/ 


Application deadline: February 1 Application deadline: January 15 










“Let the HEC MBA Program (isa) 
|». . make the difference 


as it has for 
The CEO of Dell Computer France 


International 
Management 


If you are interested in learning about 
international management but don't want to 
give up your job, have three years work 
experience and a second class honours degree 
(or a first degree and a GMAT of 550) contact us. 


ENQUIRIES: 
Room 1 (S8/EC/MBA), Senate House 

Malet Street, London WCTE 7HU 

Tel: 444 171 862 8359/8361 Fax: +44 171 636 5841 
Fax number from 1 January 1999: +44 171 862 8358 
E-mail: enquirles@eisa.lon.ac.uk 
http://www. lon.ac.uk/external 


The Vice President of Sony Europe 


The Managing Director of Bain & Co France 


UNIQUE INTERNATIONAL EXPERIENCE 


a aver 200 multinationat ec 
on campus each y 
















j Nationality : 
Ui Address 






| Last Degree (dipio 
Un dA me 


2 obtemed 


tc PE ECONOMIST OCTOBER HIST 1998 





~ COURSES 





rain 








SEERA Guided independent Study Program [THE LONDON CENTRE| aal LLL: 
BACHELOR * MASTER'S * DOCTORATE Bachelor, Master, Doctorate OF INTERNATIONAL Taking the GMAT 
Credit for Work & Life Experience Send resume for no-cost evatuationor Fax RELATIONS or GRE? 


1-504-626-8904, Dept. 136 
620 Lotus Dr. N. » Mandeville, LA 7047 1 USA NOW OFFERS THE FOLLOWING; We CAN heip! 
* MA in International Relations Details from GTAC Associates 


httpiwww distance. edu 
LASALLE EDUCATION CORPORATION 

FREEPOST, London W5 4BH 
Tel: 0181-993 3983 


Dr Edward de Bono's 
Thinking Methods 


Monadnock International 
Telephone: 4-44(0)181-871 2546 
Email: infoczdebono.co.uk 
www.monadnock.uk.com 


POWER UP YOUR CREATIVITY 
| DEGREES BY MAIL 











































* MA in International Relations 
and European Studies 














Doctor of Letters Degree 
A private British West Indies University offers a 
lunited number of D.Litt degrees to high profile 
people with published works in their field of 
expertise, 
Apply to Australian Tertiary Education Services 
Fax: 618 8269 4931 

or emall: admindistciements.edu 
Mail; P.O. Box I5, Prospect 5082 South Australia, 
Rushmore 


University MBA 


International MBA by Distance 
rearing: International faculty. 
No bachelors degree required. 




















* MA in International Conflict 
Analysis 














* Full-time and Part-time 
(evening) study 


"Founded in 1986, Fairfax University offers: 
+ Home study degree programs with no writben 
examinations or residency requirements 

* October and February 


Admission 
* MPhil and PhD degrees. 
For further details please 
contact: 


* Credit awarded for prior teaming practical 
` experience 













“Intemational faculty 


* Programs ut the Bachelor, Master and Doctoral 
levels 



























* Year-round admissions 













Details from: The Registry University, 370 Anchor Drive, Dakota Dunes, SD 
2900 West Fork Drive, Suite 200, Baton Rouge. ncnor Drive, unes, n "€ 1 
pute Mosque: 57049 US, Phone: 605-232-6039 The London Centre of 


Fax: 605-232-6011 ec@distancemba.com 


- International Relations 
www.distancemba.com 


(University of Kent) 

11 Kingsway 

——— BACHELORS * MASTERS * PH.D. London WC2B 6YE 
America's i * ` j f 
preferred * No classroom attendance * Distance learning. Telephone: +44 (0)171 563-6836 
Distance * Distinguished faculty « Accelerated degree programs Fax: 0171 565-6827 


t » Credit for work experience » Students trom 96 : 
Learning E-Mail: LCIR@uke.ac.uk 













countries and 30 states in the USA. 


fa Washington International University 
P.O. Box 1138, Bryn Mawr, PA 19010-USA 


Fax:610-527-1008 - E-mail: washuniveop net, T Y 
: [ CI 
THE DIRECTORY OF MBAS T 

http://www.ed itio nxii.co.uk Excellence in Higher Education at 


Edition XIl's The Directory of MBAs is the leading domestic and Britain's European University 
international guide to MBA programmes. Available on-line, in all good 
bookstores and direct from the publishers (ISBN 1 86149 020 8). 

Tel: +44 171 8330120 Fax: «44 171 923 5505 
E-mail: market@editionxti.co,uk 





AT CANTERBURY BNNN 










dabbaliliaa effective courses 


























APPOINTMENTS 


SOCIAL SECTORS STRATEGY AND CAPACITY 
BUILDING PROJECT 
WORLD BANK LOAN NO, 4030-IND 


The Government of Indonesia (GOI), ie, the National 
Development Planning Agency (Banyumas), has received a 
loan from the World Bank for the above project, to support 
social sectors (education, health and social welfare) strategy 
development and capacity building. The project requires the 
services of training consultants to assist and ensure that quality 
of training program to be designed and implemented under the 


UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 

Match your utilizing your lite and work experience. College equivalent credits are 

ith ith given for your: Job, military, company training, industrial 

position WIN 4 | courses, seminars and business experience. 

legal degree We accept college credits no matter when taken. 

and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 
at your own pace through home study. 


"As you know Send/fax detailed resume for a NO COST evaluation. 









experience is Pacific Western University project is consistent with the World Bank and GOI standards 
still the best 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 and procedures. 

teacher... But 1-808) 697-1909 : "M 

degrees open CALL: (800) 423-3244 ext, 137 UK: 0800-960-413 The project calls for Training Consultants for Program 


doors." 


Fax: (310) 471-6456 E-Mail: admissions? pwu.com 
http://www. pwu-hi.edu 





Development; (1) Basic Planning and Management (1 person @ 
6 months international and 3 persons @ 7 months national); (2) 
Health and Social Welfare Planning (Health: 1 person @ 4 
months international and 2 persons @ 6 months national; Social 
Welfare: 1 person @ 6 months national); and (3) Educational 
Planning (1 person @ 4 months international, and 2 persons @ 
6 months national). 


DEPARTMENT OF ASIAN STUDIES 


Online Master of Arts in 
Asia Pacific Studies 


Gain a strategic understanding of the region while studying via the 
internet. Offered by a leading centre for Asian studies, the MA 
explores the major issues in the region's economic and political 














Interested firms or individuals may obtain Terms of Reference 
for each position, by submitting curriculum vitae, not later than 
10 days from this advertisement to: 





development. Lenny N. Rosalin 
Loads commences January 1999. i : S3CB Project Manager 
Email: T.A. Wingfield@leeds.ac.uk ip IUE Jaian Banyumas No.9, Menteng Jakarta - 10310, Indonesia, 





BUSINESS. 


Web: http/iwwwileeds.ac.uk/east. asian 





Fax (62-21) 3849467; E-mail: s3cb@indo.net.id 
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Dynamic Sales Professionals 


£ Salary + Exceptional OTE Package | 


Locations World-wide 


Could you capitalise on your overseas experience? 


“Meyado is Europe's premier provider of investment advice to | 
|) internationally minded people living and working abroad. They rely | 
l'on our Investment Consultants to manage their finances effectively. | 
| Our ambitious plans for the next millennium start now with the | 


expansion of our Sales Force world-wide. 


| An acknowledged high achiever in your prime with proven sales | 
i euceess, you are aiming for a long term career with excellent | 


promotion prospects. 


| You will have already built up the skills and credibility to deal with | 
clients at the highest levels. Meyado will provide you with | 
comprehensive training and ongoing support to equip you with the | 
| tools necessary for success as an International Investment | 
| Consultant. Living and working in your chosen city world-wide, you | 

will be expected to work in the English language. This should be the | 


last career move you ever make... 


t- Do you believe you have the commitment and the drive to build an | 
| exciting new career with us? Will you be stimulated by the demands | 


and the benefits of a serious, results orientated package? 


Then please send your CV and a covering letter quoting reference | 


|j ECA, to: 
Human Resources Manager, 
Meyado International Ltd, 
Hygeia Building, Harrow, Middx, 
HAL 1FD, England 
Alternatively, please fax applications on +44 181 324 1455, 
or e-mail them to careers@meyado.com 


FRANKFURT * MADRID + LISBON * STOCKHOLM * PRAGUE 
* SAO PAULO * BUENOS AIRES * SANTIAGO 





655 Fifth Avenue, New York, NY 10022-5370 
212/421-8181 + Fax:212/486-0849.* Internethttp://www.icsc.org/ 


( ( International Council for Shopping Centers 


GENERAL MANAGER/EUROPE 


: We are searching for an unique individual who is aware of the special 
needs of a member services organization that is incorporated as a not- 
for-profit yet managed in an efficient, businesslike manner. The 
successful candidate will have a broad range of experience in planning 

“and executing professional meetings and conferences (including 

| negotiations with hotels and other vendors); will be familiar with trade 
expositions; and will have a demonstrated track record in initiating 

| and carrying out new related ventures. He/she must be expert in 
budget. preparation, implementation and monitoring. Public speaking 
and clear, concise writing skills are a must. In additional to English, 

‘mastery of other European languages is a major advantage. This 

London-based post requires extensive travel within Europe and 
“occasional travel to North America. 


- Founded in 1957, International Council of Shopping Centres (ICSC) is 
the global trade association of the retail real estate industry with 
-- 87,000 members in 60+ countries. ICSC provides products and services 
to help shopping center owners, developers, managers, marketing 
specialists, leasing agents, investors, lenders, retailers, architects and 
attorney improve their business. 


Salary and benefits are commensurate with qualifications. 


Only letters of application complete with detail curriculum vitae, and 
salary history will be considered. 


| Send to: International Council of Shopping Centers, 


| Attention: Sr Staff Vice President, 


Professional Development Services 
Caroline House, 

5th Floor, 55-57 High Holborn, 
London WC1 VGDX U.K. 
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ENGLISH 
PARTNERSHIPS 


Economist/Corporate Planner 
South East Regions 


Circa £26,500 


English Parmerships plays a major role in the 
Government's Urban Regeneration and Inward 
Investment strategies. s. 


With its flexible and innovative investment Fund, English. 
Parinerships works through its nine regions fo create 
development packages with the private, public and 
voluntary sectors to stimulate investment and create jobs 
through the reclamation of unused land or buildings and: 
the promotion of subsequent development opportunities. 
Subject to Royal Assent of the RDA Bill, English 
Partnerships' Regional Offices will form a key 

component of Regional Development Agencies. 


Applications are invited for the post of Economist/ 
Corporate Planner within the South East Regional Office 
in Guildford, where we are involved in Urban 
Regeneration especially in Thames Gateway and the 
coastal towns of the region, the delivery of inward 
investment sites and other smaller development projects. 


The principal duties of the post are to: 


*monitor economic trends across the region in terms 
of the property market, initiatives by other public and 
private bodies and trends in the regional/local 
economy 

* commission research into the above areas where such 
work is not being undertaken by others and issue 
reports for private or public circulation 

* provide a research service to the regional office's 
development teams either by carrying out specific 
research at their request or engaging external 
consultants to do so 1 

* coordinate the preparation of material to feed into the 
regional office's corporate plan 

*liaise with the Agency's corporate policy/planning 
team. 

initially, the post holder will report directly to the 

Regional Director and will help to prepare the Agency's F 

regional strategy. He/she will also undertake specific — 

development casework, particularly where extensive 

research work is necessary. 

The successful candidate will possess on appropriate 

professional qualification in economics and experience 

of urban regeneration work. 

English Partnerships operates a Performance Related 

Pay Scheme, therefore future salory increases will be 

determined by performance. 

Pension transfer arrangements will apply and a car 

leasing scheme is available. 

This is a re-advertisement therefore previous applicants 

need not apply. 


Write or phone for an application form to be returned 
by 14 November 1998. 


Head of Personnel, English Partnerships, St George's 
House, Kingsway, Team Valley, Gateshead, Tyne & 
Wear NE11 ONA. Tel: 0191 497 7628. 
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APPOINTMENTS 


International Institute for Strategic Studies 
Research Programme 1999-2000 


The International Institute for Strategic Studies (IISS) seeks to hire Research 
Associates for the 1999-2000 academic year to produce Adelphi Papers 
(28,000-word monographs) on: 
Economics and Security 

* International economic institutions and regional security 

* Oil politics: companies and countries 

* Limited defence budgets and military options 

* The impact of the globalisation of defence industries 

* Corporate foreign policies and international security 
Regional and Inter-regional Issues 

* Japan's global role: new security frameworks 

* Military reforms in Latin America 

* Regional power alignments in the Middle East 

* The strategic implications of European Monetary Union 
Arms Control and Defence Issues 

* New technologies for verification of arms control 

* Assessing military diplomacy and cooperation 

* Bringing non-state actors to the negotiating table 

* The impact of new trends in biology on defence policy 


Applicants for Research Associateships must have proven professional 
expertise and full command of both written and spoken English. 
Applications should include a five-page description of the proposed 
project with a chapter outline, and a curriculum vitae. Applicants should 
arrange for two letters of reference to be forwarded separately. All 
hecessary documents, including the references, must arrive no later than 
12 February 1999: The HSS also welcomes other research proposals which 
have at least partial funding from other sources. 

Applications should be addressed to Dr Gerald Segal, Director of Studies, 
“International Institute for Strategic Studies, 23 Tavistock Street, London 
WC2E 7NQ, UK tel +44(0)171 379 7676 or +44(0)171 872 0770 fax +44(0)171 
“B36 3108 e-mail urbanoviez@iiss.org.uk 


We have the following exciting opportunities in the international 
Planned Parenthood Federation, Africa Region to be based at the 
Regional Office in Nairobi. 


Financial Management 
Advisor 


The overall purpose of the position is to support the mission and mandate of 
the IPPFAR by assisting Family Planning Associations (FPAs) in developing 
and implementing efficient and effective Accounting, Financial and 
Managerial Systems and standards. 

MAIN TASKS - The selected candidate will work closely in a team and will be 
responsible for advising on FPA Financial Management systems and 
providing Technical Assistance as required. 

QUALIFICATIONS - The successful candidate must be a graduate, and 
should be fully or part qualified Chartered/Certified Public Accountants 
(CA/CPA) with a minimum relevant working experience of three (3) years 
gained in an international organisation. Average knowledge and "hands-on" 
experience in computer based accounting systems are essential. 


Programme Advisor, 
Evaluation 


The overall purpose of the position is to assist Family Planning Associations 
(FPAs) to develop appropriate and standardised Management Information 
Systems and to facilitate evaliation capacity building in FPAs. 
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EESE TERNATIONAL CONSULTANTS 


Sema Group sae, Spanish leading international consultancy, is currently 

expanding its activities. We provide corporate advice, technical assistance 

and systems design, to private, public and multilateral clients in Central and 

Latin America, Central & Eastern Europe, CIS, Mediterranean countries, Asia 

and Africa. 

To support its growing activity, Sema Group invites qualified consultants to 

submit their Cvs for specific projects as well as for our database of experts 

for future projects. 

We are in particular looking for people experienced in working with 

Multilateral Organisations (World Bank, EBRD, BID, EU-Tacis/Phare, 

USAID, etc) wishing to overtake short or long term assignments. Proficiency 

in English or Spanish is an imperative requisite. Knowledge of target 

countries' languages is highly desirable. We would like to hear from 

consultants with relevant experience in the following areas: 

PRIVATE SECTOR DEVELOPMENT 

e Activities: Corporate Finance, Structural adjustment, Privatisation, 
Restructuring, Organisation, BPR, SMEs development. 

e Subsectors: Energy, Utilities, Tourism, Heavy Industry, Electronics and 
Telecommunications. 

FINANCIAL SECTOR REFORM 

e Activities: Supervision and regulation, Monetary Policy, Operational 
Audit, Corporate Finance, Organisation, Procedures, Human Resources. 

e Subsectors: Central Banks, Commercial Banks and Capital Markets. 


PUBLIC SECTOR REFORM 

© Activities: Institutions modernisation, European Integration, Institutional 
development Organisation/Process Innovation, 
Privatisation/Outsourcing, Systems Integration, Information Technology. 

© Subsectors: National, Regional and Local Public Administration, Justice, 
Health, Social Security and Tourism. 


Applicants should have more than eight years experience in their 
professional field. 
Please send detailed CV to the following e-mail address ana.latnikGsema.es 
or by mail to Sema Group, International Consulting Division, Albarracin 
25, 28037 Madrid-Spain in a diskette in Word for Windows format. 


MAIN TASKS - The selected candidate will work i el 
responsible for advising on Monitoring and. 
providing Technical Assistance as required. < 


QUALIFICATIONS - The successful candidate uid. have an advanced. 5 
degree in demography, public health, population studies, statistics, health: 
economics, sociology and politica! science. ARS MO gincAED an 


She/He should have a good knowledge of information technology and 
"hands-on" experience in computer packages. and applications, SUCH as 
MSOffice 97 Professional, data analyses packages, eg. SPSS SYSTAT, 
EPI-INFO. Knowledge of project management software packages.will be an 
added advantage. The successful candidate should have a minimum relevant 
working experience of three (3) years gained in an international organisation... 
These posts will travel extensively in sub-Saharan Africa and should have: 
excellent communication skills including fluency in English/French and a: 
sound working knowledge of French/English. is E 
Àn attractive package which includes 
and a competitive salary will be offe 


Applications to be received on or before 20 Novi 
copies of CV, academic and professional certificate 
The Regional Director, International Planned Pare 
Insurance House, tst Floor, Ngang/Upper Hill Ro 
Kenya. Fax Number 254-2 726596. Email No: i 








IPPF is an equal opportunities employer. 
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JOB HUNTING INTERNATIONALLY? 
Executive eaming $50K-500K-. Career searching into, within or out of 
Asia/Europe/U.8.? A new position is closer than you think! Ls 
Eree info. www.CareerPath.co.uk E-mail: cpasiatübkk.loxinfo.codli F 
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epc is an Anglo-German joint venture specialising in 

implementation of EU funded technical assistance 
projects. 

|; We are seeking a self motivated Brussels based manager to 
«form a part of our team. Responsibilities will include: 







Opportunities for 
Education Consultants in 
East and South East Asia 






i ' Business development 

€ Project management 

€ Proposal preparation 

€ Office administration 
somite nena 
The successful applicant will be fluent in spoken and 
written English with a second European language, 
preferably French, and will be experienced in Phare/Tacis 
programmes. 


Please send your application including a detailed CV 
preferably by e-mail to: jpovey@epc-eu.com 


















The British Council wishes to recruit education 
specialists for forthcoming exciting opportunities in 
East and South East Asia. We are seeking 
individuals with substantial expérience of working 
as consultants on bilateral or multilateral projects in 
the region, and who are looking for either short or 
long term assignments. 
We are interested in individuals with the following 
areas of expertise: 

Education project management 

Education planning, management and 

finance 

Primary and secondary curriculum 

development 

Vocational education and training 

















For contact details and further information, please 
refer to our web page at: www.epc-eu.com 


"epe * 50, Avenue des Arts + B-1000 Brussels 
ax: 432-2-5137781 
















P INTERNATIONAL CENTRE FOR Project and programme evaluation 
DIARRHOEAL DISEASE RESEARCH, " 2 
bse BANGLADESH (ICDDR.B) Education management information systems 
Assessment 





























CENTRE 





VACANCY 
ICDDR,B: Centre for Health & Population Research is a non-profit international 
inedical research organization in Dhaka, Bangladesh. Its aims are to conduct research 
and training in diarrhoeal disease and related subjects of nutrition and fertility, and to 
develop improved health programmes for control of diarrhoeal disease in developing 
~ sountries. It is also involved. in major demographic surveys. ICDDR,B - Centre for 
Health and Population Research is also a leading international research centre for 
population studies, reproductive and sexual health, and child survival. 


e 

e 

e 

e 

e 

9 Higher Education Management and Reform 
e Postgraduate qualifications will hormally be required 
$ (or a teaching qualification and industrial experience 
e for vocational education). Demonstrable experience in 
@ managing complex change would. be desirable, 

@ The details of successful applicants will be added to 
€ the database of consultants whom we will consider for 
@ opportunities as they arise. Only successful applicants 
€ will be notified. This will be within 3 months of the 

e closing date for applications. 

: Please send expressions of interest, (quoting reference 
e 

LÀ 

e 

e 

e 

e 

e 

® 

. 

e 

e 

e 

e 

. 

. 

e 

e 


















a d The Centre through this announcement, secks to fill the following vacant position: 
_ | EXECUTIVE ASSISTANT TO THE DIRECTOR 
: Pay Level: PI (UN/WHO) 











Duties! Functions 





Reporting to the Director, the Executive Assistant is responsible for the administrative, 
| Secretarial and protocol functions of the office of the Director as well as liaison with the 

members of the Centre's Board of Trustees and other concerned authorities in 
“Bangladesh and overseas, 






98/5/022/D), availability and curriculum vitae no 
later than 30 November to Mark Hepworth, Overséas 
Appointments Services, Development and Training 
Services, The British Council, 58 Whitworth Street, 
Manchester M16BB UK 






Qualifications & Experience 


Graduation with Diploma in Secretarial Studies and/or membership in a Professional 
Secretaries Association. Extensive experience in executive office management, 
preferably in a similar position to the Chief Executive Officer of a large international or 
multinational organization. Excellent verbal and written communication skills in 
English with proficiency in standard computer software under Windows 95/08 
environment and mingte-takimg m shorthand. Experience in bath developed and 
developing countries would be an advantage. 









The initial appointment is for three years and the successful candidate would be 
expected to commence duty in early January 1999. 







Applications for the above position should be sent with a covering letter and a detailed 
curriculum vitae, together with the names, addresses and contact numbers (telephone, 
fax and e-mail) of three referees to Mr. Wahabuzzaman Ahmed, Chief Personnel 
Officer, ICDDR,B, GPO Box-128, Dhaka- 1000, Bangladesh (Fax 880-2-883116, email: 
cddrb.org) by November 30, 1998. 


Only candidates under active consideration will be contacted. 







L isthe United gdo onal network for 
education, culture and development studies, 
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YOUNG MACROECONOMIST |. 
With some experience of project work 
in developing economies sought. by 
international consultancy to join team 
working on European Commission 
funded assistance projects. in the 
Mediterranean region as soon as 
possible, Please fax cv and current 














The . 
Economist 



















contact to + 322 734 2715. TO ADVERTISE 
WITHIN THE 

HUMAN RIGHTS WATCH seeks CLASSIFIED 

ET "amr st | || SECTION, CONTACT: 


investigations, write reports, 
coordinate international advocacy. 
REQ: knowledge of int'l human 
rights standards; in-depth 
knowledge of, field experience in, 
and access to China; fluent written 
and spoken Mandarin; excellent 
writing in English; related graduate 
degree. Labor rights expertise a 
plus. Outstanding employer-paid 
benefits. EOE. APPLY 
IMMEDIATELY with letter, resume, 
references & unedited writing 
sample (no calls, please) to: 
HUMAN RIGHTS WATCH (China 
Researcher Search), 350 Fifth 
Avenue, 34th Floor, New York, NY 
10118-3299. FAX: 212-736-1300. 
E-mail: kellogt&hrw.org 























Suzanne 
Hopkins 
New York 
(1-212) 541 5730 
















Philip Wrigley 
London 
(44-171) 830 7000 







The University of the 
West Indies 


Mona, Jamaica 


Financial Accountant 
Office of Finance 


Reporting to the Director of Finance/University Bursar, the Financial 
Accountant will be located at Mona and will have responsibility, 
inter alia, for maintaining accounting records ang [pre 


statements and reports for the entire University: 
statements for funding agencies and.don monitoring the financial 


uniformity and compati 

the Campuses and th 

Regulations and Prou 

with statutory measures; lia 

of the External auditors at tl 

Candidates should: be a ch. 

Master's degree in Accounti 

including a minimum of five yl 

managerial level; be conversant 

accounting functions; and have 

and managerial skills. 

Please send applications with the 

referees to The University Regis 

(Centre), Office of Administrati 

Indies, Mona, Kingston 7, Jamaica. Further particulars are available 
from the Association of Commonwealth Universities (46969), 

36 Gordon Square, London WCIH OPF (tel: 0171387 8572 Ext. 206, 
fax: 0171 383-0368; emall-appts&hacu ac uk) 

Closing date for recipt of applications: 30 November 1998. 


A member of the Association of Commonwealth Universities 
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The train of success is departing 
but where's your ticket? 


At Resume Broadcast International your ticket is but a phone call 
away. Let our expert staff custom tailor your international job search. 
if you are a 40+ year old senior executive earning $100K* annually 
our services can prove invaluable to you. We are available 24 hours 
a day, 7 days a week, so why wait another minute? Contact us at 
Tek (909) 866-4213, Fax: (909) 866-4244 or E-mail: 
102224.3306()compuserve.com. 





Resume Broadcast international 

PO BOX 2892, Big Bear Lake, California CA92315; USA. 
Tel: +1 (909) 866 4213, Fax: +1 (909) 866 4244 

Email: 102224.3306 @compuserve.com 





Reutlingen University/ 
Fachhochschule Reutlingen 


The School of International Business (Fachbereich Aussenwirt- 
schaft) has one time-limited 


Professorship 


in the new academic program "International Business". The 
appointment date is March 1, 1999. The position is time-limited to 
the end of winter semester 2000/2001, 


Applications are invited for the position of 
Professor (pay scale C2) in the area of Accounting/Management. 


Applicants are required to have a terminal degree, preferably a 
doctorate, in the area of Business Administration. The applicant 
should have majored in one of the areas mentioned and should be 
able to teach courses in the other area. 


Applicants should have a distinguished record of achievement in 
research and at least five years professional experience, of which 
at least three years experience outside the academic world. 
Applicants should have teaching experience. Responsibilities 
include teaching undergraduate and graduate level courses in 
English and administrative duties in the School of International 
Business. Applicants who are English native-speakers would be 
prefetred. This preference also applies to physically handicapped 
applicants. 


Reutlingen University/FH Reutlingen is located in south-west 
Germany some 20 miles south of Stuttgart, and nestles in 
attractive countryside at the foot of the Swabian Jura close to the 
Neckar valley. The University has a first class reputation, Surveys 
over the past few years have repeatedly ranked it in the top 
bracket in several fields of study. 


Applications for the time-limited position should be submitted 
latest until November 30, 1998 to the President's Office, 
Reutlingen University/FH Reutlingen, Alteburgstr. 150, D-72762 
Reutlingen, Germany. 


Further information regarding the position may be obtained from 


Prof. Ashok N. Ullal Tel, +49-7121-271403 
Dean, School of International Business FAX +49-7121-271400 
Reutlingen University/FH Reutlingen e-mail 

Alteburgstr. 150 ashok.ullalfh-reutlingen.de 
D-72762 Reutlingen, Germany 
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[> 6 The World Bank's New Delhi office seeks to hire 










AGA KHAN FOUNDATION (UK) 


Sustainable solutions through partnerships 


an economist for about two years, in the 
macroeconomics and national/state public. finance 


| 

| area. The economist will be expected to contribute to 

| ] he World Bank reports, draft short analyses and briefs on | 
| 

| 

i 











The Aga Khan Foundation is a private, non- 
denominational, international development 
agency providing grants and technical 
assistance to long term, locally managed 
initiatives in South Asia, Central Asia and East 
Africa. A candidate is sought to manage the 
programme grants for Pakistan and Central 
Asia based in London. This involves working 
closely with European donor agencies; 
supporting colleagues in the field; developing 
strategic alliances with research institutes and 
the private sector; and raising awareness of 
how the work of the Foundation is linked to 
the wider goals of peace, security, tolerance 
and improved livelihoods. 






| key issues; closely follow one or two sectors of the 
World economy, participate in discussion of general 
economic issues in the Indian economy, especially. 

Bank macroeconomics and/or national and state public | 
finance; support project work with economie 


analysis. The consultant will work with the World Bank Poverty Reduction 
and Economic Management Team in the Delhi office. 




























The economist should have a Ph D. in economics or the equivalent; with 
a strong focus on macroeconomics and/or public finance (more 
experienced candidates will also be considered} and at least five years of 
experience in an academic or research center, or economic consulting 
firm. The economist should have excellent analytical skills and proven 
ability to write clearly, concisely, and tactfully, as evidenced by 
publications in the form of books, articles in journals and periodicals, 
invited contributions in books, or policy analyses. The economist should 
have a proven ability to communicate orally. The economist also should 
have strong interpersonal skills, and proven ability to work as part of a 
team in an environment with short, fixed deadlines. Female applicants are 
especially welcome to apply. 































Candidates should demonstrate at least five 
years relevant experience, including work in 
developing countries, A proven record in 
managing development grants and high quality 
proposal and report writing is essential, 
Candidates will be expected to have sound 
financial skills, be accustomed to working to a 
high standard of good business practices, and 
manage a large workload in a demanding and 
dynamic working environment. 















| 

i 

| 

| 

i 

j 

| 

| 

| 

| 

| The position will be in the New Delhi office for a fixed term of about two 
| years, Applications from those on leave from other national/international 
| institutions will be accepted, The salary will be in Indian Rupees based on 
| the World Bank's local salary scale, which is competitive with the upper 
| echelon of Indian firms. There is no housing allowance. 

H 
H 
| 


The selection process will involve an initial round of screening, after 
which selected candidates will be asked to send copies of some of the 
items listed on their resume, for the selection of a short list of candidates to 
be interviewed, The candidate should submit a resume to: 










Please send CV with a covering letter setting out why you would be 
suitable for the position to 
Claire Walker, 3 Cromwell Gardens, London SW7 2HB 
or email unit@akf.org.uk 
Only shortlisted candidates will be contacted. The closing date is Novernber 21. 
The Aga Khan Foundation is part of the Aga Khan Development Network 







Ms. Nira Anand, Head, Human Resources, 
The World Bank, 70 Lodi Estate, New Delhi 110 003. 












BUSINESS & PERSONAL 


ere (- 


Diabetes Breakthrough] 
| 
| 
| 
| 









UNOPS ASIA OFFICE e 


VIETNAM - LEGAL SYSTEMS REFORM 







SEN 


Are your trave. 
expenses going 
through the roof? 





Treatment 














The United Nations Office for Project Services (UNOPS) manages and 
implements technical and financial assistance to support nations in their 
quest for sustainable development. 


Lower & Control Blood Sugar, without 
Drugs, All Natural Capsules, No Side Effects 













ACE offers a number of very 
attractive options for companies 
or individuals to obtain the 
benefits of a fast, economical: i} 
and spacious executive propjet. 









Distributors/Dealers/Patients Wanted 


Diabetes Angel Health Products, 
Inc. 5801 Uplander Way, 
Culver City, CA 90230 


Tel: 310-649-3979 
Fax: 310-649-3973 
www.diabetesangel.com 






UNOPS Asia Office is seeking to recruit three international professionals 
with a strong background in legal systems reform and governance to 
undertake an independent mid-term evaluation mission of three 
interelated governance projects in Vietnam from late November to mid 

‘December 1998. Three national professionals will be recruited separately. 





















For details visit 
www.ace-aviation.co.uk 






The three projects aim at strengthening legislative, judicial and public 
procuratorial capacities at;national and provincial level in Vietnam, The 
Projects are co-financed by UNDP and the Danish Government, and are 
“executed by the Office of the National Assembly, the Supreme People's 
“Court and the Supreme People's Procuracy. UNOPS is the co- 
implementing agency. 








Tel Ernst Stogmuller 
++44 1938 590658 




















The evaluation mission is to assess performance during the first year of 
implementation and make recommendations for the future execution of 
the projects. 





St. John’s, Smith Square, 
SWI, London 
Saturday 14 November 1998 
at 7:30pm 










The mission leader must have at least fifteen years of academic and 
practical experience in legal systems reform, preferably with a focus on 
Asia, and must be conversant with governance issues. He/she must have a 
PhD in Law, Governance or a closely related field; and outstanding 
analytical, organisational, interpersonal and English writing skills. 













* Beethoven- Sonata Op. 13 ‘Pathetique’ 
* Schumann - Drei Romanzen 0p.28 

* Scriabin - Sonata no.5 Op.53 

* Debussy - Preludes Book 2 


Tickets £12 £9, £6 


Mission members will have at least ten years of experience in legal 
systems reform. One of the two international mission members will 
furthermore possess experience in legal information systems technology. 







Qualified individuals or institutions should contact Mr. Gerald Gunther, 
Associate Portfolio Manager UNOPS Asia Office, by e-mail at 
ggunther@unops.org or by fax at +60 3 253 1505. 



















Unreserved and concessions £6 


Office Tel: 0171 222 1061 


Rebecca Dale, tel: (01203) 52444 
Natasha Dodds; tek 401203) 544345 
email; R. Dale@warwick acuk 


For more information on this assignment and to register on our electronic 
consultancy roster for future assignments kindly visit the UNOPS Asia 
Office homepage at www.unops.org my 
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. COURSES 






[. Ez “Touro University Intemational 


* Your education anytime, anywhere 


+ Affordable & cost effective 
* Bachelor’s, MBA, or Ph.D. in 










| Te: (714) 816-0366 Business Administration 
i Pax: qu witha * Live student-faculty interactivity 


10542-Calle Lee, Suite 102 
Los Alamitos, CA ' ^ * ‘ 
sx" The Leading Internet University 
E-mail: registration@tourouniversity.edu 
http://www.tourouniversity.edu 

















DAKOTA STATE 
UNIVERSITY 


A leader in education 
on the Web since 1990 


Programs in : * Information Systems * English for Information 
Systems * Health Information Administration 





Spring courses run from January 7 to April 30 
Find information on these and many others on our Web site. 
Accredited by NCA and NCATE 
Dakota State University : Madison, SD 37042-1799, USA 
Tel: +1 605 256 5049 - Fax: +16 
Email: dsuinfo@columbia.dsu.edu 


DSU Online - www.courses.dsu.edu/disted/ 








IOT-WATT UNIVERSITY 


MBA by Distance 
Learning 


'restigious Chosen year after | 


: Ifyou are a busy professional, the 
“year for The Economist Intelli- 


: flexibility of the MBA program 
J. Bence Units Which MBA? A critical | you choose can be as important as 


«quide to the world's best programmes, 


Performance-Based No GMAT 


ior Bachelor's degree is required. 


its quality. Fortunately, you dont 
need to compromise. Heriot- Watt 
University offers a uniquely flex- 


: : ible international MBA: earn your 
“International More than 8,000 


“active students in 120 countries 
over 3,000 in North America. 
Non-Residential Exams are held | 


twice each year in locations across 


degree entirely by distance learn- 
ing in one to seven years, Study 
Wherever you live, at a pace that 
suits your needs. On-campus study 
in Edinburgh, combined with 


the US, Canada, and worldwide. | distance learning, is also available, 





Call or write teday for information: 


Heriot-Watt University US/Canada phone 800-406-7096 
MBA by Distance Learning Fax 510-528-3555 
North American Distributor Phone 510-528-3777 
6921 Stockton Ave., Suite 10 E-mail HW@degree.net 
El Cerrito, CA 94530 USA Visit www.degree.net/mba 
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REAL WORLD 
FACULTY 


REAL WORLD 
EXPERIEN 


REAL WORLD 


SOLUTIC 


PENN STATE 
EXECUTIVE 
PROGRAM 





ECON 








PUBLICATION 


We'd like 
to give you 
a piece of 
our mind. 


Our independent and 
unbiased analysis of 
today's major economic, 
social and policy issues 
will give you more 

than just the numbers. 











215r Century 
TECHNOLOGIES 
Promises and Perils 
of a Dynamic Future 


The next few decades hold. 
the prospect of remarkable -- 
progress in a wide-range of ^. 
technologies that will have a profound ooo 
effect on how we live, work, and spend 
our leisure time. 

This book reviews the extraordinary 
promise of technological advances over 
the next 20 years, and assesses some of ihe 
key economic, social, environmental; and 
ethical issues that decision-makers in 
government, business and society will face. 
{03 98 03 1] ISBN. 92-64-16052-3; Sept: 98; 170 p. 
FF140 US$23 DM 42 £14 Y2950 


, FOSTERING 
ENTREPRENEURSHIP 


international comparisons 

| show that high levels of 

| entrepreneurship result from 

| the combination of conducive 
"institutional environments, 
well-designed government programmes 
and positive cultural factors. 

This title, part of the follow-up to the OECD 
Jobs Strategy, discusses the importance of 
entrepreneurship, the development of new 
policies in its favor and its use an an aid 
in job creation; overcoming barriers thet 
discourage entrepreneurship, solvi 
financing problems and optimising human 
resources; and the economic dimensions of 
entreprenaurship, both locally and as a 
part of the new social economy. Case 
studies of various countries are included, 

(04 98 04 1 PL ISEN 9264161392, Oct. 1998, 218 p. 
FF1753 US$29 DM 52 £18 ¥ 4 000 




















“THE AIM OF ALL ANALYSIS 

IS TO REMOVE BIAS AND 

SUBSTITUTE OBJECTIVITY.” 
Charla. 








OECD WASHINGTON CENTER 















Gc 


rej OECD Paus Ceres 
















































Defense Week presents... 

“Defending National Critical Infrastructure: 

Policy Issues & Program Requirements 
To Protect Against Cyber-Terrorism” 

Washington, DC @ December 7-8, 1998 


Visit our website at http://www.kingpublishing.com/g-18.htm 
or call (202) 662-9710 for more details. Fax: (202) 662-9719. 


BOCCONI UNIVERSITY, MILAN 


January 30* - February 6" 


A one-week seminar gathering young leaders from 40 
countries in the Euro-Mediterranean region. 
Students — selected from faculties of business, 
economics, political sciences and law — will dialogue 
with prominent speakers and guests from the fields of 
Industry, Politics, and Religion. 


Application deadline: 16" November 1998 
For more information on the application procedure and on available financial support: 
Young Leaders Forum "99 
http:/Avwwasit.uni-bocconiit/ylf 
Fax: + 39-()2-$836.2240 — E-Mail: yif@uni-booconi.it 











The St Andrews Prize 


Submissions for this international 
environmental prize are now invited. 
Entries of no more than 3,000 words 
on the subject of the urban 
environment are required by the 
closing date of 31 January 1999. 


The winner of the 1999 Prize will 
receive a medal and a cash prize of 


US$25,000. 


The winner will be invited by Sir Crispin 
Tickell, Chairman of the Trustees. to 
participate in the St Andrews 
Environmental Seminar on 20 & 21 
May 1999. 


or by contacting: 

The St Andrews Prize Office 
St Salvador's College 
University of St Andrews 
St Andrews, KY16 9AL 
Scotland 


Tel: +44 (04334: 462161 
Fax: +44 (0)1334. 462030 
email: prize@st-andrews.ac.uk 


Details available from the Prize 
Website 
http://www.st-andrews.ac.uk/prize 
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gS Biman BANGLADESH AIRLINES 






Request for Expressions of Interest 
Consultant Services for Privatizing 
Biman Bangladesh Airlines 


The Government of the Peoples Republic of 
Bangladesh has applied for a Credit from the 
International Development Association, and intends to 
apply part of the proceeds of this Credit to payments 
under the contract for consultant (firm) services for 
privatizing Biman Bangladesh Airlines. 


The services, to be provided by a Financial Advisory 
Group (which may consist of one consulting firm or 
joint venture of consultants), include (i) legal, financial 
and operational restructuring of the carrier necessary 
for privatization, (ii) initial inclusion of a strategic 
partner (an airline of repute) through equity ownership 
participation and (iii) subsequent divestiture of 
remaining shares through the capital markets (and/or 
private placement), 



















Biman Bangladesh Airlines now invites eligible firms 
for expressions of interest in providing the services. 
Interested firms must provide information indicating 
that they are qualified to perform all of these services 
and have relevant international experience, that is 
privatization in general and more specifically airline 
privatization (brochures, description of similar 
assignments, experience in similar conditions, and 
availability of appropriate skills among staff, etc.). 
Firms may associate to enhance their qualifications. 


The firm will be selected in accordance with the 
procedures set out by the World Banks Guidelines: 
Selection and Employment of Consultants by World 
Bank Borrowers January 1997, revised September 
1997. 



































Interested firms may obtain further information at the 
address below from 0900 hrs to 1700 hrs, Bangladesh 
Standard Time (BST), Sunday through Thursday of the 
week. 



















Expressions of interest must be dE to the address 
below by 1700 hrs BST, of November 22, 1988. 


General Manager, Corporate Affairs 
Head Office; Balaka; Kurmitola,Dhaka 1229, 
Bangladesh 
Telephone: (8802) 897386, 897400. 
Facsimile: (8802) 897471. 
E-mail: mdbiman@bdonline.com 
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PUBLICATIONS 


Corporate Governance in China 
Did you wonder why many Guangdong 
firms including GITIC are bust? 


Red Chips: And the Globalisation of China's Enterprises 
explains how Chinese companies have been hit by 


aggressive expansion during the mid-90's in the face of 
slowing growth and SOE reform. The book examines 
past and current challenges and points the way ahead for 
Corporate governance issues. 

Second edition June 1998 

Visit Amazon com or your favorte book site/store 









Readers are recommended 
lo make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. The Economist Newspaper 
Limited shall not be liable to any person for 
loss or damage incurred or suffered as a 
result of his / her accepting or offering to 
accept an invitation contained in any 
advertisement published in the Economist 











OICD-10SC0 


Recent important publications of the International 
Organization of Securities Commissions (IOSCO) now 


available: 


* Objectives and Principles of Securities Regulation 


One of the most significant documents produced by IOSCO 
A major reference instrument that sets out 30 key principles 
of securities regulation and clearly reflects IOSCO's 


commitment to the establishment 


and maintenance of 


consistently high regulatory standards by securities regu- 


lators. 


(Paper version US $45 - Also available in French, Spanish and Portuguese) 


International Disclosure Standards for Cross-Border 
Offerings and Listings by Foreign Issuers 


Issuers will benefit directly from being able to prepare a 
single non-financial statement disclosure document for 
capital raising and listing in more than one jurisdiction at a 
time. Also a major reference instrument for jurisdictions 
considering changing their standards for domestic issuers. 


(Paper version US $45) 


View and download directly at: http://www.iosco.org 


*All the IOSCO public reports are listed on the IOSCO Internet 
Home Page and several can be accessed in the same way. 


Paper copies can be ordered directly from the IOSCO General 
Secretariat by sending a bank draft to the order of the 
International Organization of Securities Commissions: 


IOSCO 


General Secretariat 


PO, Box 171, Stock Exchange Tower 


800, Square Victoria 
Montreal, Canada H4Z 1C8 


Telephone: (514) 875-8278 
Telefax: (514) 875-2669 
E-mail: mail@oicv.iosco.org 


The 


Economist 


TO ADVERTISE WITHIN THE CLASSIFIED 





BUSINESS & PERSONAL 


Save 30-70% on International Calls 


“Justice rated #1 in Callback service.” 









ns Association. World leg Rates: (US$) 
* Business, residential, - P 
and cellular savings. Taiwan A9 
* Earn Free air travel with Venezuela 43 
WorldMiles program. Brazil 50 
* Join the prestigious ous t 
Justice Agent program. Belgi a 
35 > 
43 
21 
43 
ai 
36 
It's just what you're looking for. Switzerland 46 
Mention this ad for a sign-up bonus. Agent inquiries welcome. 8 















1-310-526-2200 . 1-310-526-2100 fax . 


www.justicecorp.com 








to call. US, UK, France, 

Germany, Sweden, Norway, 
Australia, Canada, from 

anywhere in the world 


(plus ultra low: rates to all other destinations) 








“when using Net2Phone Pro™ System (one time fce not included) 


Saori 


USA 





Call: 201.287.8400 Fax. 201.287.8434 


conomist@ 1 
N'W.nev ridtel« Tur 


1402 TEANECK ROAD * SUITE 114 - 


TEANECK, NEW JERSEY - 07666 - 


BUSINESS 
FOR SALE 


INTERNATIONAL 
PROPERTY 


MALLORCA. Ses 
Bendinat. Overlooking the Royal 
on the 
resort. 


Oliveres, 


FOR SALE 
PRIVATE OFFSHORE 
INVESTMENT BANK 


with well established international 


Bendinat Golf Course 


island's 


premier 


SECTION, CONTACT: 


David O'Neill 
London 
(44-171) 830 7000 
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Landscaped gardens, huge pool, 


a/c, marble floors, luxurious fully 
fitted kitchens & bathrooms 
Superb 2+3 bed apts., south 
facing from £135,000. Call our 
London office today for full 
information 


Tel. 0171 736 1700 





correspondent banking network, 
offshore brokerage trading accounts 

and S.W.I.F.T. membership 
Shareholders will sell all or 

management control if potential 

partners are strong banking group 

INQUIRIES TO BE SENT TO 

E-MAIL ADDRESS: 
mbitd@ msn.com 
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BUSINESS & PERSONAL 








1... START YOUR OWN * 7 
IMPORT/EXPORT AGENCY 
No capital or exp. req. No risk, Work 
from home. Part/Fuil time. Help Desk, 
Established 1946, Clients in 120 countries. 
Free Booklet, 
WADE WORLD TRADE 
Dept 2c24 50 Burnhili Road 
Beckenham Kent BR3 3LA 
Tel: +44 (0) 181 650 0180 (24hrs) 
Fax: +44 (0) 181 663 3212 
http:/www.wacdetrade.com 
















Beat the two-bag limit. 


Our Traveler's Litigation 
Bag is made with our 
Flexible Unwreckable™ 
frame to double as your 
laptop bag. Inside the 
19" bag, our Insiders?" 
dividers protect your 





NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED: 
Fiction, non fiction, Biography, Relígious, 






laptop and organize A4 






and letter-size papers 
vertically side by side mak- 

V: ing space for an extra shirt. Our 22" 
bag (the largest carry-on size) holds your laptop, letter- 
size folders and binders vertically side by side, and two 


Poetry, Childrens, 
AUTHORS WORLD-WIDE INVITED. 
WRITE OR SEND YOUR MANUSCRIPT TO:- 
MINERVA PRESS 
2 OLD BROMPTON RD. LONDON SW7 3DQ. 









y BOOK: Freedom 2000,Offshore Tax 
p Havens $19.95 IMG, POB 1732, 
s Forest City, NC 28043 


t WWW.SWISSANNUITIES.COM Tax- 
! free Swiss insurance products for 
: ultimate asset protection and security. 


1 GOVT FORECLOSED homes from 


wo-o- - - om m www wmm 











shirts, and a-suit wrinkle-free (in our Suitfolder), We make 
hard-working travel goods for frequent business travelers 











WORLD TREKKERS INC. 
Exclusive Club for the Sophisticated 
and sell direct to you. Please call for our free catalog. Single Traveller 
Walnut or black leather 19x 13x88" $795. 22x 14x 8" $1,050. discriminating single voyager 

interested in meeting new people 

while enjoying exciting vacations. 
* Appropriate age groupings of up 
to 20 people. 
* Africa Safari 
* Golf Expeditions 
* Wine Tasting (France) 

PO Box 218, Rowayton, CT 
06853 
Worldtreks@AOL.com 
1-888-576-8454 


ER DES. 


ES 
€ C 
Le 


f GLASER DESIGNS 
b: 


TRAvEL Goops MAKERS 

32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188. FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 


LRA” 


























The Original - 


kallback 


Lowest International Rates 


BELIZE 
CITIZENSHIP & PASSPORT 


Confidential Service Direct From Belize 
FULLY LEGAL PROGRAMME 
Generous Visa Free Travel 


From US$45,000. inclusive 


Belize Passport Consultants Ltd. 
944 Orchid Garden, P.O. Box 165 
Belmopan, BELIZE 

Tel: + 501 8 22759 

Fax: + 5018 23785 

Government License 981001 
http://www.visafree.com 


IL to the U.S. from: 


Hong Kong....35¢ Germany......25¢ 
Spain............45¢ Italy..............34€ 
|Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........27€ 




















FINANCIAL ADVISORS 
SAVE CLIENTS UP TO 

















Instant Activation | No Deposit __ EE ERAI 
; E AR w/COLLATERAL LOANS 
“= UE dili PAY INTEREST ONLY. 
mized 6-Second Billi ENROLL IN OUR 
Ideal for Home, Office, TRAINING PROGRAM. 
Hotels and Mobile Phones ERIC A. KLEIN, ATTY. 


Agents Wanted 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle WA 98119 USA 
www.kallbuck.com * Email: info@kallback.com 






INTERNATIONAL DEVELOPING 
ENTERPRISES AGENCY (IDEA) 
PHONE: (212) 751-0800 
FAX: (212) 688-4442 (24 HRS) 
e-mali:panglobGaol.com 
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* Unique concept catering to the || 
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pennies on $1. Delinquent Tax, 
Repo's, REO's. Your Area. Toll Free 
(1) 800-218-9000 Ext. H-4265 for 
current listings. 


2ND PASSPORTS / Driver's Licences 
/ Degrees / Camouflage Passports / 13 
Countries / Secret Bank A/Cs / Awards. 
GMC, Fax: *3120-5241407; E-Mail: 
1004 13.3245@compuserve.com; 
hite:/Awww.global-money.com 





[Psychometric Assessment] 
for Management Selection 
and Development 


FOXX 


ASSOCIATES LIMITED 
Business Prychatogiges 
14 Rocks Lane, London SW13 ODB. 
Tel:+44 (0)181 878 2213 Fax: +44 (0181 878 
7286 Email: Foxx@CompuServe.com 
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Business Services 


Offshore Companies; Bank accounts; 
London Accommodation Service; Prop” 
purchase, sale and management; We 
speak English & German 


Tel.: 0044-171-573 4503; 
Fax: 0044-171-573 4604 
Visit aur Website on - 
http://www.euro-consultancy-uk.com 











WORRIED 
ABOUT YOUR 
STOCK MARKET 
INVESTMENTS? 


That's Right! ... Fixed Returns 
gr 10078 Secure 


INVEST FOR. GROWTH 

0, 
42% 
INVEST FOR MONTHLY INCOME 


9869, 1E ZAR e 


Baxeive Monthly Checks 


on 36 month 
maturities ar 


“Fixed 
Return" 


“The Perfect Investment” 
“The Wall Streer Journal" 


USA 1-817-429-5533 


Caki For Free Information 





BUSINESS 
OPPORTUNITY 


Real Estate 


Consultants & Managers 
required World wide 
to actively promote 
International residential & 
commercial property. 





The Nyrae Group 
Tet. +44 (0) 1903 732 550 
Fax: +44 (0) 181 654 7323 

Email: flagdata@dial. pipex.com 
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BUSINI E SS & PERSONAL 














IMMIGRATE TO CANADA 
“We Can Help” 


25 Years Experience in Immigration Matters 
The law fi sem 












Privacy Protecti 
US Immigration, 
For free kit contact; 





RETIRE 
OFFSHORE 


From  sun-soaked Caribbean 
islands to the majestic Swiss Alps, 
the world's financial elite find | 1 


Serviced pL. “Hering Bast V Value for Maney. 
Unbeatable location in South Kensington. 

2 person apartment from £70 per night 

4 person apartment from £115 per night 









their tax-free offshore home. How ard Tommended 









you can join them. Mention code | ASHBURN GARDEN APARTMENTS 
ECD2 to receive FREE report. 3 Ashburn Gardens, London SW7 4DG. U.K 
eppard Roa 
Reading RG4 SUA England, UK ARDEN 


Tel: (44) 1189-463419 
Fax: (44) 1189-483450 


Email:scopemail @compuserve.com 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 


NOMINEE & peores rd SERVICES of companies 


... Kl/fa jn 








OFFSHORE 
TAX-FREE 


companies world-wide 





BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275. 


OTHER JURISDICTIONS AVAILABLE 


Raymond Terry Gibson. Fax: oma 1481-832 351 


Hongary LAW ECO Kit-Main Customer Service 
33a Raday str.. Budapest, Hungary 1092 
Contact languages: E ish, French, 





PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 


13WIMPOLE STREET 
LONDON W1M 7AB 


TEL: 0171 436 8100 
FAX: 0171 436 8188 


Romania-LAV ECO /Romania/ s.rJ 
BLY. KOGAL NICE ANU NR. 
p IL APO, ura Romania 

C ontact languages: 





8142-34 inan 








Since 1977, The ICSL Group has specialised 
in advising on the use of offshore companies 
and trusts to achieve personal and corporate 
tax savings. 


INTERNATIONAL TAX PLANNING 
We can provide innovative solutions to your 
Complex tax problems. We can assist you in 
setting up and managing a structure to help 
you achieve substantial tax savings. 


HONG KONG ~ Simon T 
Teh 4852 2542 1177 
Fax: +882 2545 0550 
Email: hkGICSL.com 


ISLE OF MAN — Diane Dentith 
Tek 444 1624 801801. 
Fax: +44 1824 801800 
Emait lomGCSL com 


LONDON -- Peyman Zia 
Tek +44 171 493 4244 
Fax: +44 171.491 0605 

Email: ukGICSL.com 


CARIBBEAN ~ Paul Winder 
Tek +4 649 946 2828 
Fax: *1 649 948 2825 

Email: tcl':GlCSL com 
USA -- Jerry Bakerjian 
Tet +4 954 943 1498 
Fax: +1 954 943 1499 
Emait usa@iCSL.com 


Web Site - httpu/www.ICSL.com 


For mare information, to receive our FREE 

explanatory booklet. on. offshore and 

international tax planning and trusts or to 

arrange a discussion free of obligation or 

charge, please contact: 

The international Company Services 
Limited Group 


The Offshare Professionals 
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TN 
COMPANIES 


BY LAWYERS 


SCF is one of the world's largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs will 
be dealt with in an atmosphere of 
utmost privacy and confidentiality. 


i ROHICONA RU AASR HEU BUND OB ACER init ARMOR SPA NAAR aimee nce 

WORLDWIDE OFFICES CAN 

An PROVIDE: EJ 

€ BANK INTRODUCTIONS 

€ FULL NOMINEE FACILITIES 

© FOUNDATION REGISTRATION 

@ TAX PLANNING ADMICE FROM QUALIFIED: 
LAWYERS & ACCOUNTANTS 

O COPYRIGHT & PATENT REGISTRATION 

© ASSET PROTECTION TRUSTS 

€ VESSEL/YACHT REGISTRATION 

€ FISCAL MIGRATION/2ND CITIZENSHIP 


LOWEST 1* YEAR 
& ANNUAL FEES 
ance LLL B 


For confidential & friendly advice please 


LONDON OFFICE 
90-100 SYDNEY ST, 
CHELSEA LONDON, 
SW 6NJ 
TEL: + 171-352 2274 
FAX: + 171-873 9688 
E-mail: offshore@scfgroup.com 
FREEPHONE: 0800 262 856 
www.scfgroup.com 


DUBLIN OFFICE 
27-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 











WORLD WI IDE 


OFFSHORE 
SOLUTIONS 
FROM THE 
WORLDS No 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciplined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and 
bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using all of the 
major low tax areas. 








































Companies available 
from US$350 


LUXEMBOURG SINGAPORE 
Eveline Karls 




















Fax: «65 835 3901 
HONG KONG 
Raymond Choi 

MBA MLA (Dip! 

bh Tel «852 252. 
Fax: 4852 28211 
SHANGHAI 

Bart Dekker iM 


Tel: «86 


Fax: +362 224 287 


FINLAND 
nany Kompulainen 



















HUNGARY 

Laszlo Kiss BSc (Econ) 
Tei, +36 1 351 9059 
Fax: «36 1 351 9058 


CYPRUS 

































Chris Vassiliades USA E-mail: offshore@solgroup.iol.ie 

Attorney-at-Lave Kevin Mirecki Other European Offices 

E E vd Athens, Budapest, Lisbon, Monaco, Moscow, 
F: m T 










Fax: «357 2 463463 14 854 6067 





Nicosia & Sofía 


For a free colour brochure on 
how you can save taxes please 
complete this coupon below: 






For immediate service and 
our 110 page colour 
brochure contact: 


ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
iste of Man, Great Britain, IM95 4EE 
E-mail: economistGocra.com 
TEL: +44 1624 815544 
FAX: +44 1624 817080 
LONDON - RICHARD COOK, asc 
Tei «44 171 355 1006 Fax: +44 171 408 4973 
1509002 CERTIFICATED 























Offshore information on 


www.ocra.com 


| 
| 
| 
| 
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OUTPUT, DEMAND AND JOBS Britain's GDP growth slowed to 2.5% in the year to the 
third quarter. Belgium's fell to 3.5% in the year to the second quarter. Euro-11 industrial- 
production growth quickened to 4.3% in the year to July. Japan's unemployment rate re- 
mained at a post-war high of 4.3% in September. 
























































% change at annual rate The Economist poll Industrial Retail sales Unem 
GDP GDP forecasts ( ) % rate 

3mths! 1year 1998 1999 3mths! 1 year 1 year latest year ago 
Australia #31 439° Q +33 +22 +10 +19 Q + 28 Q 8.1 Sep B5 
Austria na. *40Qq +28 +27 +77 +77 wn +22 un 45 Aug? 44 
Belgium £26 +35 Q +28 +24 na - 08 Aug’ + 46 May 132 sep 139 
Britain +20 425 Qf «23 +08 * 30 +07 Aw! +37 Sept 6.3 Aus 7,1 
Canada +18 «31qQ +30 +21 -40 -13 wl + 38 wu 8.3 Sep 90. 
Denmark +08 «16Q +27 +22 na +49 Ag +58 Ag 65 Ag 7.8 
France +26 +3102 +29 +24 +0) +27 Aug +19 Ag — 118 Ag 125 
Germany +04 +17 Q2 +26 +22 +61 +63 Ag +18 Ag 107 S 117 
Italy #21 *t1!10 $18 €23 -30 + 13 Aug + 22 Jul 123 Jul 12.0 
Japan -33 -18% -23 -0.2 -11 - 84 Sep -40Ag 43 Seo 34 
Netherlands +28 +34 02 +36 +29 -52 - 15 Aug + 64 jl 39 Sep** 54 
Spain +35 «439Q +38 +35 +68 + 67 Aug (i | 74 Aug? 20.7 _ 
Sweden +78 +41 Q2 +29 +26 +84 +58 Aug + 8.1 Aug 6.1 s 7.3 
Switzerland +13 «22 Q +20 +18 n +47 o + 1.5 Aug 32 Sept 49 
United States +18 «36Q +34 +19 -01 + 24 Sep + 53 Aug 46 Sep 49 
Euro-11 +04 +18% +28 +26 +45 + 43 wl +19 M 111 Aug 17 





*Not seasonally adjusted. * Average of latest 3 months compared with average of previous 3 months, at annual rate. tNew senes §Jun-Aug, claimant count 
rate 4.6% in September. * *Jul-Sep *? Economist estimate: weighted average of countries listed above 











PRICES AND WAGES French consumer-price inflation slowed to 0.5% in the year to Sep- 
tember. Australia’s quickened to 1.3% in the year to the third quarter; Denmark's rose to 1.7% 
in the year to September. Canadian workers received a pay rise of 3.2% in the year to August, 


an increase of 2.4% in real terms. 



























































% change at annual rate The Economist poll 
* consumer prices forecast Producer prices* . Wages/earnings 

3mthst 1 year 1998 1999 3mths! 1year ž 3mths! 1year 
Australia £10 +13 Q3 Y/$1. 4/28 +10 +090) +05 +28% 
Austria -04 +09 Sep +40 _+ 13 -43 -08*$p n na 
Belgium +03 + 08 Sep +12 +13 -26 -23 Ag +09 + 24 93 
Britain #13 432 Sp +32 +24 - 05 + 03 Sep +66 +46 ut 
Canada -07 $07 sep +11 +16 * 20 -03 Sep +20 + 3.2 Aug 
Denmark +08 + 1.7 Sep +20 +23 -30 -14Sep +50 + 42 fe" 
France -09 +05 Sep +09 +12 -28 -12Ag +18 + 24 Ape 
Germany +11 + 08 Sep +10 +13 -79 -42 Sep na + 19 Aug* 
Italy +09 + 18 Sep +17 +18 -15 -03 Aug +23 +22 Aw 
Japan -22 -03 Aw +03 -05 +07 -15 Sep na -28 Aug 
Netherlands +42 +17 Sep +21 +22 - 28 25 Aug +40 + 36 Aug 
Spain +27 + 16 Sep +20 +23 -14 -11] Aug +01 +20 Q2 
Sweden na -05 Sep +05 +11 - 01 ~ 13 Sep +69 + 3.1 jut 
Switzerland ni  * 0.1 Sep +02 +07 -22 -22 Sep na +0519 
United States +18 +15 Sep +17 922 * 03 - 09 Sep +33 + 4.0 Sep 
Euro-11 nl + 12 Aug +14 415 -08 - 04 jun na + 22 qQ'! 








*Not seasonally adjusted. t Average of latest 3 months compared with average of previous 3 months, at annual rate. * "New series "Economist estimate 


weighted average of countries listed above 
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ECONOMIC INDICATORS 











COMMODITY PRICE INDEX 

Production problems have 
this year helped to underpin tin prices, 
which peaked in June at more than $6,000 
a tonne on the London Metal Exchange. 
But prices are still only half the level before 
the 1985 crash, which forced high-cost tin 
mines to close. After that collapse, produc- 
tion shifted from Malaysia and Thailand 
to Indonesia and Peru. Now, thanks to the 
ringgit’s sharp fall, Malaysia, once the | 
world’s biggest tin producer, is becoming 
competitive again. Last year it produced 
5,000 tonnes of tin-in-concentrates, 2.7% 
of world output. Now it plans to reopen 
several old mines so as to boost its output 
by 2,000 tonnes in 1999, to cover a domes- 
tic shortfall. 






























































1990=100 % change on 
Oct 20th Oct 27th* one one 
- LA month year 
Dollar index | 
All items 87.5 864 - 04 -184 
Food - 100.8 1006 + 20 -174 
industrials A = 
All 75.9 740 - 32 -196 
Na! 88S 864 - 27 -189 
Metals 682 664 - 36 -202 
| Sterling index — 
All items 91.5 924 +19 -179 
Food 1055 1077 +44 -168 
Industrials K 
Al 794 731 -09 -191 | 
Na! X 926 (925 - 04 -183 
Metals - 14. WA = 13 -19$ 
SDR index 7 
All items 83.9 838 - 21 -195 
| Food 967 976 +03 -184 
Industrials . 
All 72.8 71.7 - 48 -207 
Na! — 848 838 -43 -199 
Metals 65.5 644 - 52 -212 
Gold 
$peroz — 29505 29315 - 05 - 64 
Crude oil North Sea Brent 
$ per barrel 1235. 1293 = 97. «340 





* Provisional. * Non-food agnculturals. 





—— — 
E FISCAL POLICY A government's struc- 
tural budget balance is arrived at by strip- 
ping out the effects of the economic cycle 
on tax revenues and on public spending. 
The IMF estimates that the United States, 
Britain and Germany will have smaller 
structural deficits this year than they did 
in 1992 (in fact, the United States should 
have a structural surplus, for the second 
year running), suggesting that their fiscal 
policy is tighter than it was six years ago. In 
America and Britain, actual and structural 
balances are close together, because their 
economies are running at around full ca- 
pacity. In Japan, fiscal policy has been 


| loosened as its crisis has deepened; the 


government's actual deficit, at 5.7% of Gpp, 
is now almost three percentage points big- 
ger than its structural deficit. 
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United States 
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FINANCIAL INDICATORS 








| STOCKMARKETS Most markets rallied in the week to October 28th. Sydney gained 2.8%, 
London 1.7% and Paris 1.6%. Only Tokyo suffered any significant loss. Its 4.9% fall partly 
reflected worries about the impact of a stronger yen on Japanese exporters. 







































































Share price indices % change on 
1998 one one record Dec 31st 1997 

Oct 28th high low week year high in local ins 
£ : Cam as ___turrency — terms 
Australia 26152 28814 24582 + 28 * 70 - 92 - 00 - 54 
Austria 1020 1,628.6 982.1 +04 -155 -366 149 23 
Belgium - 31728 — 3,6321 — 24050 T 18^. 4372 -126 + 312 «422 
Britain 52939 61790 46487 + 17 + 87 -143 +e 31 + 47 
Canada 6,0334 7,8223 53357 +32 -119 -229 99  =165. 
Denmark 6043 7788 5670 +07 - 35 -224  - 106 - 29 
France 22385 — 27997 18731 * 16 +226 -200 + 151 4246 
Germany _ 45363 — 61714 39625 * 03 +196 —-265 + 67 #158 
italy — 12274 16544 10532 -03 +309 -258 + 165 +257 
Japan 12,516) 172643 129481 - 49 -198  -653  - 114 - 24 
Netherlands 9754 13156 8276 +05 +109 — -259 + 68 +158 
Spain 7493 9476 6326 + 06 +333 -209 + 185 +282 
Sweden 29006 39556 2417 - 97 - 19 -267  - 33 - 20 

64114 84120 51265 +45 +170 -B8 + 23 «106 
United States — 83720 — 93380 7,5391 - 1027 +115 -103 + 59 +59 
World* 10127 11430 8955 -04 +104 -M4 + 81 * 81 





*Morgan Stanley Capital International index indudes above markets and eight others, in dollar terms. 








MONEY AND INTEREST RATES European bond markets are rallying as euro-area interest 
rates fall to German levels ahead of the single currency's launch in January. Italy is the latest 
country to cut, trimming the discount rate bya full percentage point to 4.0% on October 26th. 






























































Money supply* Interest rates % p.a. (Oct 28th 1998) 
% riseonyearago over-  3-mth money market banks bond yields Eurocurrency 
E narrow broad night latest year ago prime gov't? corporate 3 mths bonds 
Australia —— «81 +68 Ag 500 475 485 875 487 55) 475 456 
Austria +69 +21 ag 337 355 385 650 438" na ^na 657 
Belgium —  -19 «54 & à 352 354 388 725 429 49) 355 37 
| Britain — +59 +89 sp 747 706 728 825 509 574 706 497 
Canada «140 «40 Sep 518 473 362 700 502 643 509 470 
Denmark — n3 +62 Ag 435 450 397 725 463 723 450 436 
Frame — — +70 +44 Ag 338 349 3.60 655 418 455 353 370 
| Germany +72 +45 Sp 342 358 3.69 490 409 414 355 370 
Italy #124 «95 M 475 419 623 788 450 475 420 395 
Japan +77 +39 wp 019 046 043 150 091 103 078 073 
Netherlands — «73 +89 wp 319 328 3.50 525 415 487 325 383 - 
Spain - +106 -02 sp 380 4.03 5.12 650 443 478 398 383 - 
Sweden +56 +48 Sep 410 413 423 454 472 505 419 445 - 
Switzerland — «62 +13 ag 094 125 2.00 263 274% 295 122 196 
United States +07 «1035» 500 496 549 800 458 565 516 419 





| Ten-year bond rates (United States 30-year 5.13%, Japan No.203 0.88% new benchmark). + Oct 21st 


*Natrow. M1 except Britain MO, broad. MZ or M3 except Britain MA. Sources Banco Ambroveneto, Banco Bilbao Vizcaya, Belgian Bankers’ Assn, Chase 
Manhattan, CA IB investment Bank, Commerzbank, Credit Lyonnas, Credit Suisse First Boston. Den Danske, Deutsche. Generale, | P. Morgan, Paribas, Royal 
Bank of Canada, SE-Banken, Svenska Handelsbanken, WEFA Group, Westpac, DatastreamACV. Rates cannot be construed as barks’ offers 














W BOND YIELDS Long-term bond yields 
have plunged over the past year, reflecting 
lower inflation expectations and inves- 
tors’ flight from risky equities. Short-term 
yields are generally lower too, because in- 
terest-rate cuts are in the offing. 














TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit widened to $27.9 billion in the year to August. Italy's current- 













































































| account surplus narrowed to $16.8 billion over the same period. Sterling's trade-weighted value was down 1.1% in the week to October 28th, 
as markets anticipated further cuts in British interest rates. 

| Trade balance*, $bn Current account, Sbn Exchange rate Currency units per $ Currency units Foreign reserves* $bn 

latest latest 12 latest 12 mths trade-weighted* Oct 28th year ago per per per per latest year ago 

. month months Oct 28th year ago £ DM ew Žž euros ^ E 
Australia — - 028Ag - 33 -162% 715 886 - 162 12 27 098 19) 193 12Ag 162 
Austria — - 033 5$ - 55 - 33 Aug 1036 — 1025 17 123 195 704 138 138 208 216 - 
Belgium — — « 1.0) feb +134 * 125)n 1037 1022 342 359 571 206 406 405 20! Aw 163 
Britain - 204 A - 279 + 68 Qr 999 1025 060 ^ 060 - 036 07! O72 309 wn 352 
Canada *14 Aug + 12.0 -131m - 755 837 154 140 258 093 183 1&4 17.7 Aug — 223 
Denmark +028 4 + 25 + 050 1075 103  — 630 66 1053 380 748 749 139A 166 

| France —— «214 Ag +285 +385) (1073 1056 556 583 927 335 660 659 409g 290 
Germany + 542 Aug + 761 + 18 Ax 1053 1032 166 174 277 - 19 19 799Mg 773 
italy —  *«2Mw *27! * 168Ag 765 761 1640 1707 2740 989 — 1,947 1945 433 Aug 511 
Japan + 98: Aug +1174 +1136 Aug 1281 — 1265 118 m w Da 140 139 208.2 Aug 2227 - 
Netherlands + 127 Jun55 + 149 + 206 Q) 1032 1015 18) 196 342 — VO 232 7229 $7 DEN 259 
Spain -130m -196 + 70M - TM 770 141 147 235 850 16 — 19 681 Aug 660 
Sweden +166 9p +168 + 49Ag 80 86.4 783 754 31 47 2930 928 139 Ag — 124 
Switzerland + 025 + 02 + 221 @ 1094 — 1070 135 143 226 — 08! 160 159 346A 344 
United States -2320 Au -2307  -18640: 1051 1086 - = 167 060 119 119 620Ag 556 - 








"Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. '1990«100, Bank of England Excluding gold, IMF definition 
SForward rates for delivery January 1st 1999, calculated by J P. Morgan. §§Not seasonally adjusted. * *New senes. 
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EMERGING-MARKET INDICATORS 








E SOUTH-EAST ASIAN INFLATION Fol- 
lowing the dramatic plunge of their cur- 
rencies last year, inflation rates in many 
South-East Asian economies rose sharply. 
Devaluation pushed up the prices of im- 
ported goods. The most spectacular jump 
was in Indonesia where the 12-month rate 
of consumer-price inflation went above 
82% in September, up from 5% in mid- 
1997. But while inflation has continued to 
rise in Indonesia, elsewhere in the region 
it has started to decline as the deep slump 
in domestic demand has squeezed local 
prices. Thailand’s inflation rate has fallen 
to 7%, from 11% in June. Consumer prices 
fell by 1.4% in Singapore in the 12 months 
to September. 





W OTHER ASIAN INFLATION In early 
1995, when its economy was overheating, 
China's inflation rate was more than 20%. 
Today China has deflation, with prices 
falling by 1.5% in the year to September. 
The odd result is that China now boasts 
both the world’s fastest rate of growth and 
its lowest inflation rate. Asia’s other giant, 
India, has seen its inflation rate rise 
steadily over the past year, from 5% to 15%, 
thanks to a slide in the rupee and an in- 
crease in import tariffs and excise duties. 





ECONOMY Argentina’s industrial production fell by 2.2% in the year to September, its first 
year-on-year fall for 29 months. Singapore’s industrial output fell by 1.7%, after a 6.3% fall in 
the year to August. In the same 12-month period Singapore’s visible-trade surplus rose to $4.7 
billion; Mexico’s trade deficit widened to $6.4 billion. 





















































% change on year earlier Latest 12 months, $bn Foreign reserves, $bn 
GDP Industrial Consumer Trade Current Latest Year ago 
production balance account 
China +76 @ +10.2 sep - 15 Sep +44.9 sep +29.7 1997 141.3 Sep 134.1 
Hong Kong - $20 -45q + 25 Sep ~14.2 Aug - 6.0 1997 88.4 sep 88.1 
India + 5.0 1979) + 24a + 15.0 Aug - 7.7 Aug = 62 197 251 Aug 26.8 
Indonesia -16.5 q2$ - 300 + 824 sep +20.4 jut -17qQ 190 Au; 193 
Ma -68Q -10.9 Aug 5.5 sep * B.B Aug - 4B 1997 19.5 m 217 
Philippines -12Q -12.1 wt + 100 Sep -4249 - 220 90 An 38 
Singapore *16q - 17 sep - 1.4 Sep + 47 Sep +144 Q 70.97 i. 80.77 
South Korea -66q -11.8 ag + 720d1 +31.7 sep +30.9 Aug 470 sep 31.2 
Taiwan + 5.2 Q + 67 So + 0.4 Sep + 69 Se +55 Q 837 Aw 87.8 
Thailand - 04 1997 -139 wi + 7.0 Sep +10.0 w + 92 Qu 25.9 Aug 25.0 
Argentina + 69 a - 22 sep + 1.1 Sep - 5.8 Aug -M5Q 244 Aug 19.8 
Brazil + 15 Q =- 24 awy + 32 Sep - 6.5 so -32.5 az 45.8 sep 61.9 
Chile + 54 Q + 2.2 Ag + AB sep - 33 Sep -58qQ 14.5 mi 16.9 
Colombia +570 - 4B m + 178 seo - 3.2 fe - 5.6 1997 87 mi 99 
Mexico +43 m + 7.0 Aug + 15.9 Sep - 64 sep ~13.1 Q2 298 Aw 25.8 
Venezuela * 5.1 1997 na + 343 sep + 7.8 an + 60 1957 109 Aug 15.2 
Egypt + 5.3 1997 + 841997 + 43 -10.5 Q! - 1290 186 iun 18.8 
Greece + 35 1997 + 82 jun + 52 sep -179 mar- 48 Mx 16.0 jul 13.6 
Israel *20m + 264 + 47 sep - 6.6 5e -22q 215 Aw 18.5 | 
South Africa + 04 o -79a + 9.1 s + 0.8 sep - 22a 4.1 Aug 44 | 
T + 26 — 0.1 Aug + 80.4 sep —22.2 Aug - 18 tun 22.1 Aug 179 
Czech Republic - 24 œ + 114g + 88 Se - 2.6 sep - 16 a 124 sep 10.9 
Hungary + 5.1 Q2 +13.4 Au + 125 Sep - 15 Aug - 1,1 Aug 97 xn 8.3 | 
Poland + 53a + 1.4 sp + 106 sep -11.6 Ag  - 3.5 Aw 26.1 Aug 19.6 | 
Russia - 99 sp -14.5 sep + 522 Sep + 99 Aug + 33% 8.2 Aw 19.6 


“Estimate. "Includes gold. tVisible and invisible trade balance. New series. #Year beginning April 1st 





FINANCIAL MARKETS Inasign that the country is recovering from the impact of Russia's 
financial crisis, the Czech National Bank cut its Lombard rates by a full percentage point on 
October 26th, to 15.0%. The Prague stockmarket cheered, gaining 4.3% in the week to October 
28th. Manila was this week's star, with a rise of 7.2%. | 



























































Currency units Interest rates Stockmarkets % change on 
per $ per £ short-term Oct 28th Dec 31st 1997 
Oct28th yearago Oct28th % p.a. one in local ins 
week currency terms 
China 8.28 8.28 13.8 792 1,301.9 +15 + 34 +- 3S 
Hong Kong 775 733 130 6.65 9,927.1 +27 - 74 - 74 
India 42.6 36.3 712 10.05 2,833.0 +25 - 226 - 287 
Indonesia 7,650 3,610 12,785 55.85 3123 - 31 - 223 - 442 
Malaysia 3.80 3.40 6.35 7.24 4105 - 33 - 309 - 293 
Philippines 40.9 351 68.3 12.18 1,602.2 +72 - 143  - 163 
Singapore 1.62 1.58 271 3.12 1,180.2 *34 - 229 - 19.9 
South Korea 1,315 967 2,198 7.50 3639 - 44 - 33 * 246 
Taiwan 32.5 31.0 543 6.00 6,962.1 - 08 - 150 - 145 
Thailand 36.9 39.1 616 9.00 330.5 + 23 - 113 * 157 
Argentina 1.00 1.00 1.67 15.70 442.3 - 04 - 356 - 356 
Brazil 1.19 1.10 1.99 42.09 6,827.0 - 71 - 33.0 - 373 
Chile 463 415 774 18.30 3,308.6 + 30 - 310 - 347 
Colombia 1,597 1,264 2,670 36.19 809.9 +14 - 434 - 541 
Mexico 10.16 8.07 170 33.13 3,843.7 - 02 - 265 - 417 
Venezuela 571 499 954 50.05 3,534.0 + 66 - 59:2 - 639 
Egypt 3.40 3.40 5.69 B.81 9,186.9 13 - 259 - 260 
Greece 282 274 471 12.26 2,140.4* +25 + 447 + 455 
Israel 4.21 3.53 7.03 926 280.0 * 36 - 38 - 19.1 
South Africa 5.74 4.81 9.60 19.12 5,709.2 - 04 - 80 - 220 
Turkey 286,275 183,500 478,451 80.00 2,196.4 - 13 - 364 - 540 
Czech Republic 292 332 48.8 12.26 385.0* + 43 - 223 = Hl 
Hungary 218 195 364 18.27 5,030.5 * 69 - 37.1 - 410 
Poland 3.47 3.53 5.80 16.61 11,963.3 + 69 - 184 - 11 
Russia 16.27 5.89 27.20 60.00 53.5 -13.6 - B65 - 950 
*October 27th. 


Sources: National statistics offices, central banks and stock exchanges; Datastream/IC V, EIU; Reuters; Warburg Dillon Read; J.P. Morgan; Hong Kong 
Monetary Authority; Centre for Monitoring Indian Economy, FIEL. EFG-Hermes; Bank Leumi Le-israel; Standard Bank Group, Akbank; Bank Ekspres; 
Deutsche Bank; Russian Economic Trends. 
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reliable cooperation. 
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Str--The Chilean right is trying 
to make Chile look unstable in 
an attempt.to enforce the return 
of General Pinochet (October 
24th). Yet Chile might be substan- 
tially more destabilised by his 
immediate return. 

Coming home either on a 
legal technicality or on “humani- 
tarian grounds”, he would likely 
be metat the airport by a teeming 
throng of supporters; an image 
not without precedent in this 
part of Latin America. The right 
would greet him as a hero. The 
left, having tasted justice at last, 
would feel all the more enraged 
were he to escape it once again. 
In contrast, if the affair is left 
to drag on at a lawyerly pace 
attention will begin to fade. 
Right-wing legislators, for exam- 
ple, can only boycott Congress 
for so long before. they start to 
look foolish. With time, Chileans 
will begin to accept that this is 
not part ofa global left-wing con- 
< Spiracy but the reasonable appli- 
“cation of international law. 
Louis BICKFORD 


.SiR—Assuming you do not 
believe that General Pinochet 
personally "tortured or mass 
murdered or bombed indiscrim- 
inately ,” could not Saddam Hus- 
sein claim to have a case against 
Presidents Bush and Clinton? Or 
is international law defined in 
such a way that it applies only to 
General Pinochet? 

Wilton, 


Connecticut C.P.HENSON 
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Six--It is one thing to atrest a sen- 
ator of a weak, far-away nation; 
quite another going after a Li 


Peng or an ex-kGB boss like 


Shelepin. As for trying to arrest a 
former American president--we 
all: know what. reaction ‘that 
would bring. But of course, as 
readers of The Economist know 
all too well, the really powerful 
states never engage in torture, 
mass murder. or indiscriminate 
bombing, do they? Ask the 
Chechens, the Tibetans or the 
Sudanese. 

Yokohama, 


Japan ANDRZE} KOZLOWSKI 


Sig—You say arresting General 
Pinochet was right. Not so. This is 
a matter for the Chileans. Some 
years ago, they made a pact with 
the devil: an inelegant pact, 
repugnant to those who love jus- 
tice. But because of it Chileans 
now have peace, democracy and 
hope for a better future. 

That peace is fragile. It may be 
that the arrest. of General 
Pinochet is justifiable in interna- 
tional law. But there are some 
laws which the wise magistrate 
hesitates toimpose. In London or 
Madrid it is all too easy to say: 
“Let justice be done, though the 
heavens fall.” Especially when 
the heavens will fall on people 
on the other side of the world. 
Fontenay-Trésigny, 


France Jonn Ray 


Sir—Chile has successfully em- 
barked on a peace process. This 
has its moral ambiguities. Does 
the return of democracy justify 
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immunity for those suspected of 
atrocities? Britain has taken a 


decision in^ Northern Ireland. 
‘Would it be grateful if another 


country. were to jeopardise the 
process by. atresting Gerry 
Adams? The arguments you raise 
are for Chileans to decide. It is 
breathtaking arrogance for out- 
siders to take upon themselves 
the right to upset Chile’s constitu- 
tional settlement. 

London OLIVER NETHERCLIFT 


Sig None of the Europeans that 


want General Pinochet in jail 
experienced the Allende govern- 
ment that he overthrew in 1973: 
no food in the shops, 900% infla- 
tion, Cuban army brigades in the 
country, a clear move towards a 
communist government. 

The Pinochet government 
probably has “violated plenty of 
international laws”. But if you 
did not help us in the early 1970s, 
we do not need your help in the 
late 1990s. 

Santiago CARLOS CAMPOS 
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Working in the Gulf 


SiR—You are misinformed about 
the situation in Bahrain (October 
24th). Working for a living is nota 
new phenomenon for Bahrainis. 
I worked there in 1991-95 and 
there were certainly Bahraini 
supermarket cashiers and motor 
mechanics at that time. The oil 
refinery is largely run by Bahrai- 
nis and over the 50-plus years of 
its existence has provided a train- 
ing ground for many senior gov- 
ernment officials. This is equally 
true of Batelco, the local tele- 


phonecompany. 
The problem is that as the 
economy has contracted, 


younger Bahrainis have not been 
able to find jobs. This was one of 
the reasons for the anti-govern- 
ment protests in 1994 which led 
to attacks, sometimes fatal, on 
Indian residents who were seen 
as stealing the jobs from the 
locals. 

Bangalore | NicHOLAS MUNRO 


Vote of confidence 


Sir—You say that citizen-led ini- 
tiatives in Switzerland have suc- 
ceeded in only five of 68 recent 
attempts (October 17th) and con- 


«1 og 839 2968. 
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clude that few such proposals get 
anywhere, Considering that 
these initiatives always promote 
aims that are opposed by govern- 
ment and parliament, which 
would otherwise introduce their 
own legislative proposals to 
achieve them, the success rate 
seems remarkably high. 

Also, some failed initiatives 
have been brought to vote by very 
marginal groups that have never- 
theless succeeded in obtaining 
the signatures required. Surely it 
is better for such groups to devote 
their energies to gathering signa- 
tures than to express their frustra- 
tions in other ways. 

Lausanne JAMES GASSER 
nu —€— — ——á— | 


A fair cop 


Str—The suggestion that on 
racial issues the British armed 
forces could act as a model for the 
police is misconceived and 
reveals an ignorance ofthe many 
attempts to achieve such reforms 
in the past ("Words and deeds", 
October 24th). I retired recently 
after 28 years involvement in 
community and race-relations 
training of police officers of all 
ranks and so I am familiar with 
the efforts to tackle institutional 
racism in the force over many 
decades. 

The military cannot act as a 
model, as the hierarchical struc- 
ture ofthe police is utterly decep- 
tive. At several points in this hier- 
archy there are disjunctions 
which neutralise policies com- 
ing from above. Whatever the 
degree of commitment with 
which chief officers attempt to 
apply pressure, operational 
policing at constable, sergeant 
and inspector level will be much 
more profoundly influenced by 
experience on the job than by 
policy directives or other instruc- 
tions from above. The degree of 
autonomy enjoyed allows prac- 
tices to persist, both good and 
bad, which are largely untouched 


by reformers. 

Hook, 

Hampshire N.J.GREENHILL 
m — — "——— HPe— NS a 
Euro-politics 


SiR-You forecast a traumatic 
birth for the euro (October 17th) 
that will be beset further by the 
complacency of European deci- 
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| economists in consultancy 


OXFORD ECONOMIC RESEARCH ASSOCIATES 


Oxford Economic Research Associates (OXERA), one of the UK’s foremost economic consultancies, specialises in economic 
and financial analysis, particularly in relation to regulated utilities in the UK and internationally. We are looking to 
expand OXERA's consultancy business by recruiting new consultants to start work in 1999. 


Exceptional candidates will be considered for entry at both postgraduate and graduate level. Weare especially interested in 
people with finance or econometric skills, as wellasthose with a background in microeconomics. Experience in one of the 
utility sectors—in particular, energy, transport, telecoms or water—would be an added attraction. We would also like to 
recruit postgraduate economists with fluent Spanish to work in our expanding business in Latin America. 


Youshould have: 
° a first-class or very good upper-second-class degree or postgraduate qualification in economics or finance 
. excellent writing and presentational skills 
. self-motivation and the ability to work totight deadlines. 


OXERA'sofficesare in the heartof Oxford. We offeremployees competitive salaries and very agreeable working conditions. 
“ OXERA isan equal opportunitiesemployer. 


Applications for all posts (curriculum vitae naming two referees plus covering letter) shauld be sent by November 30th to: 
Alison Gomm, Oxford Economic Research Associates Ltd, Blue Boar Court, Alfred Seit, Oxford OX1 4EH, UK 
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Experienced International Consultants 


London-based career positions 


* 
Dynamic and friendly work environment Attractive packages and career prospects 
; Economie Policy (Ref MIWK) SME (Ref JSB) Finance and Privatisation (Ref: RLK) 
#Tptemational Trade and Economic Integration + National and Regional SME Policy . Privatisation 
*:: Multilateral and Regional Trade Agreements + SME Support Strategies * Financial Sector and Utility Regulation in 
*- Industry, Competition and Regulation * Financial Instruments for SMEs *  Pensions.and Social Secarity : 
+: Foreign Direct Investment and Trade Promotion * High Growth Technology-Based Company Support * Bank Restructuring and Training ; 
* Economic Management and Restructuring * Institutional Framework for SME Support * Central Banking and Monetary Policy 
Maxwell Stamp PLC is a leading international economics and business Applicant should have: 
consultancy. Our work is mainly in developing and transition economies but we a good degree, preferably post-graduate in economics, or an MBA : 
have a growing UK and European practice. We are expanding rapidly and need * strong quantitative skills for the policy positions, 
sound knowledge of their international market niche and an established position within it 


an additional 8 permanent staff at senior and managing consultant levels. We 
seek applications from people with proven expertise and success in one or more 
of the above areas; at least 8 years for managing and 3 years for senior positions, 
ideally in consulting environments. Successful applicants will have real eligibility to work in EU Member States, and desirably 

opportunities to grow with the company and, for those with appropriate business competence in Spanish. Russian and/or French language 

acumen, to reach director level. The positions will involve extensive overseas Independent consultants are also invited to register availability in these areas 
travel, much hard work and a lot of fun. (Ref JLM) 


MAXWELL 
STAMP[?** 


London-Washington- Bishkek 


proven success in winning, and managing major international contracts 
lively and creative minds 
excellent oral, written and presentation skills 


* o9 9 o9 non 


Applications must quote the appropriate reference. enclose à detailed CV, and describe how you meet our requirements, 


Maxwell Stamp PLC. Abbot's Court, Farringdon Lane, London ECIR 3AX . Fax 0171 251-0140 
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among Western Europe's govern- 
ments is matched by the apathy 
of the European Commission, 
which suggested the. current 
financial turmoil would have 
"limited" consequences for the 
EU and its member states. This is 
patently not true. 

However, participation in the 
euro-zone is providing the first 
tangible benefits of membership, 
asevents in the Nordic countries 
have demonstrated. Finland has 
weathered the storm, despite its 
exposure to the Russian econo- 
my. Norway and Sweden have 
not fared so well Measures 
including cuts in interest rates, 
collective action to help third 


~~ countries and. more. prudential 


supervision of the banking sector 
"Should be taken. immediately. 
... But the euro may yet serve as the 
greatest way for the European 
economy to ward off ill winds 
from the east. 
GRAHAM WATSON 
MEP 


.. Sig- Yourarticleon the history of 
',, monetary union scarcely ad- 
dresses the crucial. historical 
:, question of why Europe's leaders 
. decided to launch emu when 
- they did. One part of the answer 
is that they believed “the 
exchange-rate mechanism to be 
economically and politically 
unsustainable. A 1987 report by 
Tommasso Padoa-Schioppa con- 
vinced Jacques Delors, then com- 
mission president, that the ERM 
would not survive the exchange- 
control liberalisation promised 
by the gu’s single-market pro- 
gramme. Mr Delors then playeda 
large role in convincing Helmut 
Kohl to back emu. Politically, 
most governments thought it 
unacceptable for the Bundes- 
bank, in effect, to set interest rates 
for every country in the ERM. 
Monetary union. wasa means of 
dealing with problems inherent 
in the nature of the: ERM. 
Another part of the answer is 
that the project to create a single 
market was proving a great suc- 
cess by the late 1980s. The Eu's 
dominant personalities, includ- 
ing Messrs Kohl, Mitterrand, 
Delors, Gonzalez and Andreotti, 
had been in power for many 
years and had learned to trust 
each other. The market's success 
encouraged them to embark on a 
new arid ambitious project that 
would by definition make the 
market work more effectively. 
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sion makers. Policy paralysis | 





, Once plans for xa 
under way, the unific 
article—strengthened the govern- 
ments’ resolve to press ahead. 
Both Germany and its neigh- 
bours thought that a single Euro- 
pean currency would assuage 
fears of German strength. For 
these reasons and others, conti- 
nental governments, despite 
many "tricky moments", have 
stuck by their commitment. 
CHARLES GRANT 
Centre for 
London European Reform 


adi dd it atti VERSER | 
Peace in Lebanon 


Sig—Your article — "Assad's 
choice" (October 10th) seriously 
misrepresents Lebanon's posi- 
tion and the Lebanese govern- 
ment's peace policy. Contrary to 
yourclaim that Lebanon is reject- 
ing the Arab-Israeli peace 
process, there is no country in the 
world that understands the 
importance of peace more than 
Lebanon, which lived through a 
civil war and two Israeli inva- 
sions. Lebanon participated in 
the Madrid peace conference 
and attended 11 rounds of negoti- 
ations with Israel. It is eager to 
have these peace negotiations 
resume, and for Israel to end its 
occupation of Lebanese territory. 

Lebanon's prime minister, 
Rafic Harriri, has visited America 
twice in the past six months 
appealing to that government to 
help restart the dormant negotia- 
tions with Israel on the Lebanese 
and Syrian tracks. 

In his speech to the un Gener- 
al Assembly in September, Mr 
Harriri reiterated | Lebanon's 
commitment to a “just, compre- 
hensive and permanent peace.” 
He also declared that, “We are 
ready to sign a peace treaty with 
Israel, within three months, on 
the condition that it withdraws 
from the south, the west Bekaa 
and the Syrian Golan to the line 
of June 4th 1967,” Now, the ball is 
obviously in Israel’s court. 

AMAL MUDALLALI 
Beirut Office of the prime minister 





Reforming Uzbekistan 


Sik—Your portrayal of Uzbek- 
istan as a feudal society (October 
17th) does not do justice to the 
Uzbek government. As else- 
where, ‘Uzbek politicians have 
their constituencies and “sup- 


u were. 
ation of 
Germany—unmentioned in your’ 





P 5 not 
imply that the dismissal of peo- 
ple at the top level is the result of — 
“to: provide a running average 


bargainirig between clans. On 
several occasions this year Presi- 
dent Islam Karimov has indicat- 
ed. his. dissatisfaction with the 
course and speed of reforms in 
the economy and has shown his 
willingness to dismiss even those 
considered close to him, in the 
interest of proper governance. 
Since independence, govern- 
ment policy has emphasised sta- 
ble finances in order to reform 
and transform the economy. 
Appointing Rustam Azimov as 
minister of finance confirms the 
commitment of the government 
to that policy. As its chairman he 
brought the National Bank of 
Uzbekistan into the list of the 
world's 500 largest and turned it 
into the second most stable 
financial institution in the cis. 
Tashkent RONALD KENNEDIE 
—— H—— aati pois awe te Seite 


Financial information 


Sır—Your article on Dow Jones & 
Company (October 24th) inaccu- 
rately and incompletely de- 
scribes Dow Jones’s global 
alliance with nec in cNBC. You 
say that “Dow Jones gets some 
cash but no equity.” In fact, Dow 
Jones and sc each own 50% of 
CNBC Asia and CNRC Europe. In 
America, Dow Jones receives not 
only a flat cash fee from nec, but 
also a significant share of any 
increase in advertising revenue 
from business programming. 
RICHARD TOFEL 
New York Dow Jones & Company 


School reports 


Sint is a sad reflection on busi- 
ness magazines that Business 
Week and US News & World 
Report do not seem to grasp even 
the most elementary aspects of a 
basic tool of their subject, namely 
statistics (“Dodgy business”, 
October 24th). 

The significance or lack there- 
of of the exact ranking ofa partic- 
ular college could easily be seen if 
these magazines included a little 
statistical information. The sim- 
plest would be a small graph of 
the final. scores—with their 
errors--from which the ranking 
is derived. The errors should 
include both the statistical errors 
(due to finite sampling) and the 
estimated systematic errors (for 
example, due to the use ofincom- 










et rformance yardsticks). 


One useful way of reducing at 


least the statistical fluctuations is 


ranking over the minimum peri- 
od, say the past five years, that 
real changes could have taken 
place. If either magazine feels 
such analysis is beyond its staff, it 
should perhaps send them onan 
introductory statistics course at 
any of the colleges on its list. 

Geneva JASPER KiRKBY 
eiea aiaa i mtr nga ratte ell 


Lethal weapons 


Sir—Your leader on India's and 
Pakistan’s “Nuclear complacen- 
Cy" (October 17th) does not stress 
enough how India’s hiding 
behind its chants of western 
hypocrisy may lead to future 
global instability. 

India insists on a "time- 
bound" clause in the Nuclear 
Non-Proliferation Treaty, calling 
upon all states to “work in good 
faith" towards complete disar- 
mament. At the same time it 
breaks the de facto moratorium 
on nuclear testing which came 
with the ratification of the Com- 
prehensive Test Ban Treaty. India 
also sets a dangerous precedent 
by not adhering to the minimum 
requirement for protection of fis- 
sile material. 

India and Pakistan both pos- 
sess a political hierarchy which 
seems primordial in comparison 
with the lethality of the weapons 
they have acquired. You are right 
to draw lessons from the cold- 
war rivalry between the Soviet 
Union and America: they took 
precautions to understand mis- 
understanding. India and Pak- 
istan, in their fanatical quest for 
prestige, are following each other 
into the nuclear abyss. 

PARAG KHANNA 
Georgetown 


Washington, DC University 


Food for thought 


SiR—Economics must be the only 
profession in the world where a 
person would get a Nobel prize 
for pointing out the obvious fact 
that poor people do not starve 
because there is no food in a 
country but because they cannot 
afford to buy it (October 17th). 
Still, a small step for economics is 
a great step for humanity. 


Commugnu, 


Switzerland JORGEN RANDERS 
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The US: Agency foc INTERNATIONAL DEVELOPMENT (USAID) is seeking to fill an Infrastructure Activity Manager position within its Regional Centre for Southern Africa (RCSA) The ROSA A 
ids based in Gaborone, Botswana and promotes regional integration throughout Southern Africa. 


The lafrastucture Activity Manager will serve as technical activity manager for activities designed to promote improvement in the region's infrastructure sectors, principally in transport, 
telecoramunications and energy. He/she will assist the lnfrastracture Advisor in: analysing the infrastructure trends in Southern Africa; monitoring events and opportunities that may affect ROSA 
ability to achieve results under its market Integration Strategic Objective; providing technical input in the design of new infrastructure activities: and making recommendations on ways in which 
USAID might help improve the region's infrastructure systems. The Activity Manager will caordinste and consult with USAID partners in both the public and private sectors to help ensure the 
achievement of RCSA goals and to keep the parmers informed of ROSA activities. 

QUALIFICATIONS 
The position requires à Master's degree preferably in economics, business or public administration with an infrastructure bias; a minimum of ten years public/private sector professional experience in 
infrastructure development including some knowledge of energy issues; d minimum of five years strategic planning and project management experience with at least three years of this in developing 
ies; previous experience with policies and procedures associated with development organizations: excellent written and oral English communication skills; computer skills with word processing, 
spreadsheet and database management. Knowledge of Portuguese will be an added advantage. 
ELIGIBILITY 
This is à US/PSC or TCN/PSC appointment. Applications are therefore invited from US nationals and nationals of SADC Member States, 

) TERMS OF APPOINTMENT 
This will be a personal services contract with USAID for two years. The position is currently classified at GS-13 level 1 (annual salary range USS32,176 ta 8867,827). Additional benefits will 
normally Include children's education allowances, housing and passages. 

Closing date for receipt of completed applications is November 30, 1998. : 
Questions and submissions should be directed to Martha Zhou who can be reached by phone at (267) 324-449, Fax at (267) 324-486 ot be e-mail to [mahougDusaid. gov]. Postal address USAID/RCSA, 
PO. Box 2427, Plot Number 14818 Lebadane Road, Gaborone Botswana. 

Further details may also be found on the Internet at [http://www info.usaid.gov/procurement, bus opp/procarement/psc, solicit] under solicitation number 690.99,001 

~ ADDITIONAL CLAUSES 
This purchase order incorporates one or more clauses by reference, with the same force and effect as if they were given in full text. Lipon request, the Contracting Officer will make their full text 
available. Also the full text of a clause may be accessed electronically at these address(es): 
httpi/^www arnet gow far 
L FEDERAL ACQUISITION REGULATION (48 CFR CHAPTER 1) CLAUSES 
NUMBER TITLE DATE NUMBER TELE C BATE, 

INVORCES APR 1984 53.246-1 UCTOR INSPECTION REQUIREMENTS APR 1984 
PAY TS APR i984 $2,247.34 E, TNATION NOV 1991 
RESTRICTIONS ON CERTAIN FOREIGN PURCHASES AUG 1998 52.249-1 TE 1 FOR CON E APR 1984 
EXTRAS APR 1984 THE GOVERNMENT (FLXED-PRICE} (SHORT FORM) 
PROMPT PAY MENT UNE 1997 
OPTIONAL (INFORMATION FOR ELECTRONIC FUNDS AUG 1996 H. ALD ACQUISITION REGULATION (48 CFR CHAPTER T) CLAUSES 
TRANSFER PAYMENT 5 
52.231 DISPUTES ALTERNATE L(DBC 1991} OCT 1995 752.211-70 LANGUAGE AND MEASUR. : JUNE 1992. 
522333 PROTEST AFTER AWARD AUG 1996 325-1 SOURCE, ORIGIN, AND NAT ATY REQUIREMENTS: FEB 1997 
52,242.18 STOP-WORK ORDER AUG 1989 5 ~ X i T FEB L907 
52.2446 SUBCONTRACTS FOR COMMERCIAL APR 1998 7006 CE: APR 1984 
ITEMS AND COMMERCIAL COMPONENTS 52,700: MARKING ; $ JAN 1993. 


CAMBRIDGE ENERGY RESEARCH ASSOCIATES 


Research Director, North American Natural Gas 


Generates high-quality research and incisive industry analysis and can provide strong thought 
and leadership working with a Cambridge-based team. Contributes to strategic research on the 
continent-wide and regional fundamentals of supply, demand, transportation, and prices; lead 
consulting applications; and delivers on-site client presentations. Requires a minimum of 
seven years experience in one or more areas of North American gas production, gathering, 
transportation, processing. local distribution, and/or end-use markets. Specific expertise in the 
midstream/pipeline areas and the ability to conduct risk evaluations of proposed pipeline and storage 
projects is a high priority. Knowledge of the natural gas financial trading and marketing area is desirable: 





Research Director, North American Electric Power 


Generates high-quality research, and incisive industry analysis and has demonstrable ability 
to provide strong thought and leadership working with a Cambridge-based research team. 
Major activities include contributing to strategic research on regional fundamentals of supply. 
demand, and prices; leading consulting applications; and delivering on-site presentations. 
Requires a minimum of five years' experience in one or more areas of North American power 
business. Advanced degree in economics, engineering, or business. 





Cambridge Energy Research Associates Send resume to: Judy Gideonse 
Bea pu of the (CERA) is a leading international S : MEC! m ^ 
energy uture... research and consulting firm providing amonage, : 

strategic knowledge and insight into Fax (617) 497-0423 * www.cera.com 

the energy future. (CERA is an equal opportunity employer) 
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Advisor on Reproductive 
Health 



















The leading United Nations agency in the field of population and 
development is seeking qualified candidates for the position of 
Adviser on Reproductive Health/Family Planning Organization & 
Management for the Country Support Team (CST) based in 
Dakar, Senegal. The incumbent provides technical assistance to 
countries in formulation; implementation and evaluation of RH/FP 
programmes in general, with special emphasis on management 
functions such as programme design, resource allocation, 
logistics, procurement, human resource planning, and monitoring 
and evaluation; and collaborates with other CST members to 
promote integrated and programmatic approaches in RH/FP. 













Qualifications: 


UNFPA seeks an incumbent with at least 10 years of increasing 
responsibility in top-level management of national RH/FP 
programmes, preceded by experience at other levels. Qualifications 
include a basic medical or nursing, and/or public administration/ 
social science degree and advanced studies equivalent to MHP in 
RH/FP management. Full command of French and English, or 

"Portuguese, is required. Familiarity with all aspects of organization 

and management in RH/FP, including logistics, MIS, HIV/AIDS, 

-STUs, adolescent reproductive health, gender issues and safe 

< motherhood; and-experience in advising other countries on 

management in RH/FP programmes in sub-Saharan Africa are also 

` required. In addition, the incumbent should possess knowledge 

and understanding of population issues, the ability to function in 

a team environment; an open mind towards multi-disciplinary 

collaboration; good writing skills; and a willingness to travel 

outside assigned duty station at least five months per year. 












A deep commitment on issues of population and development, as 
well as a demonstrated ability to establish and maintain effective 
working relations with government officials, NGO representatives, 
U.N. staff members and others of different nationalities and 

cultural backgrounds, is essential. 


UNFPA offers an attractive compensation package commensurate 
with experience. Resumes should be received by 7 December 
1998. Please send application marked VA/032/98 to: Chief, 
Personnel Branch, UNFPA, 220 East 42nd Street, New York, NY 
10017, USA; Fax: (212) 297-4908. You may also send your 
application and resume electronically to apply@unfpa.unfpa.org 
We will only be able to respond to those applicants in 
whom we have further interest. Women and nationals from 
developing countries are encouraged to apply. 










— 


Nations Population Fund 












































Area Manager 
UNOPS/Somalia Rehabilitation Programme 


Background: — The Somalia Rehabilitation Programme has been in operation since early 1993 
and over these five years. field offices have been active ín a number of places in Somalia, The 
primary role of the Somalia Rehabilitation Programme is on strengthening local capacity to 
initiate, design. implement, manage and sustain rehabilitation, reintegration and development at 
the district level through concerted planning and participatory décision-making at all stages. The 
objectives of the Programme are being achieved through improving mechanisms for planning at 
the district level in order to provide local authorities, donors, civil society and other stakeholders 
with a single institutional framework to foster rehabilitation. reintegration and development at 
district level. This process is implemented through provision of training, capacity building and 
direct support to appropriate interventions through sub-projects. 

Responsibilities: The Area Manager will report to the Programme Manager and have the 
responsibility to manage a multi-disciplinary team of professional staff, based both within the 
Area Office and in individual targeted districts. Develop, implement and monitor the annual area 
office workplan with six monthly updates. Responsible for the development of training 
programmes, assistance to local administrations and preparation of sub-projects as per the 
workplan. Liaise, and ensure co-operation with the Somaliland Government, local authorities, 
civil society/private sector and other national and international agencies to foster a clear 
understanding of the programme’s objectives and design. and of the local administration's and 
civil society role in the rehabilitation and development process The incumbent will also be 
responsible for certifying all financial transactions made with the area office and keeping them 
within budgetary allocations. 

Qualification: The incumbent must have an advanced degree in relevant disciplines 
(Development Studies, Economics, Development Planning, Social Sciences) with a minimam of 
ten years experience, with five of those at senior level area planning and management in a 
relevant setting. Working experience in developing countries is essential and in post-conflict 
situations an asser, Somali experience is desirable and an advantage. In addition to excetlent 
diplomatic, organisational and presentation skills, he/she must have excellent management skilly 
and the capacity to supervise high-level professional staff. Fluency in spoken and written 
English is required. 





The Area Office is currently based in Hargeisa Somaliland. The duration of the post is one year 
with the expectation of an extension. 

Interested candidates should send a detailed CV. including references to: 

UNOPS/NIF 

PO Box 28832 

Nairobi, Kenya 

Fax: (254-2) 446830 

Email. MUTTU@FORM-NET.COM 

Applications must be received not later than 28 November 1998. 


International Economists 


| The Institute of International Finance is the global association of | 


financial institutions. Its 303 members comprise commercial | 
banks, Investment banks. export credit agencies, mutual funds, | 


| insurance companies, and other firms active in emerging capital | 
| markets. The Institute conducts analyses of economic and | 


financial developments, policies, and prospects in 50 emerging | 


| market economies. It presently seeks experienced economists to | 
| work on Asia, Central and Eastern Europe, Latin America, and | 
| Africa/Middle East. i 


i i 
| Successful candidates will be familiar with monetary theory, i 
| international 
| macroeconomics. They will have gained experience either in à | 
| private organization such as a commercial or investment bank or | 
| asset management company, or in a public body such as an | 
| international financial institution, 
| ministry. Knowledge of developing countries and emerging 
| markets finance would be an advantage. A graduate degree in 
| economics, computer literacy, ability to write clearly in English, | 
! and willingness to travel are essential. For work on Latin America, | 
| an excellent command of Spanish is necessary. 1 


trade and finance, and open economy | 


central bank or finance | 


| The Institute is located in Washington, DC, and non-US citizens | 
i must be permanent residents or eligible for H-1B visa status. | 
| Remuneration is competitive. Apply with curriculum vitae and || 
| writing samples to: i 


Roger N. Eddy, Executive Administrator, 
Institute of International Finance, Inc., 
2000 Pennsylvania Avenue, NW, Suite 8500, 
Washington, DC 20006-1812 USA. 


For more information on the HF please refer 
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‘ The United Nations Office for Project Services (UNOPS) manages and 
s] implements technical and financial assistance to help developing nations in 
| their quest for sustainable development. 


The UNOPS Asia Office recruits consultants on a daily basis to undertake 
':short- and medium-term assignments in Asia and the Pacific region on 
behalf of UNDP, IFAD, UNDCP and other financiers. Expertise is currently 
in high demand in the following areas: 


* public sector reform (public admin. reform, legal frameworks, fiscal 
Systerns, state enterprises, business regulation) 
* public investment programming (economic, social aspects) 


* rural development, rural micro-finance, social development, and poverty 
alleviation 


*. agricultural sector including extension, farming systems, livestock 
production, social forestry, aquaculture 


* environmental conservation and natural resource management 

* rural infrastructure development 

* participatory rural appraisal methodologies and approaches 

*. .$0ció-economic advancement of women and of ethnic minorities 
*. drug control programmes 

* formal and non-formal education 

* HIV/AIDS awareness and prevention 

* programme/project monitoring and evaluation 



















Individuals interested in placement on our consultant's roster are invited to 
register their interest and submit their CVs electronically through our Web 
site at www.unops.org.my under ‘Recruitment Opportunities’. In 
/ exceptional circumstances CVs may be faxed to the UNOPS Asia Office (fax 
no. +603-2531505); however, this would imply a delay in their registration 
process and may result in a reduced scope of opportunity. 


UNOPS will give preference to women candidates and encourages them to 
apply. UNOPS is an equal opportunity employer. 


SAMUELS. 


ASSOCIATES. ISC 


International Consulting Opportunities 


Global Trade Resources (GTR), a joint venture of Development Alternatives, Inc. 
(DAI) and Samuels International Associates, Inc. (SIA), provides technical and 
advisory services to a range of public and private clients worldwide. DAI is one 
‘Of the leading international consulting firms providing technical assistance in 
economic. development and policy reform, financial sector strengthening and 
| restructuring, and hands-on advisory services to businesses seeking to initiate or 
| expand their export activities. SIA is an internationally recognized consulting 
firm that counsels both foreign governments and private sector entities on 
international trade policy and investment matters: Together, through GTR, we 
advise governments, regional trade organizations, and multilateral institutions 
‘on. trade policy harmonization and liberalization, strategies for trade 
;| negotiations, and the effects of alternative strategies on economic growth and 
“| trade expansion. GTR is rapidly expanding our portfolio of projects, and are 
“seeking experienced consultants for short-term and long-term opportunities in 
the following technical areas: 


* — Bilateral/Multilateral Negotiation Strategies 
Customs and Customs-related Issues 
Dispute Settlement Issues 
Economic Competitiveness 
Export Controls and Sanctions 
Intellectual Property Regimes 
Tariff Policy, Trade and Competition Policy 
Trade-related Investment Policy 
WTO Requirements 





Positions require: Minimum of five years of experience in the above fields; and a 
graduate degree in economics or related discipline. International consulting 
experience and multiple languages are a plus. 


Interested candidates should send a curriculum vitae to: 


Zachary Morford 
Office of Recruitment 
Development Alternatives, Inc. 
7250 Woodmont Avenue, Suite 200 
‘ Bethesda, MD 20814 
fax: 301-718-7968 
email: zachary-morford@dai.com 
http:www.dai.com 
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BUSINESS M GER AND 
CHIEF FINANCIAL OFFICER 


Pan-American School of Agriculture 














| Duties and Responsibilities 


8| The incumbent serves as chief financial officer and business manager for the |p. 
| entire School, which is a U.S. - chartered, private, university-level institution: As io 
such, he/she is responsible for assuring that all operations are carried out in af} 
cost-effective manner. The position directs and monitors all accounting and 
financial management functions of the school and provides campus-wide If 
l| leadership in promoting efficient operations with appropriate cost-control systems. 1o 























Qualifications: 


|| An MBA or equivalent level of education and experience is desirable. A minimum. fi 
of ten years of demonstrated success in relevant administration and management fl 
| positions in business and/or academic institutions at the university levelis Ji 
required. The incumbent must be bi-lingual in Spanish and English. Experience in. Ji 
ll Latin America is essential. 






































| Salary is commensurate with qualifications and experience. Faculty and senior i 
professional staff are provided housing and utilities on campus as part of a very |I 
competitive compensation package. i 
j| The College: 

| The Escuela Agricola Panamericana was founded in 1942 and lies 35 kilometers |i 
southeast of Tegucigalpa, the capitol of Honduras. It offers a four-year Ingeniero ji 


I| Agronomo degree. Zamorano has approximately 800 students, who represent 22 
ll Latin American countries. Zamorano's webpage is www.zamoraro.edu,hn. li 


I| Position Availability: 
| Approximately December 1, 1998. Applications are encouraged immediately. 


|| Contact: 

Hi Send resume and names, addresses and telephone numbers of three references to: 
Mr. James Hogan, Director 202-785-5540 phone 

|| Zamorano, External Relations and Development 202-737-3539 fax 


1511 K St, N.W. Suite 417 zamorano@nicom.com ff 
l| Washington, DC 20005 























LEXECON LTD 


Lexecon is an economic consultancy specialising in the 
application of microeconomics to mergers, competition 
policy regulation and litigation. Lexecon has offices in 
London and Brussels and a sister company in Chicago. 










The London office is expanding and is seeking to 
recruit an experienced senior economic consultant... 
The ideal candidate will have: i 










* qualifications in economics to a postgraduate level; 
at least two years’ consulting experience; 
knowledge of quantitative economic techniques; 
project management skills. 











Candidates currently working in the fields of 
competition policy or regulation would be preferred 
but we are willing to consider other candidates from a 
variety of relevant backgrounds. Remuneration 
reflects the responsibility of the position. 








Applications (deadline 4th Dec 98) in writing please to: 
Mrs Elizabeth Martine 
LEXECON LTD 
77/78 St Martin's Lane London WC2N 4AA 









INTERNATIONAL TRIBUNAL FOR THE LAW OF THE SEA **°** 
TRIBUNAL INTERNATIONAL DU DROIT DE LA MER iie joe 


> 
VACANCIES 


The International Tribunal for the Law of the Sea, an international court 
established in 1996 under the United Nations Convention on the Law 
of the Sea as an independent institution with its seat in Hamburg, 
Germany, has the following vacancies: 


Administrative Officer P-5 

Under the direction of the Registrar, responsibilities are: 

Establishing and executing administrative procedures for the internal 
administration of the Tribunal; organizing and supervising all 
administrative support services; planning and implementing logistical 
arrangements; supervising collection of contributions and their 
investment; approval of financial and contractual obligations; oversight 
of accounts maintenance and preparation of budget proposals; 
development of staffing plans and supervising personnel matters, 
including appointments, promotions, etc.; liaison with host country 
authorities and other international organisations. 

Advanced university degree in business, accounting or other related 
field with at least 10 years of relevant experience in an international 
organisational setting or governmental administration; alternatively, first 
degree with several years of relevant additional experience, An excellent 
knowledge of English or French with working knowledge of the other is 
desirable. Computer literacy is essential. 

Annual net (tax-free) salary starts from US$74,916 (single) and 
US$81,328 (with dependants). The successful applicant may, during 
service, be considered for designation as Chief of Administration. 


Budget and Finance Officer P-4 

Under the direction of the Registrar and supervision of the Chief of 
Administration, responsibilities are; 

The management and operation of the Tribunal's budget and finances, 
‘processing of transactions in different currencies; recording, compiling 
and presentation of financial data; preparing financial statements in 
accordance with international accounting standards and relevant 
financial rules; establishing and operating comprehensive accounting 
system and payroll database; implementing financial procedures; 
preparing budget estimates with forecasts and histories; overseeing the 
cashflow requirements; claims for reimbursement of taxes, duties etc.; 
financial entitlements of staff in accordance with United Nations 
Common System of Salaries and Allowances; supervising assessment, 
computation and collection of States Parties' contributions to the 
budget, preparation of reports on these matters. 

CPA or Chartered Accountant or advanced university degree in 
accounting, business, finance, etc., with at least 8 years of relevant 
experience within an international organizational setting or 
governmental financial institution; alternatively, first degree with several 
years of relevant additional experience. An excellent knowledge of 
English or French with working knowledge of the other is desirable. 
Computer literacy, including ability to operate computer based 
spreadsheets and applications, is essential 

Annual net (tax-free) salary starts from US$62,679 (single) and 
U5$67,917 (with dependants). The successful applicant may, during 
service, be considered for designation as Head of Budget and Finance. 


Systems Administrator/Database Manager P-3 

Under the direction of the Registrar and supervision of the Chief of 
Administration, responsibilities are: 

Managing and assisting with the establishment, development, 
deployment and maintenance of the local area network and necessary 
databases of the Tribunal, developing and implementing plans 
concerning the design and support of the network and legal, 
administrative, financial, bibliographic and payroll databases; planning, 
developing, execution and maintenance of a website, internet access 
and e-mail services; installation and maintenance of systemwide 
hardware and software; establishing and the implementing of priorities, 
procedures, guidelines and work deadlines for assisting staff. 
. coordinating with users and assisting with their practical needs; and 
: advising on procurement and associated matters. 
Advanced university degree in computer science or related field with at 
| least 4 years of very relevant experience in the design, development, 
and management of identified needs. An excellent knowledge of either 
English or French with working knowledge of the other is desirable, 
Annual net (tax-free) salary starts from US$52,679 (single) and 
US$56,934 (with dependants). 


10 












DEAN 
SCHOOL OF BUSINESS ADMINISTRATION 
THE UNIVERSITY OF MISSISSIPPI 


The School of Business Administration is seeking applications and nominations 
for the position of Dean. 


The Position: The Dean is the chief executive officer of the School and reports to 
the Provost of the University, The Dean will provide academic and administrative 
leadership to the School of Business Administration and is expected to collaborate 
with faculty, staff, students, and other constituents to move the school towards 
increasing national prominence. The Dean will direct and implement à strong 
development agenda for the School to support high quality research and teaching 
programs. The Dean is also expected to strengthen and expand existing 
relationships with external constituencies. 


Qualifications: [deal candidates will have outstanding organizational, 
administrative and communication skills and be dedicated to fostering an 
environment of research and academic excellence. Ideal candidates will have a 
record of outstanding leadership as a senior level manager and/or as an 
accomplished academic/scholar. Candidates should demonstrate a capacity for 
innovation and for effectively dealing with change, and a track record of 
developing resources. Additional qualifications include a commitment to diversity 
and an understanding of and commitment to the fundamental importance of 
scholarly research. 
The School: The University of Mississippi has been producing business leaders 
since 1917. Fully accredited for more than 50 years by AACSB, the School of 
Business Administration is well recognized for its academic programs at the 
bachelor's, master's, and doctoral levels. Today, the School ís charting a course to 
national prominence, featuring exciting new programs to meet the challenges of a 
globally competitive business world. 
Applications and Nominations: The Search Committee will begin formal review 
of applications in late November 1998. Applications and nominations should be 
sent in confidence to: 
Shelly Weiss Storbeck and Martha Verrill Schlager 
A.T. Kearney Education Practice 
228 Reinekers Lane Alexandria, Virginia 22314 
Martha schlager(datkearney.com // (703) 518-1782 facsimile 
The University of Mississippi is an KEO/AA/Titles VI&IX/ADA/ADEA/Section $04 Employer. 








AED * 


Academy for Educational Development 


Senior Nutrition/Food Security Specialist and 
Emergency Programming Specialist 


The Academy for Educational Development (AED), a private, non-profit service 
organization with over 600 employees and project offices in 23 countries, is seeking 
nutrition/food security professionals for the recently awarded five year, USAID-funded 
Food and Nutrition Technical Assistance (FANTA) Project, based in Washington D.C. 
This five-year, cooperative agreement was established to maximize the impact of food 
Security and nutrition programs of USAID, nongovernmental organizations, and host 
governments in developing countries. 


Senior Nutrition Specialist (REF. #8229): at least ten years of relevant research/policy 
experience in developing countries with a focus on food security related to mild to 
moderate malnutrition in children and women’s nutrition, including field program 
implementation experience; experience in food and nutrition policy analysis. and 
presentations to high-level policy makers. 


Emergency Programming Specialist (REF. #8254): at least five years experience in 
women and child nutrition and health programs, including field programs in an 
emergency context, experience with USAID's emergency food aid programs and 
performance measurement, and excellent skílls in data compilation, management, 
analysis, and reporting. 


General qualifications for both positions: graduate training in nutrition, nutritional 
epidemiology or a public health discipline or equivalent education and experience; food 
security programming and USAID experience; excellent writing and presentation skills: 
and ability to travel approximately 30% of the time. Excellent English, written and 
spoken essential, French, Spanish or Portuguese desirable. 


Qualified candidates should send via email (fanta@aed.org), fax (202) 884-8709, or 
regular post (Attn: HR), a resume with salary history, a cover letter (note position 
reference number), and three references with contact information. Closing date for 
applications is 30 November, 1998. Please quote source of advertisement. 


Only short-listed candidates. will be contacted. The full job descriptions can be found at 
www.aed.org. For additional project information, contact Dr. Bruce Cogill, Project 
Director at fanta@aed.org. 


Academy for Educational Development 
1255 23rd St, NW, Suite 400 
Washington, DC 20037 USA 


AED is an equal opportunity employer. 





THE ECONOMIST NOVEMBER 7TH 1998 






















Applications are invited from Commonwealth citizens for the pasition of 
Director of the Commonwealth Foundation. Salary for UK residents/British 
nationals: £68,981 gross (including UK Benefits Allowance and subject to 
>) internal; income tax); for overseas recruits/non-British nationals: £52,848 free 
of tax (including Expatriation Allowance) plus other allowances. initial 
contract; 2-3 years, renewable. 


] The Commonwealth Foundation is a London based inter-governmental 
organisation that supports capacity building and skill sharing within the non- 
governmental (NGO) sector of the Commonwealth. It also provides grants and 
ufidertakes programmatic activities in the areas of professional development 
and exchange, and the arts and culture. 
























The Director is responsible for the overall management and direction of the 
Foundation and its work, including the implementation of strategic initiatives 
in the areas of promoting effective NGO-government relations, and a study of 
the evolving role af civil society. 


Candidates must be able to demonstrate: 


+ insight into Commonwealth and international developrnent issues, and 
commitment to the People's Commonwealth, 


j| a strong track record in organisational management and strategy 
development; 


*. excellent communication and diplomatic skills; 


* adequate experience and understanding in respect of the NGO sector and 
its operation, and in particular its interface with government, the private 
sector and other players in civil society. 


For an information pack, please telephone 444 (0) 171 930.6014, 
fax +44 (0) 171 839 8157, or e-mail: jeffreyde@commonwealth int 


Note: shortlisted candidates only will be contacted by 31 March 1999. 
Closing date: 15 January 1999. 
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Director, Career Management Centre 


d ee Business School, one of the premier 
international business schools, is seeking a 
«Director for its Career Management Centre (CMC). 


The CMC’s objective is to secure outstanding 
placement opportunities for 650 postgraduate 
student clients on the School's prestigious full-time 
MBA, Masters in Finance, and Sloan Fellowship 
Masters programmes. Students are drawn from 60 










































anagement Cent 


The successful candidate will be an excellent 
manager with a proven track record in delivering 
high-quality services to. demanding international 
client groups; will have outstanding interpersonal, 
presentation and writing skills; and will under- 
stand how to apply information technology 
in this role. 


Associate Director (Finance Sector) 


As the largest United Nations programme in the Middle East, UNRWA provides 
education, health care, relief assistance and socal services to 3 5 million registered 
Palestine refugees in Jordan, Lebanon, the Syrian Arab Republic, the West Bank, 
and the Gaza Strip. The Agency's annual budget of $350 million is largely funded 
by voluntary government contributions In addition to ds general fund, the Agency 
has a number of extrabudgetary projects totalling around $100 million, mainly in 
the areas of health, education, rehet & social senaces 




















ini connection with its fundraising and project management activities, UNRWA is 
seeking an expenenced expert for the post of 


Senior External Relations and Projects Officer 


Based at Headquarters in Gaza, the incumbent will assist the Chief, External 
Relations Office in the operation of the office, mcluding devising fund raising 
strategies, coordinating Agency-wide project activities, setting project priorities, | 
and erisunng implementation of project management procedures (maintenance of 
date base with monitoring, reporting, tracking and closmg of projects), preparing 
donor briefings, providing information to donor represeritatives and delegations 


Requirements: Advanced University degree in political science, international 
relations, business or public administration, law, economics or similar discipline 
plus at least 8 years’ professional level experience in a national, international or 
development organization in fundraising, external relations, project management 
with at least 3 years at senior level, High level of computer literacy incl. database 
applications and excellent spoken and written English with very good drafting 
ability essential. Desirable: Knowledge of UN system, French & Arabic, Middle 
East experience 

Remuneration: This P4 level post carries an annual net (tax tree) salary starting 
from $72,000 (single) and $80,600 (with dependants) plus attractive fringe 
benefits package (home leave, family visit, education grant, health plan, pension 
fund, dependency and mobility allowance and generous leave provisions) 

Gaza is currently a non-family duty station. Spouses, but not children, may 
reside with the staff member in Gaza. An element of compensation is paid where 
staff members have to maintain a second household 

Applications before 30 November 1998 to: Head, Recruitment Section (VN/2 1/98), 
UNRWA HQ Gaza, Fax No. (4972-7) 677 7555, from where additional information can 
be obtained. Mail address: c/o UNRWA, PO. Box 700, A-1400 Vienna, Austria or c/o 
UNRWA HQ Amman, PO. Bok 140 157, Amman 11183, Jordan 

Normally many applications are received. Only those applicants in whom the 
Agency has a further interest can be contacted. 



































countries and, upon graduation, seek challenging 
jobs around the world in financial services, 





management consulting, and other industrial and 
service companies. 


The Centre markets students to current and potential 
employers; manages recruiter relationships; and 
delivers programmes to help students develop 
effective career and job search strategies. The 
Director will manage a team of three senior staff 
with specific industry sector and programme 
responsibilities, and six support staff. 
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The School also seeks to appoint an Associate 
Director, reporting to the Director, CMC, The 
Associate Director will be responsible for 
increasing job opportunities and job offers in 
the finance sector, where 40% of the School's 
graduates take jobs, and for the delivery of CMC 
programmes and services to Masters in Finance 


participants. 


Marketing and organisational skills are essential, Business 


PaRAR EERO OER HER ERED 


School 


as are experience and knowledge of the finance 
industry. 
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SINCE 1735 THERE HAS NEVER BEEN A QUARTZ BLANCPAIN WATCH 
AND THERE NEVER WILL BI 


World première: 

GMT watch in gold or silver. 
Second time zone display. 
Power reserve of 100 hours (4 days). 
Water-resistant to 300 meters. 
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The shaming of Malaysia 


HE world’s media were there, as were for- 

eign diplomats, jurists and human-rights 
activists—though few were actually allowed 
into court. All of Malaysia’s attention was fo- 
cused there too, on the courtroom in Kuala 
Lumpur in which the trial opened this week 
of Anwar Ibrahim, who until September 2nd 
was the country’s deputy prime minister and 
finance minister and who now stands ac- 
cused of sodomy and abuse of power (see 
page 28). Will he have a fair trial? Will he be 
found guilty? Will the outcome rock the coun- 
try? Those are the sorts of questions everyone 
is asking, and it might seem reasonable to 
wait for the trial to run its lengthy course be- 
fore offering answers. Yet, sad to say, even these questions are 
not the most fundamental points raised by this whole affair. 
Whatever the outcome, whatever the fairness or otherwise of 
the trial, Malaysians should already be deeply concerned 
about what has taken place in their country. 

That observation does not arise from a view of the merits 
or otherwise of Mr Anwar. Some think of him as an interna- 
tionally minded liberal, who is being punished for being too 
liberal and too nakedly ambitious. Others paint him as an 
opportunist, capable of singing different tunes inside and 
outside the country and who, in his effort to gain the position 
he so recently lost—that of the anointed successor to Mahathir 
Mohamad, who has been Malaysia’s prime minister since 
1981—became deeply compromised. Whatever you think of 
Mr Anwar, it is as well to remember that he is no Nelson 
Mandela. As a young man in the 1970s he did campaign ener- 
getically for democratic reforms. But in 1982 he joined the 
ruling party, UMNO, since when he has climbed its greasy 
pole, becoming finance minister in 1991. He is an insider, 
who may well have wished to liberalise things from the in- 
side, but he is no obvious saint. 


Malaysian values? 

At this stage, the right place to look is not at Mr Anwar himself 
but at the process by which he has been brought to trial, the 
laws under which he has been held, and the light both of these 
things cast on the conduct of politics in Malaysia. 

Assume, for a moment, what most critics do not: that Mr 
Anwar is guilty of all the crimes for which he has been 
charged. Now match that assumption with the evidence pre- 
sented on the second day of the trial by the director of the 
police’s Special Branch, who told the court that the police had 
begun to investigate Mr Anwar's sexual conduct as long ago as 
1992. Dr Mahathir says that such conduct is “not acceptable 
in a leader of Malaysia"; he told the Los Angeles Times this 
week that because of his “sexual perversity” Mr Anwar “does 
not have the moral fibre to lead". So, on Dr Mahathir's own 


THE ECONOMIST NOVEMBER 7TH 1998 





terms such an unacceptable, fibre-free figure 
was finance minister for six more years after 
the investigation began. If Dr Mahathir, and 
the police, turned a blind eye to such things 
for so many years, or at least did not investi- 
gate them energetically, what other govern- 
ment ills have they conveniently overlooked? 

Now turn to the Internal Security Act un- 
der which MrAnwar was arrested on Septem- 
ber 20th and held in custody until October 
14th. This Draconian law gives the govern- 
ment the power to hold someone for an in- 
definite period, without trial, charge or ex- 
planation. It isa relic of British colonial days, 
outrageous now and outrageous then, albeit 
introduced in response to an armed communist rebellion. 
Though the use of such laws is not common in countries with 
claims to modernity, it is far from unique to Malaysia. But 
that is no reason for Malaysians to feel relaxed about it. Ex- 
treme laws are always dangerous; if they are to be employed 
at all, their use needs to be restricted to genuinely extreme 
circumstances, such as terrorist attack or the threat of war. 

Were Mr Anwar's circumstances extreme? No reasonable 
observer could believe so. After being sacked, he had spoken 
to some big rallies of supporters, at a time when Malaysia's 
government-controlled press was full of stories about his sup- 
posed bisexual promiscuity. True, rallies of more than five 
people are themselves illegal unless they are given police ap- 
proval: another Draconian power. Such powers, too, are not 
unique: Britain had its Riot Act until 1986, though it had not 
been used for years. But, again, the application of such powers 
needs to be restricted to extreme circumstances if they are not 
merely to be a means to muzzle all opposition, and the gath- 
ering of dust on such laws is a sign of maturity. 

Malaysian officials argue that their country is particularly 
sensitive about such matters thanks to its bloody race riots in 
1969. They point to Indonesia's riots this May when President 
Suharto was overthrown as a sign of the continuing dangers, 
and argue that East Asia's economic slump has made matters 
grave. Yet 1969 is three decades ago, and it should be a source 
of dismay if this country, which is far more modern, devel- 
oped and prosperous than Indonesia, remains so unstable 
that opposition rallies are considered fearsome threats to se- 
curity and that one year of economic downturn releases un- 
bearable tensions. And if those rallies and tensions truly are 
so threatening, this means that Malaysia's parliamentary de- 
mocracy is failing to provide an adequate channel for dissent 
and debate. 

Indefinite detention; rallies only by permission; no real 
opportunity to criticise. Is that what Malaysians really want? 
It is certainly not what they deserve. 
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Oh lucky man 


Bill Clinton escapes his tormentors again 


ES, he has done it again. You can try to put the man down, 

load him with inquiries, show him to be a liar and a phi- 
landerer, push him into public apologies—and still he comes 
back laughing. For the first time since 1822, the party of a 
Democratic president in his sixth year in office has picked up 
seats in the House of Representatives. The Democrats gained 
two governorships, too, and lost no ground in the Senate. All 
across the country, the people most motivated to vote were 
not Revolted Republicans but Democrats who, for months, 
had been trying to tell anyone who would listen that they 
liked Bill Clinton and intended to stick with him. 

Republicans, putting a brave face on these results, can say 
that the status quo ante is more or less preserved. In Congress, 
the Democrats have not retaken anything; for the first time in 
70 years, Republicans have kept control of both chambers for 
three consecutive elections. In the governorships, Republi- 
cans still control most states (and therefore, crucially, the con- 
gressional redistricting that will follow the census in 2000). 
They can point out—as is true—that stirring Democratic vic- 
tories like those of Gray Davis in the California governors 
race, or Charles Schumer in the Senate race in New York, can 
be mostly attributed to local gripes and aspirations. They can 
insist—as is also true—that turnout was much as usual, 37% of 
theelectorate, meaning that almost two-thirds offered no par- 
ticular opinion. Yet the unavoidable message from these re- 
sults is that the Republicans have not been given the mandate 
they hoped they would get to proceed with their impeach- 
ment inquiry into the president's conduct. When all the local 
factors are factored out, the message is clear: lay off. 


The loathing of Kenneth Starr 


Ever since the publication ofthe Starr report, the possibilities 
ofa popular backlash in favour of Mr Clinton had been grow- 
ing. His lowest point, in retrospect, was the non-apology to 
the nation on August 17th. After that, all trends were subtly 
upwards. Most Americans had loathed Kenneth Starr, the 
special prosecutor, from the outset. Even those, like this news- 
paper, who supported his inquiries, thought his powers to 
probe every corner of the president's life were excessive be- 
yond the cause of justice. The public, as polls consistently 
showed, went much further than this. They did not think a 
president should be removed either for adultery, or for lying 
about sex in public and in a civil lawsuit; and they thought 
the press (hardly an institution glowing with virtue) was 
deeply hypocritical to suggest that he should. 

On top of this fundamental sentiment came the growing 
perception of unfairness. The public did not like the way that 
the Starr report was rushed out, with the president given no 
time to peruse it first. They hated the airing ofthe videotape of 
Mr Clinton's testimony to the grand jury, the publication of 
Linda Tripp’s and Monica Lewinsky's bizarrely rambling 
conversations, the lopsided vote in favour of the impeach- 
ment inquiry. Everything screamed “Witchhunt”. When Mr 
Clinton did impressive things—outmanoeuvring the Repub- 
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licans on the budget, brokering the Middle East peace talks— 
the papers seemed to report them churlishly, still hoping for 
more sex. Since the chattering classes in Washington were de- 
termined to break this man, a fair number of Democratic vot- 
ers round the country—especially, as it turned out, women, 
Latinos and blacks, groups ever-sensitive to unfairness—an- 
grily determined to save him. 

The Republicans were well aware of this possibility. Every 
step towards the impeachment inquiry was accompanied by 
agonising over how the public would take it. During the cam- 
paign, Republicans avoided the Lewinsky matter until the 
very last week. Their “character” commercials, when at last 
they appeared, were subtle in the extreme, never mentioning 
the scandal overtly and airing only in districts that were al- 
ready full of angry Republicans. All the same, on Wednesday 
morning, even that much milking of the scandal seemed to 
have been a mistake. 

So what now? The impeachment inquiry is already under 
way in Congress; on November 16th, the full Judiciary Com- 
mittee of the House will begin formal deliberations into 
whether Mr Clinton committed perjury or obstructed justice 
to conceal his affair with Miss Lewinsky. Even before the elec- 
tion, however, members were hoping the inquiry could be 
short, with a limited list of witnesses, and that a vote on 
whether to proceed to impeachment could be taken quickly 
before the new Congress convenes in January. They will want 
to be all the quicker now, since the new Congress will have a 
slightly more Democratic complexion, and the public mood 
is so clearly against them. Their very haste suggests a growing 
embarrassment: lumbered with this ungainly process, they 
too would probably like to be rid of it and to settle for some 
swift, simple reprimand, such as censure. 

Yet to rush would be a mistake. Having decided on this 
laborious process, Republicans must treat it seriously, or fur- 
ther damage both themselves and the rule of law. If they be- 
lieved that they had grounds for an inquiry, it should be a 
thorough one, for this election has no effect on those grounds. 
If they thought they had a case to make, they have to make it 
now all the more persuasively. It may be that, after all, noth- 
ing impeachable is found; but, against all their populist vote- 
catching instincts, they must not opt for a short-circuit. 

The next political year, with the presidential race of 2000 
looming ever-larger in everyone’s minds, will not be as the 
pundits expected. Instead of a limping president keeping his 
distance from a demoralised Democratic Party, there may 
well be a re-energised leader with his troops more or less 
united—both behind him and behind his heir-apparent, Al 
Gore—in sympathy and defiance. And instead of a comfort- 
able Republican ascendancy, in Washington and outside it, 
there will be a party watching the polls with trepidation. 
Could anyone have predicted it? One man, at least: the In- 
credible Rebounding President, whose career will leave in the 
history books a trail inscribed in rubber. 
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ae The chancellor's optimistic forecasts for the British economy seem at odds 
|. With the Bank of England's decision to cut interest rates sharply 





"UST a couple of weeks ago, Eddie George, the governor of 
the Bank of England, made it clear that he disapproved of 
the Federal Reserve's decision to spring a surprise quarter- 
-. point cut in American interest rates. It made people wonder, 

.. said Mr George, “if there was something nasty in the wood- 
shed". What then are we to make of the Bank's surprise deci- 
sion on November sth to cut British interest rates by a full half 


-. point? On the face of it, such a dramatic action seems to clash 


with the optimistic economic forecasts of Gordon Brown, the 
chancellor of the exchequer. 

In his “pre-budget report", unveiled on November 3rd, 
Mr Brown cut his forecast of British economic growth next 
year to between 1% and 12%. This is a smaller cut than was 
expected, and leaves the Treasury more optimistic than most 
independent forecasters (see page 65). Moreover, the chancel- 
lor thinks that the economy will recover smartly, growing at 
around 212% in 2000 and 3% in 2001. For Mr Brown, such a 
happy outcome would mean that he could both fork out the 
extra public spending he has promised in the next three years 
and keep the public finances under control. 


Arosy scenario, but not a reckless one 

Is this too good to be true? What if the economy grows more 
slowly than he is predicting: surely, he will then have either to 
abandon his spending plans, borrow unsustainably or hike 
taxes? Such thoughts are bolstered by business and consumer 
surveys that are unremittingly gloomy, and by the fact that the 
Bank now clearly believes that demand is slowing sharply. It 
is less than a decade since the Tory government made a mis- 
take that Mr Brown seems to be in danger of emulating. They 


- Gordon Brown and the Bank 
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also boasted of budget surpluses. But they were caught by sur- 
prise: the economy screeched to a halt and the resulting dam- 
age to the public finances took years to repair. x 

Fortunately, however, Mr Brown is starting from a differ- 
ent position. He may well be too sanguine about growth in 
1999, and a sharper slowdown would hurt tax revenues. But 
the Bank's cut in rates might well support demand—and even. 
if the economy does stall, the chancellor's plans look likely to _ 
survive. That is because his spending plans are neither asgen- - 
erous as he would have his supporters believe, nor as profli- 
gate as his Conservative critics claim. And, after stripping out 
the effects of the economic cycle (an inexact business, admit- 
tedly) the underlying fiscal position is roughly in balance, un- 
like in the early 1990s. The Tories’ figures then were flattered 
by years of unsustainable growth, and turned sour as reces- 
sion took hold and money flooded out of the Treasury. : 

This time, the boom has not run out of control. So Mr 
Brown can be more confident that the budget will roughly 
balance over the economic cycle. And if a bigger deficit than ` 
expected does open up for cyclical reasons, Mr Brown would 
be unlikely to need to try and close it. 

Rather, Mr Brown's difficulties could be more political. . 
than economic. If there does turn out to be something nasty 
in the woodshed, his enemies will brand him as complacent: 
or, worse, claim plausibly that his chosen image of prudence 
and iron resolve was a fake. That may prove a risk worth tak- 
ing, given that no chancellor wants to predict a recession. But 
a greater show of modesty in his forecasts now, when the 
world's economic troubles could have given him a perfect ex- 
cuse, might have been a little more, well, prudent. 











And more than time that the EU got moving with it 


Wis Roman emperors, Christian crusaders, Teuton 
knights and Napoleon Bonaparte failed, Brussels bu- 
reaucrats may succeed. The proposed eastward expansion of 
the European Union to Russia's western border is an historic 
opportunity to lock much of Eastern and Central Europe, 
willingly, into a project that has brought unprecedented 
neighbourliness and prosperity to Western Europe. On No- 
vember 10th work on EU expansion begins for real: ministe- 
rial-level negotiations with the five ex-communist countries— 
Poland, Hungary, the Czech Republic, Estonia and Slovenia— 
plus Cyprus, that the EU has selected as “fast-track” applicants 
(see page 57), on the changes they need to make to join. 

Like any historic opportunity, however, this one is easier 
to spot than to seize—not least because some EU countries are 
unkeen to seize it. Their concerns are real; enlargement will 
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A wider European Union 




















come, if ever, at a cost. But, on balance, it will be one worth 
paying. EU members should admit that, and press ahead, or. 
they risk undermining both their broader interests and the 
reforming efforts of the would-be members themselves. 


How notto be a good host : 
In principle, all EU members favour the idea of welcoming a 
new batch of members. In practice, it has taken an inexcus- - 
ably long time to send out the invitations. This month's nego- ' 
tiations come nearly nine years after the fall of the Berlin 
Wall, and it is becoming increasingly plain, though nobody 
says so out loud, that few of the would-be newcomers, if any, 
can hope to join before 2005. Even now, there is more than — 
the hint that some members will find reasons to let negotia- 
tions drag on and deadlines pass. The shufflers are those that 
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- stand to lose most: countries anxious not to lose regional ai 


(Ireland and Spain), with noisy farming lobbies (France), or e 


fearful of the influx of poor job-seekers across their borders 
. (Austria and Germany). In short, there is little broad enthusi- 
asm to erase the inverted commas from the term “fast-track”. 
These fears are all understandable, but some are exagger- 
ated, wrong-headed, or both. Digesting even the six countries 
of the first wave, the most market-oriented, well-run and 
democratic, will require some determined chewing. While 
they will swell the EU's population by 63m people, or 17%, 
they will add only $255 billion, just 3%, to its Gpr. This alone 
will require a radical overhaul of the ku budget, and one that 
must inevitably leave less internal aid available to the poorer 
current members. Fair enough, but they dislike that thought. 
; One exaggerated fear is that cheaper, unemployed work- 
ers from the east will flood across the EU, pushing millions of 
people out of jobs. Some migration is bound to take place— 
EU wages are, on the whole, higher than in the applicant 
countries—but probably less than the pessimists fear. Unem- 
ployment in the Czech Republic, Estonia and Hungary is 








Against anti-dumping 


Protectionism is on the rise again—thanks partly to a hole in world trade rules 


| THE 1930s widespread recession became world depres- 

sion only after countries retreated behind tariff walls and 
. trade collapsed. Today the world economy wobbles and tee- 
~ ters, but most governments vow that they have learnt their 
lesson. Perhaps they have. Even so, it is reassuring that inter- 
national trade rules make a return to protection harder and 
more expensive than it was in the 1930s. 

Do not bank on it. For there is a big hole in those multilat- 
eral rules. Countries can slap duties on cheap imports that 
they judge are being “dumped” in their markets. And—sur- 
_ prise, surprise—there has recently been a surge in anti-dump- 

ing cases around the world, as companies such as America's 
‘steel makers feel the pinch of slowing growth and rising im- 
. ports from crisis-hit economies (see page 81). 

¿© Anti-dumping is a particularly pernicious form of protec- 
tion, because it lurks beneath a veneer of respectability. Its 
apologists assert not merely that foreigners are stealing jobs at 
. home—the usual protectionist line—but that they are doing 
sounfairly by selling their wares on the cheap, perhaps in the 
- hope of driving domestic competitors out of business. Anti- 
dumpers claim to target only such cheats; and, moreover, to 
use objective calculations of what they ought to charge, mak- 
ing proper allowance for profit. Duties are imposed only to 
bring prices back into line with what they should be; if vic- 
tims squeal, they can raise their prices instead. 

Yet the practice is very different from the theory. Dumping 
calculations are a sham. Foreigners are almost always found 
at fault. Huge duties are imposed and rarely removed, even 
when conditions change. Worse still are the hidden costs of 
anti-dumping. A government that threatens any foreign firm 
offering the keenest prices is merely encouraging it and others 
to raise prices and cut sales. In effect, companies are being 
urged to collude at consumers’ expense. 
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ge. When Greece, Spain and Portugal — 


richer north did not materialise. The plainly wrong-headed 
fear is for the common agricultural policy, the 40 billion- 
ecus-a-year ($48 billion) cushion for West European farmers. 
Eniargement will certainly undermine that: the EU cannot 
afford to subsidise East Europe's farmers, still a sizeable part 
of the workforce there, in the way it has subsidised those fur- 
ther west. If this leads to the collapse of the CAP, good. 

The prize of membership has concentrated the minds of 
ex-communist would-be members on turning themselves 
into modern, market-oriented democracies. They are eager 
not only to share in the riches of Western Europe, but also to 
plant themselves firmly out of political reach of dark, disinte- 
grating Russia. Not all of them are all the way there, or even 
half of it. The rule of law is not universal; corruption is still 
widespread; clapped-out industries are unready for stiffcom- 
petition; air is polluted and rivers foul: the list goes on. But 
the ex-communist five have got a long way in a short time. The 
EU has gone a short way in a long time. It should do better. 











But surely anti-dumping measures may be justified if for- 
eigners are guilty of predatory pricing? Not usually. Genuine 
predatory pricing is extremely rare, because it relies on the 
unlikely ability ofa single producer to dominate a world mar- 
ket. In any case, consumers gain from lower prices; so do com- 
panies that can buy their supplies more cheaply abroad— 
General Motors, for example, in the case of steel. And even in 
the very few cases where foreigners might drive domestic pro- 
ducers out of business and raise prices once they corner the 
market, anti-dumping is the wrong response. 


In the dumps 


A better answer would be to invite national antitrust authori- 
ties, who look into predatory pricing by domestic firms, to 
deal with foreigners too. That is how this matter is dealt with 
between Australia and New Zealand. A further improvement 
would be to write antitrust rules into world trade law. Com- 
petition policy may be on the agenda for next year's trade 
summit in Washington, DC, which could launch a new round 
of trade talks. Its remit could easily be widened to cover anti- 
dumping as well as other competition issues. 

As of now, however, such a change looks unlikely. Amer- 
ica seems wedded to anti-dumping, as does the European 
Commission. Both are encouraging hard-pressed domestic 
producers to seek protection, sometimes by filing repeat 
cases, often starting one up immediately after another has 
been turned down. Now other countries are retaliating with 
anti-dumping suits of their own against American and Euro- 
pean firms. As the cases multiply, a mockery is made of multi- 
lateral efforts to fend off protection. In short, the echoes of the 
1930s may yet reverberate. It is time for the world to dump 
anti-dumping. | 
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consider 


global 
bond funds. 
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growth, volatile equity markets and US Dollar and 
Sterling weakness, we believe investors should 
consider high quality bond funds. 
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For US Dollar and Sterling investors, we would 
highlight the Guinness Flight Global Bond Fund and 

A the Guinness Flight European Bond Fund which 
offer diversified bond and currency exposure. 


These Funds allow investors to participate in the 

current bond market rally and to gain from further 

depreciation in the US Dollar and Sterling against other 
D major currencies. 


Guinness Flight is one of the leaders in global bond 
fund management, with a range of 17 offshore bond 
( funds, UK unit trusts and PEPs. 


Call us now, or complete and return the coupon below 
for further details on Guinness Flight's Global and 
European Bond Funds. 


GUINNESS FLIGHT 


INTELLIGENT INVESTMENT 


Guinness Flight Fund Managers (Guernsey) Limited, Guinness Flight 
House, PO Box 250, Guernsey GY1 3QH, Channel Islands. 
4 _ Tel +44 (0) 1481 712176. Fax +44 (0) 1481 712065. 
www.guinness-flight.com 
Please send me more details on Guinness Flight's Global and 
European Bond Funds. 
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ON COMPETITION 


by Michael E. Porter 
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i” Porter's work in the Harvard 
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TWO VIEWS 


The resources lie within 


Howcan East Asia lift itself from its current slump? Here we publish two views 
from experts on the region’s economies. First, Robert Wade and Frank 
Veneroso argue the case for an Asian Monetary Fund 


HE world is awash with proposals for 

new crisis-fighting mechanisms. The 
United States, Canada, France and Ger- 
many have all expressed serious interest in 
the idea of an expanded img, or a financial 
supervisory organisation parallel to the 
IMF, or even a second Bretton Woods con- 
ference to rethink the world’s financial ar- 
chitecture from scratch. Part of the hidden 
agenda is to prevent the Asians from going 
off on their own. 

In August 1997 Japan proposed an 
Asian Monetary Fund to deal with the cri- 
sis. in South-East Asia. It secured pledges of 
$100 billion mostly from itself, China, 
Hong Kong, Taiwan, and Singapore. The 
United States Treasury pulled out all the 
stops to kill the proposal, and it died. The 
Treasury explained that the rMr should be 
the sole co-ordinator of the rescue effort. 

Now the idea is again being seriously 
discussed in the region. This time the West 
must encourage it. The Asian fund could 
make an important contribution to recov- 
ery in Asia and the rest of the world. Too 
much is at stake to worry about Asia going 
its own way. 

How would the fund help? It would be 
better able to appreciate and build on the 
distinctive strengths of Asian financial sys- 
tems than the 1Mr has proven to be. It 
would allow Asian governments and com- 
panies to refinance their expensive western 
loans and provide selective new loans for 
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recovery programmes. And the creation of 
the fund would send a signal that Asians 
were taking charge of their own destiny 
and nolonger dependent on bail-outs. This 
may prompt western bankers and portfolio 
managers to supply new finance—helping 
to solve Asia's current short-term funding 
problems. 


The Asian model 


Talk of *the Asian financial system" is no 
doubt too simple. But many countries in 
East and South-East Asia share enough fea- 
tures to make a simple picture tolerably ac- 
curate. Above all, they save a lot compared 
to western countries, and the savings are 
done mostly by households. Domestic sav- 
ings run at roughly twice the American rate, 
or more than 15 percentage points of GDP 
higher. Households typically put most of 
their savings into (low-risk) banks rather 
than into (higher-risk) equities. Corporate 
investment is financed in large part by 
loans from banks. 

This mechanism has delivered extraor- 
dinarily high rates of investment. In Amer- 
ica, by contrast, most household savings go 
to finance households' own investment in 
housing, and most corporate investment in 
real productive fixed capital is financed 
from depreciation and retained profits, 
with less reliance on bank debt. 

High levels of corporate debt must be 
buffered by long-term financial relations 
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between firms and banks, with the governs 


ment standing ready to support both firms 
and banks in the event of shocks that affect 
swathes of the economy all at once (such as 
sharp rises in interest rates, or sharp falls in 
demand) If long-term relations did not ex- 
ist, such shocks would prompt creditors to 
call their loans and liquidate firms; and 
where debts are large, the failure of some 
firms propagates the failure of others much 
faster than where they are small. This is the 
financial rationale for what used to be 
called Asian "alliance capitalism", and has 
now come to be maligned as “crony cap- 
italism”. It is also the rationale of the “con- 
voy" system of Japan, where strong compa- 
nies support weak ones under various 
kinds of official encouragement. 

In some Asian countries, more house- 
hold savings have been transferred to the 
enterprise sector through equity markets. 
Singapore and Malaysia have specialised 
institutions, such as pension and provi- 
dent funds financed partly by payroll taxes, 
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which purchase large quantities of equities. 
In Taiwan both government- and party-di- 
rected funds buy equities. However, these 
are all forms. of government-sponsored 
forced-investment regimes. They share 
with the debt-transfer systems long-term 
relationships connecting government, fi- 
nancial sector, and enterprises. 

In a pure Anglo-American free-market 
regime, competition and short-term profit 
maximising make high-debt structures un- 
stable in the face of shocks that interfere 
with debt-service payments. Creditors seek- 
ing to safeguard their assets call in loans 
and liquidate firms. Bank depositors “run” 
on banks that might be too exposed to de- 
faults. This collective behaviour causes the 
whole financial system to shrink, and this 
spills over into price deflations and depres- 
sions. To avoid these outcomes Anglo- 
American nations long ago agreed that the 
state had to create a lender of last resort and 
a body of regulation that placed limits on 
the indebtedness of private firms, banks 
and households. These limits of prudent 
indebtedness were set far below the levels 
permitted in Asian alliance capitalism. 


Alarger truth 


Alliance capitalism sounds like an invita- 
tion to corruption and insider dealing. The 
crisis has shown the truth in this allegation, 
most conspicuously in Indonesia. But there 
is a larger truth: until the mid-1990s, Asian 
alliance capitalism generated the highest 
sustained economic growth for any region 
in world history. It worked not only as a 
“catch-up” strategy for countries far from 
the world technological frontier, but also 
for Japan as it reached the frontier in the 
1980s. To describe it as *a free-market ve- 
neer over a state-managed economic struc- 
ture", which has "inevitably led to the in- 
vestment excesses and errors to which all 
similar endeavours seem prone", in the 
words of senior officials at America's Fed- 
eral Reserve, misses the point. 

For a variety of reasons most Asian gov- 
ernments opened their economies to for- 
eign capital in the 1990s. Global banks and 
portfolio investors flooded in. After 1995 
the rise of the dollar and the depreciation 
of the yen and the yuan led to a loss of ex- 
port competitiveness in those Asian econo- 
mies whose currencies were pegged to the 
dollar. The capital inflows exacerbated the 
real appreciation of the exchange rates and 
the loss of export competitiveness, result- 
ing in large, and out-of character, current- 
account deficits in Thailand and Malaysia. 
The inflows also contributed to domestic- 
asset bubbles, credit excesses, and a grow- 
ing fringe of bad investments. 

Foreign investors were providing funds 
to Asian firms with debt ratios and long- 
term alliance relationships that would 
have been unacceptable in the West. When 
the crisis hit, the violence of the outflow 
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' owed much to the realisation that much of | 
the capital should not have been commit- 
ted in the first place; according to western 
prudential standards. 


Enter the IME ; 

When the Fund negotiated its programmes 
with Thailand, Indonesia and Korea it de- 
manded high real interest rates and fiscal 
restriction; This was based largely on its ex- 
perience in Latin America. There, fiscal def 
icits tended to be large and inflation 
chronic. Currency devaluations set off hair- 
trigger inflationary expectations. The cure, 
quite plausibly, was 1Mr-style austerity. 
High real interest rates could be tolerated 
because corporate debt-to-equity ratios 
were quite low, because inflation kept 
eroding the real burden of the debt. 





In Asia, the Fund failed to see the dan- 
ger of fiscal restriction where budgets had 
long been roughly in balance. More seri- 
ously, it also failed to see the danger of high 
real interest rates in economies with high 
levels of private indebtedness and low in- 
flationary expectations. Under those cir- 
cumstances, high real interest rates have di- 
sastrously deflationary consequences, 
which give rise to capital outflows regard- 
less of the attractions of high interest rates. 

Further, the Fund tried to strengthen 
weakened Asian financial structures by im- 
posing western measures of financial 
restructuring. Basle rules of capital ade- 
quacy were to be applied. Highly indebted 
banks and firms were to be closed. Labour 
laws were to be changed to make it easier to 
fire workers, facilitating the closures. Regu- 
lations on foreign ownership were to be 
lifted in order to allow foreign banks and 
firms to buy domestic banks and firms. 

Similar measures were applied in a nar- 
rower setting to salve the American sav- 
ings-and-loan crisis in the late 1980s-and 
they worked. But it is one thing to under- 
take such reforms where real interest rates 
are very low and indebtedness not high (as 
in America), and another to undertake 
them where both real interest rates and in- 
debtedness are high. In these conditions 
the result is closures and lay-offs, with de- 





flationary repercussions and accelerating 


capital flight. ` 

This is why the 1MF' strategy for Asia 
has failed. The currencies did stop falling in 
early 1998. But by May deepening contrac- 
tion, rising unemployment and fear of un- 
rest combined to produce a second wave of 
capital outflows and renewed falls in cur- 
rencies and stockmarkets. The second- 
quarter resumption of the collapse is what 
finally forced Asian governments to begin 
to turn away from the initial Mr strategy. 
They began to cut interest rates and turn fis- 
cal restriction into fiscal expansion. 

Malaysia slapped on exchange controls 
in September, the better to engineer an ex- 
pansion at home without risking further 
currency falls. South Korea has used gov- 
ernment funds to buy out bad loans and 
finance bank mergers. Japan is seriously 
discussing nationalising the banks so as to 


.. break out of its current trap, in which the 


attempt to maintain Basle standards of 
capital adequacy while bank equity falls 
prevents the needed expansion of credit. Ja- 
pan is also discussing the reintroduction of 
exchange controls to allow rapid monetary 
expansion without depreciating the yen 
(which might destabilise other currencies 
in the region and make trade frictions 
worse). China has suspended the restruc- 
turing of state enterprises and banks, be- 
cause of the deflationary consequences of 
restructuring in crisis conditions. 

There is a growing insistence in the re- 
gion that Asian arrangements have 
strengths which have been denied in the 
West—and which need to be built upon to 
speed recovery. Asia is the world's great sav- 
ings-surplus region. Its governments' for- 
eign-exchange reserves of almost $800 bil- 
lion dwarf those of all other regions. 
Virtually all of these reserves are claims on 
America (Treasury bills and deposit hold- 
ings) and to a lesser degree Europe. The pri- 
vate sectors of Japan, Taiwan and Singa- 
pore are also large net lenders to the West. 
How ironic that a region with such massive 
savings surplus and net foreign assets _ 
should be plunged into crisis by the flight 
of capital belonging to institutions that re- 
side for the most part in the United States, a 
massive net debtor with a savings deficit. 


So try an AMF 


An Asian Monetary Fund, or AMF, would 
build on Asia’s savings surplus, foreign-ex- 
change reserves, and net-creditor status (in- 
eluding reserves, Treasury bills, and the 
like), The most severely affected countries— 
South Korea, Thailand, Malaysia and Indo- 
nesia—have gross external debt of perhaps 
$400 billion, of which over $100 billion 
has long-term maturities and favourable 
terms and does not need refinancing, The 
amount of debt needed to be refinanced in 
order to stabilize the situation completely 
is small compared to the aggregate net- 
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creditor position of the region—less than 
$300 billion. 

The degree of economic interdepen- 
dence within Asia that has built up over the 
past decade means that crisis in one coun- 
try hurts other Asian countries above all. 
The all-too-evident neighbourhood conta- 
gion effects give each creditor country a 
strong interest in pooling resources with 
others in order to avoid further disruption. 

The AMF would have core financing 
from subscriptions by member govern- 
ments. The fact that pledges of $100 billion 
were quickly secured in August 1997 sug- 
gests that sizeable sums would be forth- 
coming. Additional resources could be 
tapped by issuing World Bank-type bonds 
on regional financial markets, guaranteed 
jointly by the members. 

Thefund would make quick-disbursing 
loans available to members in difficulty, 
with conditionalities limited to stabilisa- 
tion rather than to IMFtype structural re- 
forms. It would operate to reinforce the 
demonstrated strengths of Asian-type fi- 
nancial systems, and not to disavow them. 


present the region lends much ofits savings 
to the West at American Treasury bill and 
deposit rates of 5%, while it borrows from 
western creditors at 10% or more. With the 
AMF, Asian lenders would lend at slightly 
better than 5%, and Asian borrowers would 
borrow at only slightly more, say 6%. The 
borrowing governments could repay the 
more expensive western loans. Asia would 
then earn the risk premium in the interest 
rate on emerging Asia’s external debt that is 
now paid over to western creditors. 


Taking charge of Asia’s destiny 

Would Asia not suffer by having western fi- 
nancial markets less involved in resource 
allocation—as Robert Rubin, America’s 
Treasury secretary, and Alan Greenspan, 
chairman of the Federal Reserve, have been 
saying? No. Western financial institutions 
have failed to discriminate correctly 
among both sovereign and private borrow- 
ers. They piled in to fuel a speculative bub- 
ble, and then stampeded out even in the 
face of high risk premiums, cheap assets, 
and current-account surpluses. The eco- 
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economies prior to the crisis suggests that 
Asian governments and their financial in- 
stitutions can allocate resources more effi- 
ciently than that. 

Isn't an AMF by now redundant? Aren't 
the current efforts—some bilateral, some 
involving the existing mutlilateral machin- 
ery—quite adequate? No. The existing ma- 
chinery is based on a “bail-out of basket- 
cases" myth. The AMF approach says that 
Asia is unique in having ample financial 
resources to handle the external financial 
difficulties of its weakest regional mem- 
bers.It calls on Asians to take charge oftheir 
own destiny, and even, in part, to close the 
door to the West. The threat of closure may 
even encourage capital flows back to the re- 
£ion, as western bankers try to retain their 
Asian markets and as portfolio managers, 
now underweight in Asia, seek to restore 
their positions and ride the recovery curve. 

Of course the AMF would compete with 
the 1Mr. But the IMF wants competitition 
for others, and should not be averse to it for 
itself. The only serious losers would be the 
western speculators who extract a risk pre- 





The AMF would save Asia money. At nomic performance of the emerging Asian mium they do not deserve. 
APEC to the rescue 


The Asia-Pacific Economic Co-operation forum will meet in Kuala Lumpur 
on November 17th-18th. Fred Bergsten argues that this grouping of Pacific 
Rim leaders should adopt a concerted plan of macroeconomic stimulus 


NEW approach to policy is urgently 

needed to halt the downward spiral of 
the Asian economic crisis and to provide a 
foundation for renewed growth. The 
centrepiece of that strategy should be a 
Concerted Asian Recovery Programme— 
and this should be launched at this year’s 
summit of the Asia-Pacific Economic Co- 
operation (APEC) forum later this month. 
Such a programme would consist of do- 
mestic expansion through sizeable fiscal 
and monetary stimulus in virtually every 
country in the region, reinforcing and in- 
deed improving the climate for achieving 
essential financial and other structural 
reforms. 

The strategy that countries have ini- 
tially adopted, namely export-led recovery, 
cannot work. The crisis countries rely on 
each other's markets, and that of Japan, for 
half their exports. But all the East Asians are 
in trouble and their imports have plum- 
meted. Japan's rising trade surplus is add- 
ing substantially to the problem rather 
than contributing to a solution. The United 
States cannot be the sole source of import 
expansion because its merchandise trade 
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deficit is likely to approach $400 billion in 
1999 and will trigger protectionist reac- 
tions as soon as domestic unemployment 
starts to rise significantly. 

The alternative approach is to boost de- 
mand within the crisis countries them- 
selves through expansionary domestic pol- 
icies. Fortunately, fiscal stimulus is quite 
feasible because all the countries entered 
the crisis with solid budget positions. Their 
current budget deficits are due primarily to 
the slowdown in growth itself. 

In a number of countries, the fiscal 
stimulus can be financed through domes- 
tic borrowing. In others, it can be financed 
partly from abroad through Japan's new 
credit line of $30 billion and, if necessary, 
activation of the "second lines of defence" 
which the major foreign lenders have 
pledged to the rMr-programme countries. 
The World Bank estimates that every $10 
billion of new foreign funding will support 
additional fiscal stimulus of 1% of GDP in 
these nations. 

Monetary expansion is the second part 
of the equation. Currencies have stabilised 
and inflation is largely under control (ex- 
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cept in Indonesia). Interest rates have al- 
ready come down considerably but further 
cuts are therefore quite feasible as well. 

Several of the crisis countries have be- 
gun to move in these directions. They have 
been hesitant to shift their policy stances 
aggressively, however, for fear of triggering 
invidious comparisons vis-à-vis their 
neighbours and again undermining mar- 
ket confidence. 

A concerted, region-wide adoption of 
the new strategy would effectively counter 
such concerns. If all the countries reduced 
their interest rates together, there would be 
no risk of destabilising flows from one to 
another. If they expanded their budget po- 
sitions in tandem, there would be little fear 
of unfavourable investor comparisons. 

In addition, the simultaneity of na- 
tional actions would greatly enhance the 
likelihood of success. Given the weakness 
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of the regional economy, it is highly un- 
likely that any one country can escape 
through purely national initiatives (as 
France's *dash for growth" failed in 1982 
when the rest of Europe was in recession). 
This would be true even if countries could 
avoid adverse effects on their currencies, as 
Malaysia is attempting through capital 
controls. Every 1%-of-Gpp’s-worth of fiscal 
expansion throughout the region, includ- 
ing China and Japan, would boost growth 
by two percentage points in the crisis coun- 
tries. Concerted regional expansion is 
clearly superior to go-italone 
efforts. 

The details of each country's 

- steps would of course differ. Hence 
the strategy. should: be concerted 
rather than “co-ordinated”. But vir- 
tually every APEC country would 
benefit from participating. The 
parallel nature of the policy shifts 
would minimise the risks and 
maximise the prospects for success- 
ful results. 

The APEC summit would be the 
natural venue to launch the new 
strategy. It will be attended by the 
leaders of every country on the Pa- 
cific Rim. Every crisis country, in- 
cluding Russia, will be present. Ma- 
laysia, the host, is desperately 
seeking domestic expansion and 
should strongly support the effort. 
China is already stimulating do- 
mestic demand and will welcome 
company. A number of the other 
Asians are moving in the proposed 
direction. Mexico and Chile could 
impart valuable lessons from their 
own successful records of response 
to crisis. 

Japan, which accounts for 
three-quarters of the Asian econ- 
omy, could perhaps be persuaded 
by such a regional initiative to en- 
act the large tax cuts and funda- 
mental bank reforms that are re- 
quired to reinvigorate its economy 
and thus the entire region. Unilat- 
eral efforts by the United States 
have made some progress in pro- 
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moting such steps. Joint exercise of peer 


pressure by Japan's Asian neighbours, 
along with the United States and the rest of 
APEC, should be even more effective. Japan, 
as the dominant economy in Asia, should 
indeed be afforded the opportunity to lead 
the initiative. Doing so would enable Japan 
to switch dramatically from intensifying 
the crisis to being a hero in resolving it. 


The American contribution 


The United States could make a major con- 
tribution to the strategy by cutting its own 
interest rates much further. This would en- 
courage capital reflows to the crisis coun- 
tries, reduce their debt burdens and im- 
prove their competitive positions by 
promoting a stronger yen. It would also 
stimulate world growth and help prevent 
further stockmarket declines. 

Domestic conditions are ripe for such 
action by the United States. Short-term in- 
terest rates, adjusted for inflation, are his- 
torically quite high. The Federal Reserve's 
overnight lending rate is still considerably 
above the yield on 30-year Treasury bonds. 
In light of the slowdown in the American 
economy—which is modest so far but looks 
like it will loom larger in the coming half- 


























year—and the continued absence of infla- 
tion, the Fed should cut by at least another 
full percentage point. 

In addition, the United States should 
exert its influence to win the support of the 
IMF for the new strategy. This should not be 
difficult as the MF has already been bless- 
ing, and even encouraging, domestic ex- 
pansion in most of the crisis countries. 
Moreover, renewed growth will sharply im- 
prove the environment for successful 
achievement of the financial and other 
structural reforms that lie at the heart of 
their adjustment programmes. The 
IMF needs to refurbish its own im- 
age, and participation in such a 
promising recovery programme 
would help it do so. 

A Concerted Asian Recovery 
Programme would provide a dra- 
matic centrepiece for APEC's sum- 
mit later this month. It would dem- 
onstrate, as never before, the 
institution's relevance to the cen- 
tral concerns of its members. APEC 
would succeed where the Interna- 
tional Monetary Fund and World 
Bank, at their recent annual meet- 
ings in Washington, failed to pro- 
duce a coherent strategy. 

The arec leaders should agree 
to stimulate domestic demand in 
their economies, through new fis- 
cal and monetary initiatives, by 2% 
of each country's GDP. Growth in 
the crisis countries in 1999 would 
likely be boosted by four percent- 
age points as a result. The required 
external financing of $20 billion is 
readily available from the new Jap- 
anese credits. The details could be 
worked out by the region’s finance 
ministers and their deputies, who 
have been meeting regularly and 
who took several useful steps to re- 
spond to the initial outbreak of the 
crisis a year ago. Such a Concerted 
Asian Recovery Programme offers 
the best prospect for restoring eco- 
nomic growth and thus human 
hope throughout this huge region. 
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Pardoned 


Refusing to vent their anger 
at President Clinton—proba- 
bly because there wasn’t 
much to vent—American 
voters favoured the Demo- 
cratic Party with moderate 
success in the mid-term elec- 
tions. On the basis of a 37% 
turnout—higher among 
blacks and Latinos—the Dem- 
ocrats reduced the Republi- 
cans’ majority in the House of 
Representatives by five seats. 


vt 
In the Senate race, Charles 
Schumer (above) gained New 
York for the Democrats, beat- 
ing incumbent Alfonse 
D'Amato. John Glenn, outgo- 
ing and upwardly mobile 
Democratic senator, looked 
down from the space shuttle 
Discovery to see a Republican 
win in the Ohio seat he used 
to hold. The power balance in 
the Senate remains unaltered, 
with the Republicans 12 votes 
short of the 67 needed for (an 
increasingly unlikely) im- 
peachment. 


In the state races George W. 
Bush easily kept the governor- 
ship in Texas, while his 
brother Jeb won for the Re- 
publicans in Florida. Gray 
Davis ended 16 years of Re- 
publican rule in California. 
And for the Reform Party, a 
former wrestler and talk-show 
host, Jesse "The Body" Ven- 
tura, becomes governor of 
Minnesota. 


Brazil's government, after 
three years’ trying, won lower- 
house backing for a vital pen- 
sion-reform plan. 
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Central America experienced 
its worst natural disaster in 
modern history when Hurri- 
cane Mitch swept through, 
causing massive flooding. At 
least 10,000 people, possibly 
20,000, died. Honduras and 
Nicaragua took the brunt of 
the storm, with 70% of their 
infrastructure destroyed and 
much of their agriculture 
damaged. America promised 
a big air lift. 


Augusto Pinochet, Chile's 
former dictator, remained in 
legal limbo as Britain's House 
of Lords mulled over an ap- 
peal against the quashing of 
his arrest by a lower court. 
Spain's National Court ruled 
that Spain did have jurisdic- 
tion to try General Pinochet. 


In the midst of government 
peace plans, Marxist rebels 
overran the eastern Colom- 
bian town of Mitu. Around 
150 people were killed in the 
fighting before security forces 
regained control. 


Impasse again 


Angered by a Security Coun- 
cil document giving no clear 
limit to oil sanctions, Iraq 
halted all co-operation with 
the UN's arms inspectors until 
sanctions are lifted and the 
chief inspector replaced. The 
council was unanimous in 
condemning Iraq's action but 


| divided on what to do about 


it. President Clinton sent his 


| defence secretary to the Mid- 


dle East. 


I . . * 
| The Palestinians submitted a 


security plan, demanded by 











| 





the Wye accord, to the Ameri- 
cans, who declared it satisfac- 
tory. The Israeli cabinet set 
about ratifying the accord. 


As Iran celebrated the 19th 
anniversary of the takeover of 
the American embassy, Presi- 
dent Muhammad Khatami 
used the occasion to renew 
his message of reconciliation 
with the American people. 
Ayatollah Ali Khamenei, 
Iran's supreme leader, spoke 
out against any thaw. 


Osama bin Laden, a Saudi 
millionaire, and a top aide 
were indicted in a court in 
the United States for the em- 
bassy bombings in Africa and 
with conspiring to kill Ameri- 
cans outside the country. Re- 
wards of up to $5m were of- 
fered for their arrest and 
conviction. 


General Olusegun Obasan- 
jo. who ruled Nigeria for 
three years before stepping 
down voluntarily, and who 
later spent three years in 
prison, said he would stand 
in February's presidential 
election. 


A cautious move 


The Spanish government said 
officials would hold explor- 
atory talks with people close 
to the Basque terrorist group 
ETA. The group, which re- 
cently announced an “indefi- 
nite” ceasefire, said it was 
considering making it 
“definitive”. 


In Russia the government in- 
troduced weak anti-crisis 

laws to parliament and said 
food stocks were low. The 
United States promised aid of 
over 3m tonnes of grain and 
meat. The Duma failed in an 


| attempt to get a health report 


on an absent President 
Yeltsin. 


Greece's Socialist govern- 
ment won a vote of confi- 


| dence over joining Europe's 
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single currency, after rebel- 


| lious Socialist deputies 


backed down. 


The ceasefire in Kosovo con- 
tinued, just, as western en- 
voys tried to broker political 
negotiations between Serbs 
and ethnic Albanians. 


A new left-right coalition 
government was formed in 
Slovakia, under Mikulas 
Dzurinda, a Christian Demo- 
crat. 


Vilis Krishtopans, leader of 
the centrist Latvia’s Way 
party which came second in 
October's general election, 
was nominated to lead a co- 
alition government. 


Asian trials 


Malaysia's sacked finance 
minister, Anwar Ibrahim, 
pleaded not guilty to five 
counts of corruption and to 
five of sodomy as his trial be- 
gan in Kuala Lumpur. The 
streets, though not the court- 
room, remained calm. 


An independent commission 
blamed the military for pro- 
voking riots in Indonesia in 
May and urged the govern- 
ment to investigate former 
President Suharto's son-in- 
law, Prabowo Subianto, for 
his activities at the time. Pub- 
lic criticism of the army grew. 


Pakistan's prime minister, 
Nawaz Sharif, dismissed the 
southern provincial govern- 
ment of Sindh and imposed 
federal rule to crack down on 
violence. 
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Growing trend 





In another round of Euro- 
| pean interest-rate cuts, central 
| banks in Denmark, Spain, 
| Portugal and Sweden shaved 
a quarter-point off interest 
rates; Britain cut by half a 
point. Spain and Portugal are 
| aiming to converge by Janu- 
ary ist on 3.3%, the likely start- 
ing rate for the euro. The Ger- 
man Bundesbank resisted 
political pressure--including 
a visit from Germany's new 
finance minister, Oskar La- 
fontaine—and left its rates 
unchanged. 


British economic growth 
will slow to 1-1.5% next year, 
said Gordon Brown, the 
chancellor of the exchequer, 

| down from a previously fore- 
cast 2%, The budget would be 
allowed to go into deficit as 

| the government sticks to its 

| spending plans. 


| Political leaders and central 
bankers from the Group of 
| Seven rich countries agreed 
| to provide short-term credit 
| lines to developing countries 
| that look likely to run into 
| trouble. At present, IMF cash 
often arrives only when col- 
| lapse looms. The private sec- 
| tor must also help in bail- 
outs, they said. Action could 
come soon, even for Brazil, 
which is now negotiating 
with the IMF. 


| The Dow Jones Industrial 

| Average rose by 9.6% in Octo- 
ber, its best performance for 

| that month since 1982. In To 
| kyo, the Nikkei average shot 
up by 4.1% in one day after 






| Barton Biggs. an influential 

| analyst, raised Japanese equi- 
| ties from 40% to 75% in Mor- 
| gan Stanley's model portfolio, 
| and insisted that "the Japa- 


nese market is truly cheap." 


Regrouping 


Plans for a merger of three 
Norwegian banks, Christi- 
ania, Fokus and state-con- 
trolled Postbanken, could be 
in shreds now that Svenska 
Handelsbanken, Sweden's 
largest bank, has launched a 
hostile bid of NKr5.09 billion 
($690m) for one of the three, 
Fokus Bank. 


| 
| 
| 
| 
| 


Further much-needed con- 
solidation in Germany’s fi- 
nancial sector. An insurer, 
Wiirttembergische, is crossing 
sectors to merge with a build- 
ing society, Wüstenrot, form- 
ing an entity with a market 
capitalisation of DM12 bil- 
lion ($7.2 billion). And Deut- 
sche Bank said it might buy 
all the shares of Brc Bank, a 
retail bank, in a deal that 
could cost it DMs billion. 


| 
| 
| 
| 
i 


The bad news for Germany’s 
third-largest bank: Dresdner 
Bank became the first big Eu- 
ropean bank to slide into the 
red in the third quarter, when 
it declared an operating loss 
of DM56.6m ($34.3m) as trad- 
ing income plummeted. The 
good news: the bank reckons 
its known risks are accounted 
for and the worst is over. Its 
shares rose 2%. 


In an attempt to grab back its 
position as Europe's largest 
derivatives exchange, lost to 
Frankfurt's Eurex earlier in 
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the year, the London Inter- 
national Financial Futures 
and Options Exchange said 
it will fire 6096 of its staff and 
consider alliances—even 
mergers—with other ex- 
changes. LIFFE is due to aban- 
don most of its open-outcry 
trading for the electronic sort 
next summer. The changes 
will halve the exchange's costs 
to around £65m ($108m). 


The abrupt departure from 
Citigroup of its president 
Jamie Dimon, supposedly a 
likely successor to co-chair- 
men Sandy Weill and John 
Reed, hit the share price and 
raised concerns about the 
meshing together of Citicorp 
and Travelers in the world's 
biggest-ever financial-services 
merger. 


Deconstructing 


Shares in Siemens soared af- 
ter the German electronics gi- 
ant announced a DM4 bil- 
lion ($2.4 billion) restruc- 
turing in which it will spin 
off all operations with more 
than DM17 billion in annual 


| sales, including its chip unit. 


The sell-off will cut the 
387,000-strong staff at Sie- 
mens by 60,000. 


Shares also rose in Philips, 
Europe's largest consumer- 
electronics group, after it said 
it would close a third of its 
244 factories worldwide by 
2002. The Dutch group's sale 
of its PolyGram music and 
film unit went ahead, after a 
$10.4 billion bid by Canada's 
Seagram was approved by 
American regulators. 


Daimler-Benz took full con- 
trol of the two-seater Smart 
car that it had developed 
jointly with Swatch by buy- 
ing the Swiss watch maker's 
remaining 19% stake. 


Deutsche Post, Germany's 
state-owned postal service, 
which is vigorously building 
a European network for 
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£233m ($386m) for a 5096 l 
stake in Securicors British — | 
parcels-distribution opera- 
tions. Earlier in the year it 
bought 25% of America’s DHL. | 

| 





Su 





stream Ni 


in Marks and Spen- 








| 
| 
| 
Shares | 
cer slumped by 10% after Brit- | 
ain's leading retailer an- | 
nounced its first declinein — | 
profits in seven years and 
spoke of a *bloodbath" in the 
| 
| 
| 
| 
} 
| 


clothing market. Group pre- 
tax profits in the six months 
to end-September fell by 23% 
to £348m ($575m). This per- 
formance may encourage Sir 
Richard Greenbury to step 
down soon as chief executive. 
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Building a defence 


i 

| 

| 

| Shares in European defence 

| groups jumped as the cre- 

| ation of a European defence | 
| giant seemed suddenly more 
| likely. Merger talks between 

| France's Aerospatiale-Matra, 
British Aerospace and Germa- 
ny's DASA were at an "ad- 
vanced stage", with BAe and 
DASA said to be no longer in- 
sisting on Aerospatiale being 
fully privatised as a precon- 
dition of any merger. 


f 
i 
f 
| 
i 
| 
| 
| 
i 
| 
The European Commission is | 
taking eight £U countries to | 
court over their bilateral air 
deals with America. The com- 
mission wants deals to be ne- 
gotiated by Brussels, because 
it argues that bilateral deals | 
benefit American airlines; | 
which can fly anywherein — | 
Europe, whereas European | 
airlines do not get reciprocal | 
rights in America. | 
| 
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Russia, Moscow 






* clothing; shoes; fabrics 

* Sports wear; trekking equipment 

* perfume and cosmetics; beauty care 

e furnishings for hairdressers and cosmeticians 

* ceramics, glass, crystal & porcelain 

* interior decoration; musical instruments 

* carpeting; lighting 

* heaters; fireplaces; stoves 

* sanitary equipment; household chemicals 

* roller-type and Venetian blinds 

* doors, door knobs; locks 

* pre-fabricated dwelling units for camping; 
saunas 

* green houses 

* food, cigarettes, drinks 


Welcome to the 
International Exhibition! 


At Your Service: 


* well-arranged exhibition space 
* prefabricated stands 
* all kinds of publicity and advertising 


Please address all inquiries to: 


Russia, Moscow 123100, Tel. (007) 095-255 37 32 
Krasnopresneskaya nab. 14 Fax (007) 095-205 60 55 
“Expocentr” E-mail: mezvistGexpocentr.ru 


http://www.expocentr.ru 
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ASIA | PACIFIC 


BY C. L CLEMENTE 


| Intellectual Property: 


zer lorum | The Patent on Prosperity 





A senior pharmaceutical executive 
and expert on patent law argues that 
"protection of intellectual property is 
one of the key factors corporations 
look for when making decisions to 
invest or to transfer technology. 
Every economist and finance. minister 
in the world ‘understands that. foreign 
investment is crucial to a nation’s economic 
growth. What they may not know is what 
factors are foremost in’ the minds. of 
corporate executives when they are deciding 
"whether or not to invest. in a given ‘country, 
or even to make.a new technology available. 


we examine many features of a country’s 
< "business environment. ‘There is one factor, 
however, that we regard’ as 
trong laws to protect intelle 

“A World Bank survey: 







property. 
nternational 


‘showed that Pfizer is not alone in this 
view. What, the executives were asked, 
were the main factors in determining a 
“multi-national corporation’s investment 
decisions? Topping the list, along with tax 
rates, was intellectual property protection. 
So critical are safeguards on. intellectual 
property, the study found, that their 
absence could deter investment in even 
the world's most populous markets. Eight 
in ten executives, for example, said they 
would not permit transfer of their newest 
or best technology to even their own wholly- 
owned subsidiaries in India because of 
weak patent protection. 

I can illustrate my point with a real 
example. Pfizer has decided not to launch 
Viagra, its drug for erectile dysfunction, in 
India, which is one of the largest emerging 
markets that is yet to introduce an effect- 
ive patent law. This decision was taken 
despite a reported strong demand for the 
product in India. Plans for major -invest- 
ment were also shelved. indefinitely. 
Although there are a few other countries 
that don't yet offer such protection, India 
remains more egregious among them in 
infringing rights to intellectual property. 
Asa result, India has sorely lagged behind 
other major Asian markets in. attracting 
foreign investment; China, for instance, is 


When Pfizer's Corporate Manage- - 
ment Committee makes. such decisions, 





Gxectul ion conducted in the early 1990s. 


receiving 55 times the investment going to 
India. In order to join the world economic 
community, India initiated in the early 
1990s a sweeping economic liberalisation 
programme. This has not led to concrete 
measures, such as IP protection, needed 
to draw foreign investment in India’s 
pharmaceutical industry and revitalise its 
healthcare sector. 


One of the most 
. efficacious ways of 
; building a strong 
economy is to insist 
_ on protecting 
intellectual property. 


The World Bank study bears out a 


- fundamental fact of economics that we at 


Pfizer see in action every day. Why does 
Pfizer do business where it does? Simple: 
We do business where we are welcomed. 
It costs.about $500 million and takes years 
to bring a new drug to market. But money 
and time are no guarantee of success. The 
odds of a new drug getting to market are 
one in 5,000. The chances of getting a 
drug to market and making enough 
money to recoup a company’s investment 
in further R&D are even more daunting. 

Pfizer, after all, is less a company of 
physical assets than it is a company of 
knowledge. We are what we know. And we 
want to protect what we know. To discover, 
manufacture, and market vital new drugs, 
we have to know that the fruits of our work 
will be respected as ours. It’s that incentive 
that encourages further risk, research, and 
development. 

A major fallacy that impedes passage 
of strong patent laws is to think that 
intellectual property protection is the 
luxury of already-prosperous economies, a 
reform that emerging markets can put off 
until their economies are stronger. I would 
contend that one of the most efficacious 
ways of building a strong economy is to 
insist on protecting intellectual property. 
Nor, contrary to myth, do strong’ patent 
laws hinder small, regional companies in 


favour of large multinationals. Regional 
companies are the first. to gain from the 
technology transfer, increase in joint 
ventures, and enhanced technical training 
that foreign investment brings. After 
strong intellectual property provisions 
were established by Korea in 1987, for 
instance, the market share of local pharm- 
aceutical firms rose. By 1990, more than 
75 percent of the applications for intel- 
lectual property rights were from local 
innovators. Today, Korea is exporting 
pharmaceutical technology. 

Or consider the case of Mexico, 
which adopted full patent protection in 
1994 and now attracts more than 12 
times the amount of investment India 
receives. Brazil, too, is benefiting from 
its own host of recent market reforms. 
Brazil enacted firm protections for 
intellectual property, and in short order 
Pfizer agreed to commit over $100 million 
to our work in that country, a fraction 
of industry-wide plans to invest some 
$2 billion in Brazil. 

The message from inside corporate 
board rooms is the same as that from the 
world's emerging economies: tough IP 
laws help create vibrant economies. For 
this reason, intellectual property pro- 
tection is one-of the policies that is 
essential to the building of a more stable 
and affluent global order. 

C.L. Clemente is Senior Vice: President for Corporate 
Affairs, and Secretary and Corporate Counsel, of 
Pfizer Inc. This article is an excerpt from a speech Mr. 
Clemente delivered at a conference’ of MERCOSUR 


(Merécado Comin del Sur) earlier this year. 
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PFIZER IS A- RESEARCH BASED, GLOBAL HEALTHCARE’. 
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Knowing your onions in India 


DELHI 


The government nervously faces its first real test of popularity 


ITH just a few weeks to go before 

elections in four states, voters in In- 
dia are thinking about onions. Prices of that 
indispensable ingredient of nearly every 
Indian meal, sometimes including break- 
fast, jumped at least fivefold from last year’s 
levels after unseasonal rains waterlogged 
the crop. In Delhi, the national capital, 
where the shortage is most acute, consum- 
ers have been queuing for hours at 
government-run outlets to buy on- 
ions at subsidised prices. Panic 
buying has hit other commodities, 
too. Potatoes and tomatoes have 
soared in price; because of a poor 
harvest, rice may do the same. 

The fortunes of the national 
government, no less, may hang on 
who gets the blame. The Bharatiya 
Janata Party (BJP), the senior part- 
ner in an unruly dozen-member 
coalition, puts most of the blame 
on nature. Wrong, says the opposi- 
tion Congress party: the govern- 
ment's inept response needlessly 
turned a poor crop into a fully- 
fledged crisis. Its enemies suspect 
that the Byp cares more about the 
interests of traders, the core of its 
electorate, than the welfare of 
consumers. 

Such accusations could not be 
more awkwardly timed for the BJP, 
which faces this month the first 
real test of its popularity since com- 
ing to power in March.On Novem- 
ber 25th, voters in three biggish 
states—Rajasthan, Madhya Pra- 
desh and Delhi—and in one tiny 
one(Mizoram, in the farthest east) will elect 
new assemblies. The prime minister, Atal 
Behari Vajpayee, stoutly denies that the 
vote will be a referendum on his leader- 
ship. Voters “vote for local issues during the 
assembly elections”, he insisted in an inter- 
view with India Today, a weekly magazine. 

But Mr Vajpavee will have a hard time 
wriggling free of the voters’ verdict, if it is 
unfavourable. The three larger states are 
among the few where something like a two- 
party system prevails: voters face an almost 
straightforward choice between the Bjr and 
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Congress, which, though fallen on hard 
times, remains the biggest force in a frag- 
mented opposition. In Delhi and Raja- 
sthan, long-serving BJP governments are ex- 
pected to lose. The party is praying that the 
Indian habit of toppling incumbents will 
bring it to power in Madhya Pradesh, 
where Congress now rules. Yet even if the 
BJP wins there, the loss of Delhi and Raja- 





Politics start here 


sthan would mean overall defeat. 

That would have several consequences, 
none good for Mr Vajpayee. One would be 
to feed the illusion, assiduously promoted 
by Congress supporters, that they represent 
the only serious challenge to the Hindu na- 
tionalism espoused by the pyp. The claim 
will be spurious whatever the election re- 
sult. Support for Congress is patchy across 
India; the party barely figures in several 
states, including the two most populous 
ones, Uttar Pradesh and Bihar. Still, if Con- 
gress does well on November 25th, it will 


get more co-operation from its rivals in na- 
tional opposition. A decisive win would 
also entrench Sonia Gandhi as the party’s 
leader, stifling opposition from those who 
regard her as a foreign-born arriviste who is 
where she is only because she married into 
the Nehru-Gandhi dynasty. 

A rejuvenated Congress might not top- 
ple the government even if it could. Any co- 
alition it leads is bound to be as fractious as 
the Bjr-led one. Far cannier, perhaps, to let 
the Bjr govern feebly for another year or 
two, while Congress bolsters its claim to 
primacy within the opposition. 

How has the pyp come to this pass little 
more than halfa year after taking office? In- 
cessant sniping by its coalition partners is 
one reason. Another is that, while the BJP 
has confounded the direst prophecies of its 
critics, it has fallen short of its sup- 
porters' expectations. 

The opposition and much of 
the outside world had expected the 
BJP to stir up communal tensions. 
But so far it has avoided picking vi- 
olent fights with Muslims and 
other religious minorities. Its at- 
tempts to make Hindutva—Hindu 
culture and customs—the defining 
feature of Indian nationhood have 
been sporadic and half-hearted. In 
October the opposition and some 
of the Bj's allies joined forces to 
snuffout an attempt by the govern- 
ment to inject Sanskrit and Hindu 
scriptures into the curriculum for 
state schools. In economic matters 
the BjP promised swadeshi, self-re- 
liance. Yet its dealings with foreign 
investors have been marked by 
confusion rather than hostility. 
Only in foreign policy has the BJP’s 
nationalism really spread its 
wings. India's nuclear tests last 
May remain the BJP government's 
only distinctive act. 

And that is the trouble. The 
campaign promise that mattered 
most to Indians was not swadeshi 
but suraj, good government, a break with 
the self-absorbed and corrupt governance 
with which Indians are familiar. This the 
BjP has failed to deliver. It has yet to match 
its predecessors' corruption, but neither 
has it challenged special interests that rob 
Indians of the benefits they have a right to 
expect from the state. When the urban af- 
fairs minister, a respected lawyer, tried to 
transfer a senior civil servant, the bureau- 
cracy stopped him. When he suggested 
opening his ministry's files to the public, 
cabinet colleagues told him to wait. The BJP 
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damaged its credentials by trying to re- 
move the independent-minded chief of the 
government's anti-corruption Enforce- 
ment Directorate. 

Where the Bj has ruled longer at state 
level, it has not done much better. In Delhi, 
which it has governed for five years, voters 
still smart from constant power cuts during 
asweltering summer. They feel menaced by 
rising crime, dirty air, and now by spiral- 
ling prices for vegetables. In an 11th-hour 
rescue attempt, Mr Vajpayee sacked the 
city's chief minister and replaced him with 
India's redoubtable information minister, 
Sushma Swaraj, who began checking up on 
absentee police supervisors in a series of 
well-publicised late-night inspections. But 
this is the sort of thing a government 
should doat the beginning of its tenure, not 
at the end. 

The BjP's proudest boast is that India's 
economy has weathered the crisis afflicting 
many developing countries better than 
most. Even pessimists expect GDP to grow 
by 4.5% in the fiscal year ending on March 
31st. But growth does not feel strong. For 
one thing, it is spread among a population 
growing at nearly 2% a year. And it is by- 
passing much of the economy. Industry is 
retrenching, after over-investing during the 
mid-1990s, though there are now glimmers 
of a recovery. Cheap imports from South- 
East Asia have clobbered domestic produc- 
ers of steel and chemicals. Banks are chok- 
ing on bad loans (see page 83). Agriculture, 
which was expected to prop up the rest of 
the economy, is looking feebler after the 
late rains. 

The government seems to realise that 
something is wrong, and that further re- 
form can put it right. Late last month Mr 
Vajpayee and the finance minister, Yash- 
want Sinha, announced schemes to buck 
up the stockmarket and spur investment. 
Some, such as allowing companies to buy 
back their own shares, and letting private- 
sector suppliers provide Internet access, 
will deliver modest but tangible benefits. 

But the more ambitious the promise, 
the vaguer it seemed to be. The government 
wants to let foreign companies go into life 
insurance, which should in time mean ex- 
tra savings that could go, for instance, into 
infrastructure. But the reform could be 
blocked by staunch nationalists in the BJP. 
The government talks of “drastically” cut- 
ting subsidies after the state elections, of 
chopping the fiscal deficit to 3% of GDP, of 
reforming labour laws. This is all vital to In- 
dia’s economic health, but unattainable 
unless the BjP defies special interests and 
parties within its own coalition. 

Real reform will make the party unpop- 
ular with large groups of voters. But at least 
that would be the right sort of unpopular- 
ity. Unfortunately, until now the BjP has 
courted the wrong sort. 
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Malaysia 
On trial 


KUALA LUMPUR 


HE trial is of Anwar Ibrahim, Malay- 

sia's former deputy prime minister and 
finance minister. But in the opening days 
this week it seemed at times that the prime 
minister, Mahathir Mohamad, was on trial 
too. Although Malaysia has sought to retain 
the procedure and decorum of the courts 
that existed when Britain ran the country 
up to independence in 1957, there was a 
certain lack of order in the Kuala Lumpur 
courtroom that would not have been toler- 





Family support 


ated in, say, London's Old Bailey. Mr 
Anwar took full advantage of it. 

During a break in proceedings on No- 
vember 2nd, he turned in the dock to re- 
porters sitting behind him. First he had a go 
at the attorney-general who, he said, had 
acted unprofessionally by announcing 
publicly that Mr Anwar would face more 
charges when this trial was over. Any 
charges should be known, Mr Anwar said. 
“How can l expect a fair trial if the attorney- 
general comes out with an outburst?" 

Next Mr Anwar turned on Dr Mahathir, 
once his mentor, who had sacked his likely 
successor, apparently over differences 
about Malaysia's economic problems. Dr 
Mahathir has alleged that Mr Anwar, when 
finance minister, approved a dodgy rescue 
plan for a Malaysian company. *He was ly- 
ing,” said Mr Anwar. Then hehad a swipeat 
Dr Mahathir's plan to build a costly new of- 
ficial prime-ministerial residence "far big- 
ger than the king's palace." 

Mr Anwar' lawyers also sought to in- 
volve Dr Mahathir. They argued that the 


prime minister and others had prejudiced 
the outcome of the case by publicly com- 
menting on the benefits for Malaysia 
should Mr Anwar be convicted. 

The judge rejected the idea of hauling 
Dr Mahathir before him and accusing him 
of contempt of court. Not, one can guess, 
that the defence lawyers had the faintest 
expectation that this would happen. The 
judge also rejected a request that a number 
of human-rights groups, and a United Na- 
tions representative, be granted observer 
status in the court. The application was an 
insult to the court, he said. It was like saying 
that the court would not be fair. 

Compared with these theatricals, the ac- 
tual proceedings of the case seemed a little 
dull. Mr Anwar faces five charges of corrup- 
tion and five of homosexual sex, a crime in 
Malaysia. This week the prosecution—not 
helped by the admission ofa senior police- 
man that he would lie if his superiors told 
him to—sought to prove Mr Anwar had 
tried to interfere with investigations into 
the sex cases. The trial is likely to last into 
next year. As it goes on, Mr Anwar and his 
supporters are expected to emphasise what 
they say is the politics behind the prosecu- 
tion: as Mr Anwar puts it, a "high-level po- 
litical conspiracy". In other words, Dr Ma- 
hathir was just targeting a potential rival. 

Despite his apparent freedom in the 
courtroom, and his seeming good spirits, 
Mr Anwar is a captive, returned to jail each 
evening. But he appears to have much sup- 
port in the country. A month ago, in 
Merdeka Square, in front of the court, Mr 
Anwar had addressed the biggest dem- 
onstration seen against Dr Mahathir. For 
weeks afterwards, the square has been the 
scene of protests. This week the crowds 
thinned considerably. Large numbers of 
riot police ringed the area and restricted ac- 
cess to the court from dawn. Rain has also 
discouraged large numbers from lingering 
near the police line. The opposition leader 
in parliament, Lim Kit Siang, has accused 
the police of excessive force in breaking up 
demonstrations, and of doing the political 
bidding of their masters. No one doubts 
that there will be more of that talk to come. 





Pakistan 


Silent guns 


KARACHI 


FS the present, at least, the killings have 
stopped in Karachi. There are more cars 
out at night, as drivers have less fear of be- 
ing robbed at gunpoint. Waiters at the big 
hotels walk home at the end of their duties, 
reasonably confident that they will not be 
relieved of their tips. 

Violent crime has for years been a fea- 
ture of Pakistan's biggest commercial city 
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and port. At its centre has been a feud be- 
tween the government's security forces and 
the Muttahida Qaumi Movement (MQM), 
which draws support from those, or now 
their kin, who left India at the time of parti- 
tion in 1947. The MoM seeks political re- 
forms in Karachi and in Pakistan as a 
whole, and denies any link with crime. But 
its murderous feud with authority has 
helped to create a general atmosphere of 
lawlessness, fed by unemployment—which 
is unlikely to ease as long as might-be inves- 
tors see the city as ridden by crime. 

After elections last year, Sindh, the prov- 
ince of which Karachi is the capital, got a 
coalition government formed by the MOM 
and the Muslim League, the party ofthe fed- 
eral government. Peace seemed in prospect. 
There was talk of Altaf Hussain, the MOM's 
leader in exile in London, coming home 
and charges against him being dropped. 
But the violence went on. At least 750 peo- 
ple have been killed in Karachi this year, 
mainly, says the MOM, as a result of attacks 
on itself by a breakaway faction. In October 
Hakim Saeed, a former provincial gover- 
nor, was murdered. The MOM has denied a 


police claim that it was in- 
volved in the murder. “Evi- 
dence” from an MOM suspect 
may well have been obtained 
under torture. The suspect has 
since died. 

The MQM has since 
walked out of the Sindh coali- 
tion, and on October 30th the 
federal prime minister, 
Nawaz Sharif, placed the 
province under direct rule 
from Islamabad. Mushahid 
Hussain, the information 
minister, says the government 
will take “clean, specific, sin- 
gle-minded" action against 
those “involved in terrorism”. 
It aims to arrest between 150 
to 200 people thought to be 
involved in recent crime. 

From London Altaf Hussain offered to 
co-operate with Benazir Bhutto’s Pakistan 
People’s Party to campaign for the restora- 
tion of local rule. The MQM used to regard 
Miss Bhutto as an enemy, blaming her for 
orchestrating earlier attacks on itself. But al- 
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Altaf Hussain seeks a new alliance 


liances change easily in Pakistan. Whether 
this one will happen, and what that might 
do to the crime statistics, time will show. 
Meanwhile, the people of Karachi are grate- 
ful for a lull in the violence, uneasy as it is 
and short-lived as it may prove. 





China 
Survival in the 
big city 


HE special economic zones on China's 

coast are its sensitive outer skin. When 
the outside world goes wrong, China feels 
the pinch first in these experiments in un- 
fettered capitalism. Shantou, a port in the 
southern province of Guangdong, is one 
such sez. It is between Hong Kong and 
Xiamen, the Chinese port closest to Tai- 
wan. Shantou is also the birthplace of 
many overseas Chinese, the diaspora that 
dominates South-East Asia's economies. 
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Yet all their skills have not protected 
Shantou from a downturn probably un- 
matched by any other Chinese city. 

For the past decade or so, its link to the 
overseas Chinese has served Shantou well. 
Li Ka-shing, Hong Kong's richest tycoon, 
built Shantou a university. The $3.7 billion 
sent back by the 6.5m other Shantouese 
abroad transformed, in less than 15 years, a 
sleepy and fading port into a city of sky- 
scrapers and luxury condominiums. Over 
that time the average income of Shantou's 
citizens has grown tenfold. 

The elderly men and women watching 
the world go by on a corner in the remain- 
ing bit of charming old Shantou seem con- 
tent with the change. The money sent back 
by the economic refugees built the factories 
that spared those left behind a lifetime till- 
ing tiny fields in poverty. "Things used to 
be so hard,” says a septuagenarian with a 
face weathered by years in the fields. "Life is 
much better now. Tear all the old part 
down if that is necessary." Sewing elastic 
bands for underwear may not be interest- 
ing work, but it beats scrabbling in ex- 
hausted earth for your next meal. 

Yet the younger people of Shantou, used 
only to galloping growth and reform, are 
worried, and with reason. Demand from 
South-East Asian countries for Chinese 
goods has slumped, and the collapse of 
their currencies has hit exports to other 
markets too, since China has refused to de- 
value its yuan to compete. And the finan- 
cial woes of Chinese businessmen abroad 
mean they are investing less in their home 
town, and even withdrawing much of the 
money they had sent back to Shantou. 


In the first half of this year, Shantou's 
economic growth has been 2%, compared 
with more than 20% over the same period 
last year (and a target of 8% for China as a 
whole this year) Foreign investment has 
been flat, against double-digit growth in 
previous years. In the city's high-tech zone, 
cleared as a site for hoped-for semiconduc- 
tor factories and pharmaceutical plants, 
cows graze amid empty buildings. 

Yet keenly as Shantou is feeling the re- 
gion’s pain, it is still China. It is at a time 
like this that the government remembers it 
still retains some remnants of communist 
economics. Shantou's mayor, Zhou Rifang, 
says the government has tried to compen- 
sate for the downturn by lowering water 
and electricity prices to factories, providing 
low-interest loans at state banks to export- 
ing firms, speeding up tax rebates and re- 
moving some two dozen "unnecessary 
municipal charges". The result is that, 
though exports to South-East Asia have 
fallen by 18%, exports to America and Eu- 
rope have risen by 27%. Mr Zhou hopes that 
by the end of the year exports will have re- 
covered to 3-5% above last year, and invest- 
ment will have grown by 5%: not as good as 
the norm, but hardly recession. 

Indeed, it is hard to travel around 
Shantou and not conclude that, despite the 
usual signs of property-bubble overbuild- 
ing and investment rackets (rows of unfin- 
ished houses and shareholder protests out- 
side the local party headquarters) the city 
will survive in reasonable shape. 

Migrant workers queuing at a comput- 
erised job centre say they are looking for 
higher wages and more interesting work, 
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not just any job. People who a few years ago 
were peasants now work for multination- 
als, live in tidy flats with big-screen televi- 
sions and, like parents everywhere, worry 
about the education of their children. The 
city has bought a Swedish water-treatment 
plant to clean much of its sewage and fac- 
tory effluent; impressive when one remem- 
bers that even Hong Kong's toilets usually 
flush straight out into the bay. Shantou may 
be feeling Asia’s crisis more than other Chi- 
nese cities, but the rest of the region would 
be happy for such modest problems. 





Cambodia 


Only 30 years 


PHNOM PENH 


HERE is good news ofa sort from Cam- 
bodia. A recent conference in Phnom 
Penh was told that instead of it taking 
about 100 years to clear Cambodia of 
landmines, as was previously estimated, 
they may be got rid of in only 20-30 years. 
When United Nations peacekeepers ar- 
rived in Cambodia in the early 1990s, it 
was reckoned that about 10m mines had 
been laid during the years of conflict in- 
volving the Khmers Rouges, the Phnom 
Penh government and Vietnam. The num- 
ber remaining is now thought to be 5m-6m. 
Mine casualties have fallen from about 500 
to 150 cases a month. Even so, one Cambo- 
dian in 250 has lost a limb to a mine. 
Japan has contributed $300,000 to- 
wards the cost of training people to lift 
mines and to help victims. Many recruits 
are former soldiers and guerrillas who laid 
the mines in the first place. As well as clear- 
ing mines, the Cambodia Mine Action 
Centre, which co-ordinates the landmines 
operation, has been getting local people to 
help mark danger areas. The best way to re- 
duce casualties is to stop people treading 
on mines. However poor you are, villagers 
are being told, it is not worth the risk to go 
foraging in the uncleared forests for food. 











China, the Dalai, and talk of a deal 


BEUING 


N THE biting spring of 1959 the 24- 

year-old Dalai Lama fled Tibet for In- 
dia, following a doomed rebellion 
against Chinese Communist rule. Might 
he be about to return for the first time, if 
not to Tibet, then at least to China? The 
Chinese government publicly denies the 
possibility. The Dalai is still, officially, *a 
national splittist with a religious over- 
coat"; his nine-day trip to the United 
States, which began on November sth, 
and the "international clamours" it is 
generating, provide further proof of his 
“insincerity”, it is said in Beijing. Yet dur- 
ing his stay in America the Dalai Lama is 
expected to lay out concessions to China 
on such a scale that he might be invited 
back: first to visit Wutaishan, a moun- 
tain in Shanxi province sacred to Bud- 
dhists; and later, maybe, Tibet itself. 

It might seem odd, given its rhetoric, 
for the Chinese government even to 
think of a deal with the Dalai Lama. The 
monasteries’ political, even their reli- 
£ious, influence in Tibet has largely been 
broken. Over 600 of its bravest national- 
ists, mainly monks and nuns, are in jail. 
Chinese rule is sustained by a huge Chi- 
nese garrison and the policemen’s cattle- 
prods. Beside these, there has been an in- 
rush of ethnic Chinese, riding a wave of 
central-government money and helping 
to turn Lhasa, the once splendid—if also 
squalid—capital, into just another drab 
Chinese city of socialist blocks. 

Communist hardliners argue that 
the "Tibet question" can be solved with 
more dollops of repression combined 
with more Chinese immigration and 
economic development. President Jiang 
Zemin, however, seems to have been per- 
suaded that this combination has not 
dimmed nationalist ardour in Tibet—in- 
deed, has aggravated it. Certainly, the Da- 
lai Lama still inspires reverence amongst 
the 2.4m Tibetans. Besides, Tibet is an ir- 
ritation in China’s foreign relations, no- 
tably with the United States. 

It is odder, perhaps, that the Dalai 
should wish to offer a deal. His bravely 
misnamed government-in-exile in Dha- 
ramsala, India, has called for indepen- 
dence: not just for “political Tibet” (what 
the Beijing authorities curiously call the 
Tibet Autonomous Region), but for 
“greater Tibet”, including ethnic-Tibetan 
regions of neighbouring provinces. Yet 
in his last big policy pronouncement, in 
Strasbourg ten years ago, the Dalai him- 
self offered a compromise. He asked for 
proper autonomy in domestic affairs, 
with constitutional protection of liber- 





Future prospects 


ties and a democratically elected chief 
executive. This enraged the Chinese,who | 
were being asked to grant Tibet—and 
parts of surrounding provinces—greater 
independence than was to be offered to 
Hong Kong. They accused the Dalai 
Lama of bad faith. But the more they 
have seethed, the more his twinkling 
charm has won over world opinion. 

Little good it has done Tibetans in 
their homeland, though. So the Dalai 
Lama, who is getting on in years, may | 
now feel he must salvage what he can for 
Tibet. What accommodations might he 
offer? He would have to acknowledge | 
China's full sovereignty over Tibet and— 
Mr Jiang's new insistence—over Taiwan. | 
He would probably eventually have to | 
give up claims to speak for all of greater 
Tibet. He would also have to abandon 
hopes of anything other than direct 
Communist rule for “political” Tibet. 

In return, Beijing might allow Ti- 
betan religion and culture to flourish 
more readily—even to accept Tibetan as 
the, or a, language of government. They 
might agree to place Tibetans at the head 
of party and government. (The all-power- 
ful party secretary is invariably an ethnic 
Chinese, and the current hardliner is no- 
toriously against all things Tibetan.) 
They might even agree to send home 
many ofthe ethnic-Chinese colonists. 

None of these modest aims is as- | 
sured. Both sides deeply distrust each | 
other, and past moves toward rap- | 
prochement have come to nothing. Be- 
sides, any concessions at all from the Da- 
lai Lama will be certain to lead to deep 
divisions among the exiled Tibetans. On 
the other hand, this may be his own and 
his country’s last chance to preservewhat | 
is left of its uniqueness. | 
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A tiger by the tail 


WASHINGTON, DC 


Congress may want to drop impeachment, but it can’t 


ILL CLINTON is smiling again, and 

who can blame him? Against the poll- 
sters’ odds, against even the instincts of his 
closest supporters, his Democrats in the 
November 3rd elections managed to main- 
tain their numbers in the Senate; win five 
extra seats in the House of Representatives; 
and roll back the Republican tide in the 
South by winning the governorships of Ala- 
bama and South Carolina. No wonder, af- 
ter months of scandal and inquisition— 
first into campaign finance and then into 
the president's sexual antics—the Demo- 
crats are celebrating. It is the first time since 
1934 that the party in the White House has 
gained House seats in a mid-term election. 
Moreover, part of the success (not least the 
turnout of black voters) was because of Pres- 
ident Clinton rather than despite him. 

So for once it is the Republicans’ turn to 
“spin” their way out of discomfiting news. 
They note, for example, that 75% of Ameri- 
cans still live under the wise guidance of 
Republican governors; that they have kept 
control of the House for three consecutive 
elections (a feat last achieved 70 years ago); 
and that the slight ebbing of the Republi- 
can tide is hardly surprising given how 
fiercely it flowed in 1994. All of which is 
true. But it does not alter the fact that Bill 
Clinton has had a very good week and his 
critics, especially the Christian right of the 
Republican Party, a rather bad one. 

The question is whether the president's 
good times will last, or whether his sexual 
escapades and alleged perjury will still 
damn his presidency, this week’s euphoria 
notwithstanding, with impeachment, res- 
ignation or some form of public humilia- 
tion. On the morning of the election Mr 
Clinton implicitly rebuked those viewing it 
as a referendum on his potential impeach- 
ment, by declaring that the vote should be 
“a referendum on all the hopes of the 
American people for the future and their 
assessment of the present condition”. 

The rebuke was disingenuous. If the Re- 
publicans had met their pollsters’ more 
generous predictions (at one time these in- 
cluded House gains of a score or more seats 
and the five seats in the Senate needed to 
produce a filibuster-proof majority), they 
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would clearly have portrayed victory as the 
people's permission to drive the president 
from office. By contrast, the Democrats will 
now portray the Republicans' failure as 
proof that impeachment would both ex- 
ceed and offend the people's will. After all, 
59% of voters in an election-day exit poll by 
Voter News Service said "Clinton was not a 
factor" in their vote, 61% said they disap- 
proved “of the way the Republicans in 
Congress have handled the Clinton- 
Lewinsky matter", and 57% said Congress 
should “drop” its impeachment hearings. 

But that is something more easily 
wished by the public than achieved by 
Congress. As one Democrat wryly com- 
ments, the impeachment inquiry has be- 
come for Washington’s politicians “like 
holding a tiger by the tail—you can’t hang 
on and you can’t let go.” 

For one thing, sentiment in the outgo- 
ing House was overwhelmingly in favour 
of some sort of inquiry. Although Republi- 
cans, voting last month to launch impeach- 
ment proceedings, ignored the Democrats’ 
wish to limit both the scope and time of the 
inquiry, only five Democrats voted not to 
hold any inquiry at all. For another, the bal- 
ance of power on the Judiciary Committee, 
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which will conduct the inquiry, will re- 
main the same in the next Congress, begin- 
ning in January, as in the present one. And, 
for a third, some Republicans will argue 
that they did relatively badly on Tuesday 
because they had been too soft with Mr 
Clinton (ceding ground to him over the 
budget, for example)—an argument which 
implies they should now emphasise and 
punish the president's failings. 

Must MrClinton's euphoria, then, inev- 
itably become despair once the Judiciary 
Committee reconvenes? (Expert testimony 
will be given on November 9th to a sub- 
committee on "the background and his- 
tory of impeachment.”) Not immediately, 
one would think. After all, one of the wit- 
nesses will be a distinguished historian, Ar- 
thurSchlesinger, one of 400 historians who 
last week jointly declared that Mr Clinton's 
behaviour did not amount to an impeach- 
able offence—a view echoed by Peter Ro- 
dino, the former Democratic congressman 
who in 1974 supervised the impeachment 
proceedings against Richard Nixon. Sig- 
nificantly, the present Republican chair- 
man of the Judiciary Committee, Henry 
Hyde, has repeatedly hailed Mr Rodino 
and his committee as role models. 

All of which persuades some optimists 
to see the respected Mr Hyde as the presi- 
dent's potential saviour. He has already 
whittled the 11 grounds of impeachment 
recommended by the independent coun- 
sel, Kenneth Starr, and later expanded to 15 
by the Republicans’ investigative counsel, 
down to three “core” issues of lying under 
oath, obstruction of justice and witness- 
tampering. His stated goal is to finish his 
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inquiry by the end of this year. Add this 
streamlined process to the message from 
the voters (and this week’s near-confirma- 
tion that the revered Thomas Jefferson was 
a dissembling fornicator), and perhaps the 
president will wriggle free from his trou- 
bles sooner rather than later. 

Or perhaps not. Even in the best of cir- 
cumstances Mr Hyde's deadline may not 
be realistic (will the committee have long 
enough between now and Christmas to ac- 
commodate 37 long-winded politicians, 
even if Mr Hyde sticks to his post-election 
musing and calls as witnesses only Mr Starr 
himself and an expert on testimony under 
oath?). Moreover, it is constitutionally un- 
clear what influence—if any—the commit- 
tee could apply to the House that will sit in 
January. 

But the worst risk for Mr Clinton may 
be his own combination of optimism and 
stubbornness. He has long been convinced 
that, if the House votes to impeach, there 
will never be 67 senators willing to find 
him guilty and so end his presidency. But 


his realistic advisers say that, since the 
House may nonetheless feel impelled to 
impeach, his best solution will be some sort 
of “plea bargain": a willingness (there is no 
compulsion in the constitution) to accept 
Congress's censure, and possibly pay a fine. 

That was good advice before this week's 
election, and it remains good afterwards. If 
Houdini has any illusions, he should re- 
member that the entanglements of the 
Paula Jones case have yet to be swept aside. 
(As an inducement to leave the stage, Mrs 
Jones has accepted—but may now return— 
a $1m cheque from Abe Hirschfeld, a prop- 
erty developer who has 123 counts of tax- 
evasion pending, and in any case she wants 
another $1m from the president) He 
should remember, too, that yet another in- 
dependent counsel may soon be ap- 
pointed, this time to look into the Demo- 
crats’ financing of their 1996 campaign and 
with a remit that includes Vice-President Al 
Gore as well as the president himself. This 
week's victory should be savoured, but not 
exaggerated. 





Referendums 


The people get it right, on the whole 


WASHINGTON, DC 


N ALASKA they banned billboards. In 
Arizona they banned cock-fighting. In 
Oregon they dumped the ballot box in fa- 
vour of voting by post. Exactly 100 years af- 
ter South Dakota became the first state to 
allow citizen-initiated referendums, Amer- 
icans voted on 61 such measures this week, 
as well as on another 174 issues put on the 
ballot by state legislatures. And, much as in 
the congressional and gubernatorial elec- 
tions, liberals had a surprisingly good year. 
To be sure, some referendums had 
nothing to do with ideology: the noisiest 
contest pitted Las Vegas gambling interests 
against Indian tribes in southern Califor- 
nia intent on installing slot machines on 
their land (the tribes won the right to do 
this) In Missouri, another ballot initiative 
opened the way for extra, gaudier river-boat 
gambling. In San Diego and Denver, voters 
smiled upon proposals to build new sports 
stadiums. But, in contests that roughly fit- 
ted an ideological pattern, liberals had the 
edge (see table). 

Trade unions did especially nicely. 
Back in June, they pulled off a surprise vic- 
tory against a Californian measure that 
would have impeded their freedom to ex- 
tract political dues from members. After 
that setback, conservatives withdrew 
union-dues initiatives in Nevada and Col- 
orado; and this week the one similar mea- 
sure that was not withdrawn, Oregon's, 
went down to defeat. Voters in the state of 
Washington overwhelmingly approved an 
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increase in the minimum wage, which will 
henceforth be indexed to inflation. 

Other liberal-leaning groups also did 
respectably. Environmentalists got four out 
of seven initiatives passed, though the most 
ambitious, a clean-air plan in California, 
was frustrated. Animal-rights activists 
scored four out of six, protecting horses 
from butchers in California and bears from 
baiters in Missouri, as well as ending cock- 
fights in Missouri and Arizona. Campaign 
cleansers passed public-financing mea- 
sures in Arizona and Massachusetts, as well 
as a measure requiring faster disclosure of 
political donations in Oregon; they also 
fended off an attempt to overturn cam- 
paign-finance reform in Montana. And 


The hot ics 
Citizen-initiated referendums 


Liberal issues Number Passed 
Drug liberalisation 7 
Environment 

Animal rights 

Campaign finance 

Conservative issues 

Anti-taxes 7 

Term limits 4 

Abortion 3 

Anti-racial preference 1 


Others 22 10 
Source: The Initiative & Referendum Instituto 
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drug liberalisers, fighting against anti-drug 
warriors in both parties, had a field day. 
Initiatives allowing the medical use of mar- 
ijuana passed in seven out of seven states, 
though in two of these the vote does not 
count for technical reasons. 

The most striking conservative victory 
came in the state of Washington, which 
passed, by a surprisingly high 59%, an ini- 
tiative to end racial preferences in govern- 
ment hiring and contracting. This measure 
had been opposed by a well-financed No 
campaign, backed by Boeing, Microsoft 
and the state's other big companies. But, de- 
spite its money disadvantage, the anti-pref- 
erence side won, just as it had done two 
years earlier in California. This may en- 
courage some Republicans to attack affir- 
mative action in the 2000 campaign. 

The religious right, which fared poorly 
in the congressional elections, suffered a 
setback in two referendums as well: initia- 
tives outlawing partial-birth abortion 
failed in Colorado and Washington, 
though Colorado voters did approve a sep- 
arate measure requiring parental notifica- 
tion in the case of minors seeking abor- 
tions. And the tax-cutting wing of the 
Republican party also suffered setbacks. Of 
seven anti-tax referendums, only three 
passed, two of them in Montana. The only 
real boost for tax-cutters came in Massachu- 
setts, where a proposal to cut state income 
taxes passed by a stonking 82%. 

Dane Waters of the Initiative & Referen- 
dum Institute, a non-partisan outfit, calcu- 
lates that around 60% of initiatives passed 
this year, a higher proportion than before. 
Still, America’s direct democracy has prob- 
lems. For one thing, the number of citizen- 
initiatives on the ballot, 61, represents a 
sharp decline from the peak of 102 in 1994. 
For another, the critics of initiatives are 
seeking to overturn their outcomes. 

A growing number of successful initia- 
tives face court challenges; and sometimes 
their results are overturned by state legisla- 
tors. The medical-marijuana initiative that 
passed in Arizona, for example, actually 
passed the first time two years ago, but the 
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legislature undid it. The proponents of ini- 
tiatives are therefore comforted by the news 
that, this week, Arizonans also passed a 
measure that will prevent both legislature 
and governor from countermanding future 
referendums. In Mississippi, Missouri and 
Wyoming, on the other hand, voters backed 
measures making it harder to put initia- 
tives on the ballot. Mr Waters regrets this. 
But, as he is the first to say, the will of the 


people must be respected. 





Presidential indiscretion 
It started early 


RICHMOND, VIRGINIA 


HE timing, for Clintonites, could not 
have been better. An article in the new 
issue of Nature magazine makes it pretty 
clear that Thomas Jefferson, America’s 
_ third president, did indeed sire at least one 
child by a slave he owned, Sally Hemings. 
The article, by Eugene Foster, a former pro- 
fessor of pathology at the University of Vir- 
ginia, is accompanied by an essay from the 
pen of Joseph Ellis, of Mount Holyoke Col- 
lege in Massachusetts, which duly makes 
the contemporary point: “Our heroes—and 
especially presidents—are not gods or 
saints, but flesh-and-blood humans.” 

There are technical similarities, too. Mr 
Foster used DNA analysis to uncover Jeffer- 
son's indiscretion. So did Kenneth Starr, to 
establish theorigin (William Jefferson Clin- 
ton) of a suspicious stain on Monica 
Lewinsky's blue dress. Mr Foster's detective 
work was harder, however. Because much 
of the genetic material involved in DNA 
analysis changes over time, he concen- 
trated on the v chromosome, which passes 
almost unchanged from father to son. 

He got blood samples from 19 male de- 
scendants of the Hemings and Jefferson 
families. Tests of these by a geneticist at Ox- 
ford University, Christopher Tyler-Smith, 
revealed a link based on the v chromosome 
between one of five male descendants of 
Field Jefferson, the president's uncle, and 
the descendants of Eston Hemings, who 
was born to Sally Hemings in 1808. Eston, 
who became a skilled carpenter, had Jeffer- 
son-like red hair and freckles. Jefferson, 65 
and a widower, was then in the third year 
of his second term as president. Hemings 
was 35. In a further complication, Hemings 
was half-sister to Jefferson’s wife, Martha, 
both women having been fathered by the 
same plantation owner. 

It is not the first time the Hemings 
charge has been laid at Jefferson’s door. In 
1802, a journalist wrote in the Richmond 
Recorder that Jefferson “kept, as his concu- 
bine, one of his own slaves,” and that “by 
this wench Sally our president has had sev- 
eral children.” But then too presidents were 
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UNITED STATES 


Did money talk? Is water wet? 


WASHINGTON, OC 


| Win an estimated spending total 
of $1 billion, the 1998 election cy- 
cle has turned out to be the most expen- 
sive in America’s history. More impor- 
tant, however, is the way this staggering 
amount translated into electoral success 
on November 3rd. According to the Cen- 
tre for Responsive Politics in Washing- 
ton, the candidate who outspent his op- 
ponent emerged victorious in 95% of 
House races and 94% of Senate races. In 
more than 60% of House districts, the 
winner outspent the loser by 10 to 1. 
Since these spending figures are 
based on the campaign money that is 
regulated by the Federal Election Com- 
mission (FEC), they ignore the unregu- 
| lated millions of dollars spent by interest 
groups and political parties in support 
of individual candidates—so-called 
"soft money". This spending often 
makes the greatest difference on election 
day. Kathleen Hall Jamieson of the Uni- 
versity of Pennsylvania estimates that as 
much as $345m may have been spent 
this year by interest groups attempting to 
sway voters. The group with the greatest 
return on investment was probably the 
pro-environment Sierra Club, which 
pumped money into the election efforts 
of 23 congressional candidates and won 
19 of the races. 

For advocates of campaign reform, 
the elections did provide scattered rays 
of hope. Senator Russell Feingold of Wis- 
consin, who staked his future as a cam- 
paign-finance crusader on a refusal to ac- 
cept soft money, defeated an opponent 
flush with dollars from the national Re- 


nimble-tongued in appearing to deny such 
accusations. Jefferson said that his enemies 
“have opened all their sluices of calumny.” 

Mr Foster says he embarked on his pro- 
ject with “no preconceived notions” but 
“thought at least we might contribute 
something to the discourse.” He acknowl- 
edges that in theory another Jefferson could 
have been ancestor to a male descendant of 
Eston Hemings, “but in the absence of his- 
torical evidence to support such possibil- 
ities we consider them to be unlikely.” 

In public, Jefferson strongly opposed 
the mixing of races. A number of younger 
historians, some of them black, had ac- 
cepted that despite this he did sleep with 
Hemings. But to many of Jefferson's admir- 
ers the idea ofthis liaison is deeply dismay- 
ing. Annette Gordon-Reed of New York 
Law School, the author of a book on the Jef- 
ferson-Hemings relationship, said that Jef- 
ferson “would never have become an icon" 





publican Party. In New York, Senator 
Alfonse D'Amato lost despite a hefty in- 
fusion of funds from Wall Street, which 
wanted him to push through banking re- 
form in his post as chairman of the Sen- 
ate Banking Committee. Massachusetts 
and Arizona passed referendums that 
will provide public financing for candi- 
dates in future elections who agree to ac- 
cept limits on private fund-raising. 

And finally there is Jesse "The Body" 
Ventura, a former wrestler who beat two 
established politicians to win the gover- 
nor’s race in Minnesota. Under the Re- 
form Party banner, Mr Ventura refused 
any campaign contributions exceeding 
$50 and spent only a paltry sum during 
the campaign. A veteran of the image-ob- 
sessed, television-driven world of profes- 
sional wrestling, Mr Ventura now seems 
right at home in American politics. 


1 "^ 


Now governor of Minnesota 











to Americans of his time had the country 
known of the affair. Mr Ellis, author of the 
essay in Nature, has himself called the ac- 
cusation a “tin can tied to Jefferson’s 
reputation”. 

To the children of Hemings, though, 
none of this would have been a surprise. 
The Hemings family moved from Virginia 
to Ohio and later to Wisconsin, and took 
the story with them. Another of Hemings's 
sons, who was called Madison, told an 
Ohio newspaper in 1873 that his mother 
was Mr Jefferson’s lover. He was dismissed 
as an “old illiterate black guy”, says Paul 
Finkleman, of the University of Akron in 
Ohio. Nevertheless, the belief persisted. 
John Jefferson of Norrisville, Pennsylvania, 
a presumed descendant of Eston and pro- 
vider of one of the blood samples on which 
the Nature article is based, says: “I’ve 
known it practically all my life.” 
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ALIFORNIA likes to think of itself as a harbinger of the fu- 
ture, as the state that comes up with all the best new ideas, 
from cutting taxes to legalising marijuana. And yet on Novem- 
ber 3rd it elected two of the most backward-looking Democrats 
in the business. Barbara Boxer, who survived an at first powerful 
challenge from Matt Fong to keep her Senate seat, is an unrecon- 
structed liberal, a devotee of high dudgeon and big spending. 
| Gray Davis, the new governor, is a man who has spent his entire 
adult life in politics, starting as Jerry Brown's chief of staffa quar- 
ter of a century ago, but is much better known for his insistent 
campaigning than for anything he has done while in power. Is 
the harbinger of new ideas becoming a museum of lost causes? 

To be fair, as the first Demo- 
cratic governor of California for 
16 years, Mr Davis does signal 
change of a sort. (His jubilant han- 
dlers have even taken to compar- 
ing this John Majorish figure to 
Tony Blair, on the ground that 
they both put an end to years of 
| conservative rule) But Mr Davis 
campaigned as an insider who 
| would protect Californians from 
| wrenching change. And he suc- 
| ceeded because of his mastery of a 
| very traditional form of politics: 
stitching together a coalition of 
vested interests that stretches all 
the way from the teachers' unions 
to the trial lawyers. 

Mr Davis is not just a machine 
politician: he is himselfa political 
machine, whose chief function in 
| life is to run for office. Earlier this 
| year a legal ruling that set a limit 
| on campaign contributions 
threatened to cripple his campaign. He kept running. During the 
primary two richer and more exciting candidates pushed him 
into third place. He kept running. His every action, from drop- 
ping in on bar mitzvahs to attending American Legion blow- 
outs, is designed to harvest votes; and his every opinion, from 
supporting the death penalty to remaining neutral on race-or- 
| gender-based job appointments, is designed to deter Republi- 
| can barbs. “I have nothing against white males. They're fine peo- 
| ple,” he says, when asked about racial diversity. “Singapore is a 
| good starting point,” he argues, when quizzed about crime. 

In the past eight years the outgoing governor, Pete Wilson, 
perfected the use of highly charged issues—notably immigration 
and the death penalty—to drive a wedge between Democratic 
enthusiasts and the rest of the population. This year it has been 
| the Democrats who have done the wedging. A blitz of attack ads 
branded the Republicans as friends of assault rifles, health- 
maintenance organisations and big tobacco, and enemies of 
public schools, the environment and abortion choice. 

This might not be decisive if newspapers and television took 
an intelligent interest in politics. But in a state where the news is 
dominated by car chases and weather reports, the voters have 
little choice but to learn their politics from campaign ads. The 
result is that the Democrats not only managed to persuade a 
great many floating voters; they also succeeded in exposing ten- 
| sions among the Republican faithful, perhaps a quarter of 
whom are unhappy with the southern-fried conservatism that 


Glad to be Gray 











remains so prevalent in the national party. 

But the Democrats’ trump card was to present themselves as 
the embodiment of the status quo at a time when the Califor- 
nian economy is booming. Mr Davis hit on the idea of treating 
his dullness as a strength during the Democratic primary, when 
Al Checchi spent $40m selling radical reform but the voters, 
smug in their sports-utility vehicles, opted for Mr Davis and his 
“experience that money can’t buy”. He then went on to give the 
impression that he has been shaping the state’s politics for the 
past 16 years, while his Republican opponent, Dan Lungren 
(who, as state attorney-general, actually held a more responsible 
job), was holed up in a desert hideaway, dreaming up ways of 
getting people to buy even more 
assault rifles. 

Is California the model for a 
new American show of fashion— 
moderation chic? There is cer- 
tainly an immoderate amount of 
moderation around in the coun- 
try these days. The Democrats 
have turned themselves into the 
party of suburban complacency, 
against welfare handouts but in 
favour of middle-class safety nets. 
The Republicans’ leaders in Con- 
gress ditched plans for an ambi- 
tious tax cut, fearful that they 
would be accused of raiding So- 
cial Security. Jeb Bush, who lost 
the Florida governors race four 
years ago, won this time with a 
much more middling agenda. 

Yet a glance at California's 
economy suggests that the Davis- 
Boxer sort of moderation is un- 
likely to have the staying-power 
here that Reaganism had. Mr Davis and Ms Boxer both have 
their roots in the world of big labour and officious government. 
(Mr Davis is close to Bill Lerach, a trial lawyer who inspired a 
proposition that would have made it easier for shareholders to 
sue companies for “poor performance") But California is a hot- 
bed of entrepreneurialism, a state where 95% of businesses em- 
ploy fewer than 50 people and where the two most successful 
industries, films and computers, are bywords for flexibility. For 
the past 16 years businessmen have been able to rely on a Repub- 
lican governor to veto anti-business legislation. With the Demo- 
crats now running the governorship as well as the legislature, 
such legislation will go through on the nod. Sooner or later, a lot 
of Californians will rebel against this. 

“Sooner or later", though, is cold comfort for Republicans. 
The Democrats’ control of this vast state sends a loud message to 
the rest of the country. The message could get louder in the presi- 
dential-election year of 2000, when California will hold its can- 
didate-choosing primary much earlier in the process than it 
used to, and when the state redraws its electoral map in the light 
of the next census. (Mr Davis's victory could mean as many as six 
extra seats for the Democrats in Congress.) There is one Demo- 
crat in particular who should be heartened by Gray Davis's tri- 
umph in California. If being bland and boring is no bartier to 
becoming governor of the country's wackiest state, perhaps it 
need not prevent Vice-President Al Gore taking over from Bill 
Clinton to become president of the whole country. 
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REPUBLICANS AND DEMOCRATS 


Out of shambles, strength? 


_ Against expectations, America’s two main parties will eventually emerge from 
_ the mid-term elections more united, rather than less 


_ VT WAS far from a landslide, as numbers 
A went; but; politically, it was stunning. 
. With something resembling defiance, 
z America’s voters returned on November 
* 3rd a Congress containing five more Dem- 
/; oeratic members of the House and exactly 
the same balance as before between the 
.. parties in the Senate. With a Democratic 
_ president, in his sixth year in office, facing 
| impeachment by a. Republican Congress, 
“this was not supposed to happen; But even 
the Republicans richly financed efforts in 
the last week of the campaign to whip up 
contempt for Mr Clinton fell flat. The vot- 
ers sent a message, through his party, that 

~ they liked him and wanted him to stay. 
Assessing what this means for Mr Clin- 
ton is easy: it buoys him up remarkably. 
What it means for his party is less clear. 
Across the country, candidates and voters 
did their best in the campaign to blur or 
ignore party labels. In New York, Charles 
Schumer won a Senate seat as a pro-death- 
penalty Democrat. In Florida, Jeb Bush 
won the governorship as a Republican 
reaching out to the poor. Everywhere, Re- 
publicans were billed as “moderate” (read: 
pro-abortion-choice) and Democrats as 
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“conservative” (read: not for high taxes). 
Growing numbers of voters, especially in 
outdoorsy and heavily forested states, pro- 
claimed that they were independent. 

At the end of the day, too, relatively few 
people—about 37% of registered voters, 
much the same as in 1994—actually voted. 
The reasons for this apathy were short- 
term, in part. Americans in 1998 are satis- 
fied and prosperous: the savings ratio is 
now negative for the first time in a genera- 
tion, and third-quarter growth, at an 
annualised 3.3%, is still comfortably robust. 
Other factors, however, are much longer- 
term. Party affiliation has always been 
more tenuous in America than in Europe. 
The clash of ideologies is not much appreci- 
ated, still less the political log-jams that go 
with it. Most voters do not want partisan- 
ship: they want politicians who keep taxes 
low, make the streets safe and get things 
done. In short, to most people, party hardly 
matters any more. 

Yet there is decidedly nothing to replace 
the two-party hegemony of Democrats and 
Republicans. Except in states like Maine, 
where the Independent governor, Angus 
King, won thunderous re-election, or Min- 





































nesota, where a hulking pro-wrestler, Jesse. 
"The Body" Ventura, won the governors: 
race as a candidate vaguely attached to Ross 
Perot's Reform Party, there are no other par- 
ties remotely in prospect. Even if there ^ 
were, they would have no money unless 
their founders bankrolled them privately. 
Anti-party mischief plays well on the hus 
tings for all the reasons given above; butal- < 
most all candidates, whatever their preten- 
sions, must be wired to a party money-.. 
machine like patients to a drip-feed. ` 
As everyone now knows, the raising of 
such money in the 1996 elections took the | 
party committees down some shady back- 
alleys. But distaste only goes so far. Those 
who try to rip out their money-dispensing 
tubes, as the Democratic Senate incum- 
bent, Russ Feingold, did in Wisconsin, are. 
brave and lonely figures.(Mr Feingold won, 
but by the skin ofhis teeth.) Few candidates: 
dare either to turn down the funds or to it- 
ritate the party establishment. It is the 
strength of these money-machines, above 
everything, that ensures that campaign-fi- 
nance reform is thrown out again and. 
again in Congress, which in turn ensures 
that the two main parties will keep their 
grip on American political life. A 
The party system in itself has virtues; in: 
modern America, it is always to be. pre- 
ferred to the alternative, which is the inher- 
ently selfish pushing of policies by lobby- 
ists and singlée-issue groups. Yet the parties: 
that approached the mid-term elections — 
were demonstrably ina shambles, dis- 
united and contributing very little to the. 
progress or governance of the country. 
Hence the widespread public indifference. 
What is interesting is that, as a result ofthe 
elections, both the shambles and the indif 
ference may now start to change. 


The relieved Democrats E 
Start, inevitably, with the Democrats 
whose despair of a few weeks ago has now. 
been transformed into delight. Going into 
the elections the party was adrift, afraid to — 
embrace the tainted president but equally _ 
afraid to condemn him. Now, suddenly, it 
knows which way to go; it can treat Bill 
Clinton as an asset again. 

This warm re-embrace is crucial and 
not just because. he is the president. Mr 
Clinton is the most talented politician the 
party has (a man who, even this autumn, 
could still outflank the Republicans to get 
the budget he wanted), and its only vision- 
ary. For six years now—indeed for closer to 
ten, if one counts Mr Clinton's reforming 
work at the Democratic Leadership Coun- 
cil—the party has come to depend on his 
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The men who matter: Al Gore, George Bush, Jeb Bush, Dick Gephardt. 


ideas of what it should be: in short, a party 
unafraid to befriend business, support free 
trade and begin to snip the apron-strings of 
the nanny-state. 

MrClinton does not have a great deal to 
show, in legislative terms, for this bold shift 
to the centre. The doomed attempt to re- 
form American health care in 1993 must 
now stand as the only big reform that he 
tried on his own initiative. The reform of 
welfare in 1996 and the balanced-budget 
agreement of 1997 came only after a strong 
shove from the Republicans, who in 1994 
had swept Congress; and by then the presi- 
dent's reformist zeal had already become 
miniaturist, revolving round school uni- 
forms and v-chips in computers. The trag- 
edy of his reckless slide into possibly im- 
peachable conduct was that his party's 
reformist programme capsized with him. It 
will hardly recover now—too late for that— 
but he might at least become the Demo- 
crats' leader again. 

Some would say he has not quite man- 
aged that yet. He was never a politician 
with coattails, and he has never 
schmoozed with the congressional Demo- 
crats as, say, Lyndon Johnson did. His lack 
of skill in this department, combined with 
his shift to the centre, has given an opening 
tothediehard chunk ofthe party that never 
went away: the “old” Democrats, speaking 
for the poor, minorities, environmental- 
ists, blue-collar workers, and all who feel 
threatened or left behind by the modern 
world. This is the rump of the party that 
Franklin Roosevelt made in the 1930s, com- 
mitted like glue to activist government. 

These people have a compelling argu- 
ment: they have seen the future, they fear it, 
and they want government to help. Five 
years ago the North American Free-Trade 
Agreement (NAFTA) almost fell to left-wing 
sniping, and last year Mr Clinton’s at- 
tempts to get fast-track authority for trade- 
agreements were wrecked by it. The old 
Democratic line proved so persuasive in 
that case that only one in four House Dem- 
ocrats gave the president their support. 

This wing of the party, captained by 
Dick Gephardt, the House minority leader, 
has not been soothed by good economic 
times. On the contrary, it has seen them as a 
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new reason to condemn the colossal ineq- 
uities in American incomes and in society 
at large. Mr Gephardt has taken Tuesday's 
results as a vindication that "the people" 
want to be heard. He said much the same 
when fast-track fell. The labour unions, 
who contributed $37m to the party in 1996, 
like his stand on trade, and may well fi- 
nance Mr Gephardt to some extent if he de- 
cides to run against Al Gore in the Demo- 
cratic primaries in 2000. 

He will probably still run, but Tuesday's 
results may have changed his calculations. 
For some time, Mr Gephardt has main- 
tained a frosty distance between himself 
and Mr Clinton, even declaring in 1995 
that the House Democrats were “an inde- 
pendent organisation". Subsequent efforts 
to bind them to the main party, including a 
meeting last July chaired by Hillary Clin- 
ton at her most soothing, failed to lead to 
the hoped-for entente cordiale. But the very 
people who were most motivated to vote 
on November 3rd to show their support for 
Mr Clinton were precisely “old” or “lib- 
eral” Democrats—women, Latinos, and es- 
pecially blacks, who almost doubled their 
share of the total vote. Given that wave of 
sympathy, and given the strength of Al 
Gore's probable Republican rival, Mr Gep- 
hardt may make himself less thorny for a 
while. He may become, for tactical reasons, 
almost Clintonite. 

This will give a respite to Mr Gore. The 
vice-president can only benefit from the 
boost to the fortunes of his leader, to whom 
he has always been linked as closely as 
hand to glove. After a period when he 
seemed as uncomfortable in his inevitable 
succession as Britain's Prince of Wales, he 
jumped rip-roaring into the last weeks of 
the campaign, as if he could sense the way 
the wind was blowing. 

The Democrats will now undoubtedly 
begin to close ranks behind Mr Gore as Mr 
Clinton's heir. But this has a drawback, 
from Mr Gore's point of view; it makes it 
harder for him to be his own man. He has 
never offered his party a philosophy, be- 
yond the vaguely spiritual greenness that 
used to be his trademark. Nor has he given 
much indication ofhow good a leader he is. 
He has none of Mr Clinton's consummate 
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political talent or his ability, on occasion, 
to stare down awkward friends. But the 
plain fact is that no Democrat (not Mr Gore 
or Bill Bradley or Bob Kerrey, or those other 
time-worn names with a toe in the water) 
impresses as much as the man who, by his 
own folly, has deliberately made himself 
smaller than he should be. 


Republicans on the rocks 


In contrast to the Democrats, how do the 
Republicans stand? Since election day, the 
picture is more confusing. They have be- 
come, and remain, the majority party in the 
sense that matters: ifAmerica can be said to 
havea political complexion, this is now Re- 
publican. In the past decade, almost all the 
social changes that have swept America 
have moved it in a Republican direction. 
Manufacturing industry, a rich source of 
Democratic votes through the labour 
unions, has given way to the non-union- 
ised service sector. Whole regions have 
moved away, too. As the South has modern- 
ised, abandoning its legacy of segregation, 
Republicans—once spurned as the anti- 
slavery party—have not only gained a foot- 
hold there, but have feasted on the region's 
natural conservatism. The fastest-growing 
parts of the country, in California and the 
Rocky Mountain West, are also natural Re- 
publican territory: gung-ho for develop- 
ment, prosperous and suburban. 

Tuesday’s elections do not alter that. 
The Republicans have very slightly lost 
their grip on Congress, but they still control 
it. Their position is even stronger at state 
level, where they hold 31 (previously 32) of 
the 50 governorships. This seems to under- 
line their supremacy well into the future, 
since it is governors who will preside over 
the congressional redistricting that will fol- 
low the census in 2000. 

For some years now, too, the more 
pushy and interesting political figures have 
come from the Republican side of the fence. 
The party has had momentum; it has had 
money, and, for a brief glorious spell, it also 
had ideas. In September 1994, just before 
the last set of mid-term elections brought a 
Republican landslide, Newt Gingrich pre- 
sented his “Contract with America": a list 
of ten policies which, he promised, would 
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- get through the House within 100 days. 
|. Amazingly, most of them did, and even got 
further. The shell-shocked Democrats 

_ found themselves agreeing to deregulation, 

devolution of powertothe states, the loss of 
congressional perks, and the wholesale re- 
arranging both of federal subsidies to farm- 
ers and welfare payments to the poor. 

Last Tuesday, however, nothing of this 
fervour remained. The Contract died long 

. ago, and nothing has succeeded it. The Re- 
< publicans assumed that Americans backed 
-their revolution, when the vote of 1994 was 
really a slap at the Clinton Democrats; and 
they were stalled by their own arrogance, 
which reached its apogee when they shut 

_ down the government in the winter of 1995 

father than compromise over the budget. 

. 5 Since then, though they have held their 
- slim majorities, they have lacked the legis- 
lative skill to do much with them against a 
Democratic president. As Mr Gingrich told 
the Washington Post recently, Republican 
leaders are still "learning to govern". 

Mr Gingrich himself, reviled by the 
public and almost the victim ofan internal 
party coup against his speakership in 1997, 

< has still not recovered, and Tuesday has 

i made it worse. The once-brilliant leader is 

'. now mocked not just for being clumsy over 
the budget and allowing Democrats the ad- 
vantage, but for misreading the popular 
mood and calling the election wrong. 

. There are curious parallels here with the 
Democrats. The one Republican who could 
' be called a visionary, whose eyes are fixed 
ona future Utopia and how to get there, has 
. been weakened by his own folly. Mr Ging- 
.-tich has his batty side, and it is not clear 
|o what his new idea, "21st-century Reagan- 
ism”, really adds up to, beyond an assertive 
|... foreign policy and lots more computers. 
_ But he gave his party, for a while, a blister- 

. ing coherence, and that has disappeared. 

. Political pundits. think Mr Gingrich, 
who has a formidable money-raising ma- 


















chine, may just possibly recast himself and 
run in 2000; but his congressional troops 
will be harder to reassemble. Their shoul- 
der-to-shoulder unity on the various inqui- 
ries into the president's conduct, culminat- 
ing with the inquiry into impeachment, 
looks all the more vindictive because the 
party is divided on so much else. 

The internationalist Mr Gingrich (and, 
toa lesser extent, the more parochial south- 
erners, Trent Lott and Dick Armey, who 
lead the Republicans in the Senate and the 
House) are still bothered by the wilder ele- 
ments who came into the House with the 
landslide of 1994. These Republicans— 
now revelling in the acronym cats, for 
Conservative Action Team, and centred 
round David McIntosh of Indiana—have 
not forgotten the Contract and, especially, 
the moral dimension it was meant to have. 
In small print at the bottom of the list were 
limits on abortion, support for prayer in 
schools and—ever since the appearance of 
Mr Starr—a crusade against the nationwide 
depravity represented by the president. 

Tuesday's results have been a decided 
slap in the face for that crusade. Highly mo- 
tivated conservative voters were balanced, 
to say the least, by highly motivated Demo- 
crats. The public, which has already told 
pollsters overwhelmingly that it does not 
want special prosecutors to be preachers, 
does not want its politicians to be preach- 
ers, either. Most Americans want abortion 
to stay legal. Most prefer, too, to keep intact 
the wall the constitution has carefully 
erected between church and state. And 
most think their sinning president should 
be left alone. 

Every Republican nominee for presi- 
dent, down to Bob Dole in 1996, has strug- 
gled to incorporate the moralistic wing of 
the party into some notional “big tent” 
where all opinions are ostensibly re- 
spected. It is bound to do so, it supposes, 
because of their legions of supporters out- 
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side Congress. Randy Tate's Christian Co- . 
alition, Gary Bauers Family Research 
Council, Jim Dobson's Focus on the Fam-- 
ily, are pressure groups the party hates to 
alienate, even if they have nowhere else to 
£o. Every time Mr Dobson threatens to 
flounce out of the party and take his people ` 
with him (as he last did in February), the 
leaders must scramble to soothe hirn. 

Yet they know now, for sure, that it is 
just as dangerous to pander to these groups. 
Even throwing tiny bones in their direction 
(as when Mr Lott, in June, called homosex- 
uality “a sin") gets them into instant trou- 
ble with the great mass of voters:who are 
tolerant sorts. There have been strong signs, _ 
too, that the more the Republican Party ap- 
pears to be led by the nose by the religious 
right, the more businessmen become un- 
happy. On China policy, for example, cor- 
porations were astonished that the right 
cared more to make a point against reli- 
gious persecution than to secure open . 
trade. It would be a disaster for the party if 
business hands stayed in pockets. But the 
right is now so furious with the party lead- * 
ers’ mistakes that they will now be more 
disruptive than ever. 

There is also another problem to face: 
the cavalier way in which the Republican 
Party has ignored or even antagonised the 
fast-growing Latino electorate. Latinos, 
whose self-reliance and old-fashioned mo- 
rality would seem to make them natural Re- - 
publicans, have been enraged by Republi- 
can support for anti-immigrant proposal 
both locally and in Congress. 

Mr Gingrich, sensing the drift, began 
last year to soft-pedal his party's bids to re- 
strict immigration and end job preferences. 
based on race. Several Republican candi- 
dates started Spanish lessons, and gover- 
nors in heavily Latino places (especially the _ 
Bush brothers, George and Jeb, in Texasand | 
Florida) made pitches for the: Latino vote, 
This worked in both states, with both Bush _ 
brothers winning handsomely on Tuesday; : 
but it made no difference in the most vital 
contest, the governor's race in California, 
where two-thirds of registered Latino voters 
are now Democrats. There, the Republican 
lost. Once again, the Republicans’ hubris 
has come back to haunt them. They are in- 
deed still learning, and sometimes they. 
learn too late. P 


Shouting in a vacuum vw 
It is strange, but no accident, that most dis- 
cussion of the present state of the parties 
ends up by focusing on the most disaf- 
fected sectors. These are the parts that make 
the noise and provide the colour against 
the vapid centrism of everyone else. But, 
with their essentially backward-looking 
ideas, they also keep Congress in an ideo- 
logical log-jam in which little gets done. 1f, 
for different reasons, the parties begin to 
unite and present themselves more posi- 
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tively, matters might improve. ^^ 

In. recent years, the parties have occa- 
sionally borrowed useful ideas from each 
other and have even managed that Ameri- 
can idyll, bipartisanship. Indeed, the dis- 
tinctions between the parties have been 
blurring for a decade or so. President 
George Bush's brand of Republicanism was 
advertised as "kinder and gentler", caring 
about the little man; Mr Clinton's version 
of the Democratic credo stressed fiscal 
responsibility and a certain. social hard- 
heartedness. Even the Gingrich eruption 
inspired, in the end, yet more cross-dress- 
ing. Its apotheosis came in the agreement, 
last year, to balance the federal budget; an 







agreement made easier for both sides by 
Soaring tax revenues as the economy 
boomed. 

Yet this was almost all the last Congress 
produced. Old partisan habits meant that, 
on most issues, the parties took up their 
routine positions: in favour of spending 
the budget surplus on a tax cut (Republi- 
cans), or for using it to save Social Security 
(Democrats) against school vouchers 
(Democrats), or for them (Republicans) Pol- 
icies which require a certain amount of 
open-mindedness, or which might be hard 
to explain in 30-second sound-bites to vot- 
ers,seem tosink in bipartisan indifference. 
This is what happened to the attempt to 
reach agreement with the tobacco compa- 
nies over lawsuits against them; and it is 
what happened, almost needless to say, 
over campaign-finance reform: 


Hope from the states 

Debate did not simply evaporate because 
MrClinton was distracted, though that did 
not help. The parties were distracted, too. 
Their job—as they have seen it in recent 
years—is not to tease out policy, no matter 
how much the think-tanks on both sides 
ply them with studies. Their job is to raise 
money continuously and on a vast scale to 
make sure their candidates are kept in, or 
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-pushed into, power. ^ 
So, given that this remains their job, 


whom will the parties push into power 
next? The answer is more encouraging than 
recent history, with its record of carefully 
packaged and anodyne presidential candi- 
dates, might suggest. Increasingly, icono- 
clastic governors are the men to watch. 
Most presidential campaigns contain a 
governor or two, and they have often been 
the victors in recent years; but the present 
crop is different. They have more power 
than their predecessors, because of the 
devolution of social services that followed 
the 1994 Republican sweep; and they have 
more money, because the economic boom 
has filled their tax coffers. As it happens, ev- 
ery one of them is.a Republican: and they 
may offer precisely what the warring party 
needs. 

The man on whom hopes have come to 
rest is George Bush Jr, the Republican 
governor of Texas, who was re-elected 
on Tuesday with 69% of the vote. He is 
a pretty mild version of the breed: a 
man who is judged, and who sees 
himself, less as a great reformer 
than a unifier of factions. But that 
is good enough. Mr Bush has 
proved to have tremendous coat- 
tails; so tremendous, that the Re 
publicans won every statewide 
race. He has a famous name, and 
he has—at least on his Texas 
showing, all cowboy boots and = 
drawl—a large dose of that essen- 
tial ingredient, charisma. Money pours af- 
ter him. 

Yet he is merely the most-marketable tip 
of Republican talent from the states and cit- 
ies. Consider Tommy Thompson, the gov- 
ernor of Wisconsin, a pioneer both in re- 
forming. welfare and streamlining 
government services; brother Jeb in Flor- 
ida, with his new, caring brand of Republi- 
canism; Tom Ridge of Pennsylvania, who 
has slashed business taxes; and—among 
the mayors—New York's Rudolph Giuliani, 
who has revelled in iconoclasm and show- 
manship as he has cut crime and. cleaned 
up the city. The energy of the Gingrich revo- 
lution, which has so notably drained out of 
Congress, still survives at state level; and it 
is this that has given America much of its 
present Republican colouring. 

But here lies the irony. Voters’ over- 
whelmingly vote for these men not because 
they are Republican, but because they get 
things done. If a governor cuts taxes, draws 
investment and makes the schools better, it 
does not matter what his affiliation is, just 
as it does not matter what his race is. These 
men in their domains—unlike the selfpro- 
claimed "free spirits"? among the congres- 
sional candidates, who tend slavishly to 
vote with their party once they get to Wash- 
ington—can seize or borrow any policy 





they choose, pursue any group of voters ` 






means that they either have little time for 
the party's more moralistic policies, or give 
them a gentler cast. 

This. independence can cause occa- 
sional heartburn to the party power-bro- 
kers. They do not know quite what these lo- 
cal Republicans are up to, and are clearly 
afraid that on some issues, such as educa- 
tion reform, they are getting way ahead of 
them. For their part, the Republican gover- 
nors have not forgotten how the congres- 
sional party has blown hot and cold on 
block grants to the states to fund social ser- 












vices. But the devolution of power to the 
states is not to be reversed, unless a deep 
recession drives the governors back into 
Washington's arms. The party therefore has 
to make an uncharacteristic leap of faith: it 
can have its highly attractive Mr Fixit can- 
didates, while accepting that they appeal 
directly to the voters' dislike of partisan- 
ship and the party machines. 

But here an intriguing paradox 
emerges. That same Mr Fixit, if he can get 
past residual suspicions, may end up unit- 
ing his disparate party behind him as he 
has previously united his state. A George 
Bush, indifferent as he may appear to po- 
litical labels, makes his party stronger. 

The challenge, now that the elections 
have suggested greater cohesion among 
both Democrats and Republicans, will be 
for stronger parties to produce strong agen- 
das and productive ideas. Eyes are turning 
eagerly to the prospect of Bush v Gore: the 
new outsider and the old insider, two po- 
tential soothers of party factions who lead 
their rivals by miles-but who are not 
noted for their thinking. All that remains, if 
America is.to enter the 21st century with a 
two-party system that actually works, is for 
them to find the ideas that will inspire their 
factions to unite rather than fight. 

it 
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JARDIM, MATO GROSSO DO SUL 


ISAPPOINTED in the United States, 
the Reverend Sun Myung Moon has 
chosen a remote corner of Brazil as the lat- 
est launchpad for his dream of uniting 

| the world behind his divine leadership. 

Near the Paraguayan border in Bra- 
zil's sparsely populated inland state of 
Mato Grosso do Sul lies the town of Jar- 
dim. It’s a dusty no-place of 20,000 peo- 
ple. Yet near to it the 78-year-old multi- 
millionaire Korean founder of the Unifi- 
cation church, a controversial religious 
sect with a worldwide business empire, 
has found what he calls his Garden of 
Eden. He is so taken with it that he is busy 
buying 800 square kilometres (310 square 
miles) of farmland. 

Within its ant-hills and cattle pasture, 
Mr Moon plans to build a flourishing 
new community, called New Hope, creat- 
ing jobs by building hotels, new roads, 
even an airport. He has already spent 
$25m on land and two dozen buildings, 
including classrooms, dormitories and a 
2,000-seat dining hall. “Reverend Moon’s 
idea is to show the world how to end hun- 
ger and bring world peace,” says Yoon 
Sang, New Hope's president. “Brazil is a 
big country, with unlimited resources— 
enough to feed all Latin America and the 
starving people of Africa.” 

Moonologists take a different view, 
seeing New Hope as the latest, maybe last, 
bizarre entry in the reverend’s long his- 
tory of spiritual and financial ventures. 
Mr Moon has lived in the United States 
since the 1970s. His empire there includes 
the Washington Times, a nationwide ca- 
ble-rv channel, a Connecticut university, 
a recording studio and travel agency in 
New York, a horse farm in Texas, a golf 
course in California, and a seafood busi- 
ness in Alaska. But he is disillusioned, 
says David Bromley, a sociologist at a Vir- 
ginia university who has studied the Uni- 
fication church for more than 15 years. 

In the late 1970s Mr Moon was briefly 
| jailed overa tax matter. Recently a former 
wife of one of his sons published her ver- 
sion of that marriage, claiming her ex- 
| husband had abused her and been ad- 
dicted to cocaine. Mr Bromley says such 
problems have badly hit the church's fol- 
lowing, which is down to about 3,000 on 
one estimate. “His membership here has 
dwindled, so he is pulling resources out 
and putting them where he can make 
more ofa splash." Mr Moon has criticised 
the United States as "the kingdom of free 








The Moonies have landed 


Brazil is the scene of the Unification ex-church's latest enterprise 


sex" and “the country that represents Sa- 
tan’s harvest.” 

His energies now appear to be focused 
on Latin America, He commutes between 
Brazil, his mansion in New York and a 
luxurious estate in Uruguay. His organisa- 
tion already owns newspapers in South 
America, a bank and a hotel in Uruguay, 


George Bush’s man of vision 








BRAZIL 
d. pts eraat 


" Brasilia 





BOLIVIA” 










epy SOUTH 
ATLANTIC 





and large land-holdings in Argentina and 
Brazil. At the 1996 launch in Argentina of 
Tiempos del Mundo, a Spanish version of 
his Washington newspaper, ex-President 
George Bush called Mr Moon “a man of 
vision.” New Hope, which he discovered 
on a fishing trip in 1994, might be just the 
place to make a splash: it lies on the edge 
ofthe lush Pantanal, a still vast though en- 
dangered wetland. But what sort of a 
splash? For the vision is changing. 





THE AMERICAS 





Mr Moon's organisation has lately 
shed much of its spiritual identity, to con- 
centrate instead on such issues as family 
values and world peace. Indeed it re- 
cently dropped the word “church”, re- 
naming itself the Association of Families 
for Unification and World Peace. When 
Hideo Oyamada, continental director of 
the association, calls New Hope “the real 
centre of the Americas,” it is not millions 
of potential converts that seem to interest 
him but its proximity to markets in Para- | 
guay, Bolivia, Argentina and Uruguay. 

As a business proposition that is pie 
in the sky. Ranchers in Mato Grosso do 
Sul were only too eager to sell him their 
uncultivated land. Jardim’s citizens were 
more than happy to accept his largesse. 
Large it was: Mr Moon has not spared ex- 
pense in winning friends. New Hope reg- 
ularly opens its doors to the locals, laying 
on free barbecues. Mr Moon offered new 
ambulances to 32 local mayors. He is also 
said to have provided a helicopter to one 
candidate in the recent state-governor- 
ship election. 

Jardim residents know little about the 
Moonies. Brazil has plenty of bizarre 
groups of its own, such as the miracle- 
working and money-raising Universal 
church, and the media have given little 





coverage to the newcomers. The only dis- 
approval has come from the local Roman 
Catholic church. “Moon says Jesus Christ 
was a failure because he was single and 
had no children,” says a Jardim priest, Fa- 
ther Bruno Brugnolaro. “I don't think he 
knows much about the Bible." 

Father Bruno says he knows of no con- 
verts won by the Moonies. Indeed locals | 
seem more interested in Mr Moon's 
money than his beliefs. So far, almost all 
New Hope's students are from Japan or 
Korea; and only a handful have shown up 
from Brazil, the United States or Europe. | 
Moony missionaries have recently been 
kicked out of Venezuela and Honduras, 
allegedly for violating visa regulations. 

Nor does New Hope's economic fu- 
ture look secure. Mr Moon's South Ameri- 
can empire already has its troubles. His 
Banco de Credito in Uruguay was re- 
cently put under central-bank supervi- 
sion. Neither his newspaper there, 
Ultimas Noticias, nor his 5-star Montevi- 
deo hotel, the Victoria Plaza, have thrived. 
And Mr Moon's much heralded plans to 
build a large industrial complex on the 
outskirts of the Uruguayan capital, com- 
plete with a car plant and a deep-water 
port, appear to be heading nowhere. 
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Banzer has much to explain 





tigation of the general's past. "Shameless 
opportunism,” the government replied, 
urging the MNR to wash its own dirty linen 
in public. A fair point: the MNR took part in 
the rise and rule of several dictatorships, in- 
cluding the first, and arguably worst, three 
years of General Banzer's. 

The general's supporters argue that his 
time, 1971-78, as military ruler brought 
much-needed stability and unprecedented 
economic growth (albeit unsustainable 
growth, being based on loans, American 
aid and high oil prices). General Pinochet's 
supporters say much the same. General 
Banzer was forced to stand down in 1978 
by a worsening economy, erosion of sup- 
port in the armed forces and a big hunger 
strike, which led to international pressure 
for elections. General Pinochet too handed 
over peacefully. But there the parallels stop: 
since handing over power, General Banzer 
is generally reckoned to have worked, not 
selflessly, maybe, but diligently, in politics 
to re-establish and uphold democracy. 

His party, the ADN, has performed well 
in the six elections since the birth of a new 
parliamentary democracy in 1983. In 1997, 
at the age of 72, he stood—not for the first 
time—for the presidency. Though far short 
ofan absolute majority, he headed the poll. 
Under Bolivia's unusual constitution, he 
was then elected by Congress to his post. 

The calls to rake over General Banzer's 
past spring—in part—from an internal 
MNR power struggle. They look unlikely to 
succeed. Nor do many but the victims’ rela- 
tives seem to think they should: the na- 
tional reconciliation of the past 15 years 
seems too important. Evidence for this 
comes from the coalition government it- 
self, some of whose members were perse- 
cuted during General Banzer’s dictatorial 
days. If they can let sleeping dogs lie, it is 
argued, so should the MNR. 
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Nevertheless it is a matter of public 
record that torture and murder took place 
under the sundry military regimes, includ- 
ing General Banzers. The families and 
friends of his victims will never forget or 
forgive. At least, it can be argued, the gen- 
eral should now offer his explanations and, 
even if in vain, ask forgiveness. No one is 
impressed by his denials. Neither, though, 
are many impressed to see MNR politicians 
summoning up the ugly spectres of the past 
to serve their own political ends. 





Canada 
Stay away, 
Uncle Jean 


MONTREAL 


ET again, on November 30th, Canada 

faces a crucial provincial election in 
Quebec. Recent polls suggest victory for Lu- 
cien Bouchard, premier of the province, 
and his separatist Parti Québécois (PQ). 
That would mean, later, a third referendum 
on secession and maybe the break-up of 
Canada. Jean Charest, leading the provin- 
cial Liberals, needs all the help he can get. 
The federal cabinet is stuffed with Que- 
beckers: the prime minister, Jean Chrétien, 
his finance minister, Paul Martin, and oth- 


ers. So? So Mr Charest has told them, above. 


all Mr Chrétien, to shut up and keep out. 

With reason. Mr Chrétien, popular else- 
where, is viscerally disliked in his home 
province. History is one reason. Long ago, it 
was a Quebecker, Pierre Trudeau, the fed- 
eral prime minister—aided not least by Mr 
Chrétien—who did much to fuel Quebec’s 
resentments (and in 1980 the PQ’s first, 
badly lost, referendum). Today, Mr Chré- 
tien’s commitment to centralised federal- 
ism, then and now seen by Quebec nation- 
alists as the cause of “English” Canada, 
makes him for them a kind of Uncle Tom. 
His personality reinforces that image: his 
mangled, backwoods French and folksy 
ways recall the old cliché of the “pea-soup” 
Québécois, simple and compliant. 

Mr Chrétien has also developed a habit 
of putting his foot in his mouth. Days be- 
fore Mr Bouchard called the election, but 
when it was plainly in the offing, the prime 
minister told La Presse, Quebec’s most in- 
fluential newspaper, that the province's tra- 
ditional demands had been met and that 
Canada’s constitution (which Quebec has 
never signed) was unlikely to be amended 
to its liking. “The constitution,” he said, “is 
nota general store.” Even the western-based 
Reform Party, which generally feels Quebec 
needs nothing so much as a firm hand, at- 
tacked his timing. Only one person is now 
urging Mr Chrétien to go on speaking his 
mind on Quebec and playing a part in its 


coming election: Mr Bouchard. 

He too has reason. The Po, then led by 
Jacques Parizeau, won back provincial 
power convincingly in 1994. But the 1995 
referendum on secession that it called was 
going badly. Three men swung it round, to 
the point where the separatists came with- 
in a whisker of victory. One, recalled from 
Ottawa by a reluctant Mr Parizeau, was Mr 
Bouchard, at the time leading his own Bloc 
Québécois in federal politics. The second 
was the provincial Liberals’ then leader, the 
charisma-free Daniel Johnson. The third, in 
the judgment of many, was the unloved 
and blundering Mr Chrétien. It took a 
fourth man to save the federalist cause: a 
then federal Conservative—Mr Charest. 

Nor is Mr Martin, the federal finance 
minister, deeply loved—though he is not 
deeply detested—in his own province. The 
world sees and praises in him the man who 
has tightened Canada’s fiscal reins to the 
point, now, of a budget surplus. But he did 
that partly by cutting transfers to the prov- 
inces. Mr Bouchard, like other provincial 
premiers, has had to inflict a squeeze on his 
own budget. But Quebeckers have no deep 
addiction to private enterprise or rolling 
back the state. Their once backward econ- 
omy—where business once largely meant 
English-Canadian business—has been de- 
veloped partly by state enterprise. 

As campaigning starts, no one is offer- 
ing Mr Martin's notions of virtue. Barely 
had Mr Charest pledged a 10% tax cut than 
Mr Bouchard hit back with 9%. The Liberals 
promise heavy investments in health care. 
Back in power, says the PQ, it would pour 
C$2. billion ($1.4 billion) into the same sec- 
tor, even though it spent much of the past 
four years cutting $2.5 billion out. 

In sum, kith and kin, cousins and un- 
cles from Ottawa, kindly stay away. 





Pea-souper Chrétien 
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Saddam does it, again 


Iraq's latest challenge to the United Nations resumes a fatiguing cycle of ulti- 


matums, defiance and suspense 


ADDAM HUSSEIN makes it hard even 

for those concerned with his country's 
plight to argue its case. His reckless deci- 
sion, on October 31st, to halt all co-opera- 
tion with UNSCOM, the agency charged 
with getting rid of Iraq's non-conventional 
weapons and the means to make them, was 
unanimously condemned by the Security 
Council the same day. Passing a 
second resolution this week, or- 
dering him to rescind his deci- 
sion, was more of a struggle be- 
cause America and Britain are 
still at odds with the council's 
three other permanent members 
on the possible use of force. And 
William Cohen, America's de- 
fence secretary, who is once again 
on the road to rally support from 
Iraq's neighbours, is finding that 
their current exasperation with 
MrHussein vies with longer-term 
sympathy for his unlucky people. 

This is the third confronta- 
tion this year between the UN and 
Iraq. In February, only the per- 
sonal intervention of Kofi 
Annan, the UN's secretary-gen- 
eral, averted an American (and 
British) air attack on Iraq. Co-op- 
eration was resumed. In August, 
however, Iraq banned UNSCOM's 
spot inspections, though it still al- 
lowed the monitoring of sites al- 
ready inspected. Now Iraq says 
that this too must stop. It has not, 


so far, expelled the UN inspectors ED Hw 
or stopped them maintaining Oxo. C : 
their surveillance equipment. It Well done, though I say it myself 


has also exempted the nuclear in- 
spectors of the International Atomic En- 
ergy Agency from its ban. 

The immediate cause of the latest, and 
probably inevitable, bust-up was said to be 
the ambiguous content of a Security Coun- 
cil document supposedly clarifying the 
“comprehensive review” that is to look at 
Iraq’s compliance with the 1991 ceasefire 
resolution and identify what remains to be 
done. Iraq had pressed for this review, and 
MrAnnan and the council had agreed that 
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it should be held once Iraq had allowed the 
full inspections to start again. 

Then Iraq—unwisely quite possibly, 
cunningly, perhaps—asked Mr Annan to 
clarify the terms of the review. He had to 
pass the request on to the Security Council. 
But since its members do not agree on pol- 
icy towards Iraq, it is hard for them to make 


anything clear. Their clarification, in a let- 
ter to MrAnnan, was opaque. The council's 
ceasefire resolution rules that the embargo 
on Iraqi oil sales—the one sanction that 
really hurts—will automatically end once 
UNSCOM declares Iraq cleared of weapons 
of mass destruction. The Americans, reluc- 
tant to send a positive signal to Iraq, re- 
fused to let the letter make explicit refer- 
ence to this provision; indeed, it pointed to 
Iraq's other obligations, such as accounting 


for Kuwaiti prisoners and property. 

Iraq interpreted this as confirmation of 
its long-held—and plausible—belief that, 
even ifit did come clean on all its weapons, 
no American administration would lift the 
oil embargo so long as Mr Hussein re- 
mained in power. The Russians and 
French, Iraq's supporters to the extent that 
they believe sanctions should soon be par- 
tially lifted, tried to calm things down. They 
pointed to another sentence in the letter 
saying the council would act “in accor- 
dance with the [resolution's] relevant provi- 
sions". The Iraqis, angry or acting angry, 
chose not to listen to reason. Instead, they 
flung a dangerously untenable challenge at 
the UN by declaring they would block 
UNSCOM's work until sanctions were lifted, 
and its chief, Richard Butler, whom they ac- 
cuse of being America's puppet, 
replaced. 

So back the world goes to the 
tense February days of military 
ultimatums from Washington 
and defiance from Mr Hussein. 
Diplomacy is to be tried first, but 
President Bill Clinton is once 
again repeating the mantra that 
*no options are off the table". Mr 
Cohen, before he left for the Gulf 
states, Egypt and Turkey, said that 
although his government would 
prefer any action to be in concert 
with its allies and the UN, unilat- 
eral action *has always been an 
option". Talking to American sol- 
diers in Kuwait last month, Mr 
Cohen said that the United States 
had forces enough in the region 
to strike Iraq if need be. An air- 
craft carrier and 20 other war- 
ships are there, plus more than 
170 military aircraft. 

Mr Clinton's officials reckon 
that, with the Israeli-Palestinian 
peace process supposedly—if 
questionably—back on track, 
there might be less Arab hostility 
were they to send cruise missiles 
exploding into Iraq. Certainly, 
other Arabs are fed up with Mr 
Hussein. Their relations with Iraq had been 
gradually warming, in several ways; this is 
a bad setback. "There are times when Iraq 
can be its own worst enemy,” scolded the 
Gulf News, "This is one of them. Its deci- 
sion is ill-considered and ill-timed." 

But would the Arabs, Kuwait with its 
memories apart, agree that it is a decision 
that deserves cruise missiles? One consis- 
tent thread throughout the Arab world is 
concern for the Iraqi people, hit for eight 
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ishing. The run-down state of Iraq's oil in- 
. dustry, power stations and water and sew- 
“age pumps. means that the oil-for-food 

* arrangement agreed in 1996 has been of 
<- minor benefit-a “Band-Aid approach", 
` says its former administrator, Denis Hal- 





years by sanctions that are singularly pun- 


liday. Iraq cannot pump as much oil as the 
agreement allows it to sell, and though it 
now hasa bit more food, itcannot purify its 
water. Iraq's neighbours deplore Mr Hus- 
sein and his cronies, but argue that it is not 
he or they who would be the prime victims 
of any further damage to Iraq's economy. 

n 





Uganda and Congo 


-Gambling on the war 


KAMPALA 


Why is Uganda fighting to topple Congo's president and Zimbabwe fighting to 
save him? This is a question their own people ask. First, Uganda 


.FEW months ago: Uganda's President 
Yoweri Museveni was riding high at 
the head of a “new breed” of African lead- 
ers. He then took a gamble. He now stands 
accused of having invaded Congo, starting 
a conflict that has dragged in half-a-dozen 
African countries. His country is isolated— 
and, unofficially, at war with 
three former friends: Zimba- 
bwe, Angola and Namibia. 

Yet it was Uganda’s earlier 
interventions in Rwanda and 
Congo (Zaire, as it was then 
called) that gained Mr Muse- 
veni his statesmanlike reputa- 
tion. In 1994 Uganda helped 
the present rulers of Rwanda to 
seize power. In 1997, Uganda, 
together with Rwanda, over- 
threw Zaire’s dictator, the late 
Mobutu Sese Seko, and puta lit- 
tle-known rebel leader, Laurent 
Kabila, in his place. 

The trouble was that Mr Ka- 
bila, as president, did not prove 
as malleable as his allies had 
hoped. Rwandan and Ugandan 
rebel groups continued to flour- 
ish in eastern Congo along its 
border with their home coun- 
tries. On top of this, Uganda discovered, 
early this year, that Mr Kabila had links 
with its prime enemy, Sudan. 

In eàrly August this year, Rwanda 
(though it denies it) invaded eastern Congo, 
its troops heading a hastily constructed 
Congolese rebel group, the Congolese Rally 
for Democracy. Uganda appears to have 
been pulled in by the Rwandan action— 
and by its belief that victory would be swift. 
It sent 6,000 soldiers into eastern Congo, 
supposedly to create a buffer zone against 
Congolese-based Ugandan rebels. 

Things went wrong from the start. In- 
stead of quickly marching to power, the 
rebels were beaten when they tried to take 
Congo’s capital, Kinshasa. Mr Museveni, 
normally an astute diplomat, misjudged 
the reaction of others: Zimbabwe, Namibia 
and Angola had their own interests in 
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Congo, and reckoned these would be best 
served by supporting Mr Kabila. 

For the Ugandans and Rwandans, 
things then went from bad to worse. Last 
month, after an initial victory when the 
rebels captured Kindu, a key government- 
held town, Zimbabwe announced that it 





would deploy its forces in the east to fight 
offthe invaders. Uganda risked what one of 
its ministers called the "disastrous pos- 
sibility" of an armed clash between Ugan- 
dan and Zimbabwean troops. Mr Muse- 
veni found that in taking on the southern 
African states, he was trying to punch above 
his weight. Perhaps, say his critics, he had 
begun to believe his own publicity that he 
was second only to Nelson Mandela. 
Moreover, the conflict in Congo weak- 
ens Uganda in its hidden conflict with Su- 
dan. The two have been at war, by proxy, for 
at least four years. Uganda backs a southern 
Sudanese rebel group, the Sudan People's 
Liberation Army (sPLA), while Sudan backs 
several Ugandan rebel groups. The war in 
Congo, and the clashes between Ethiopia 
and Eritrea, have proved a godsend for Su- 
dan, which saw the alliance of forces 






"ranged against it collapse. It has declared Se 






its diplomatic support for Mr Kabila.and— ^ 
according to some reports—has also. sent 
hundreds of Sudanesé-trained Ugandan 
rebels to fight on his side. 

This, in turn, affected the spLa’s long- 
awaited (and Ugandan-backed) September . . 
offensive in southern Sudan. Uganda had 
hoped that this would strike a decisive 
blow at the Lord’s Resistance Army, a bi- 
zarre Sudan-based Ugandan rebel group. 
Instead, a distracted Mr Museveni, still de- 
nying his men were inside Sudan at all, had 
to pull them out in October without achiev- 
ing any ofhis objectives. Sudan took advan- 
tage of the ensuing confusion to bomb two 
northern Ugandan towns. 

In sum, Uganda’s foreign policy is in 
disarray. Mr Museveni’s critics accuse him 
at best of overreaching himself, at worst of 
being a military adventurer, bent on estab- 
lishing an empire of ethnic Tutsis in the 
Great Lakes region. His credibility has also 
suffered from the business dealings of his 
brother, Major-General Salim Saleh, who is 
in charge of operations in 
Congo. In September, a light 
aircraft carrying a number of 
General Saleh’s business asso- 
ciates crashed while, report- 
edly, on a gold-buying mission 
in eastern Congo. 

In Uganda itself, discontent 
is growing. People do not un- 
derstand why their army is 
fighting outside its borders, 
when it has yet to contain at 
least three home-grown rebel 
groups. Troops have been 
pulled from rebel areas to be 
sent to Congo. Aid agencies 
wonder, and fear, what might 
happen were the rebels to step 
up their activities. 

Ugandans are also angry 
that money is being diverted to 
the army from health, educa- 
tion and roads. Although their 
country has made great economic strides in 
the 12 years since Mr Museveni took over, 
income per head is still less than $300, at 
the official exchange rate, and nearly half 
the population lives below the poverty line. 
Donor countries, whose aid makes up 5596 
of the budget, share these concerns. At least 
one European country has threatened to 
withhold its money if Mr Museveni does 
not reconsider his line on Congo. 

Mr Museveni's detractors say that his 
luck may at last have run out. If he pulls out 
of Congo, he will lose face—and leave 
Uganda exposed to a hostile regime in 
Congo allied to an even more hostile Su- 
dan. If he stays in, he risks the humiliating 
possibility of military defeat. 

But the president is fuelled by the 
strength of his own convictions, and is-ac- 
customed to playing for high stakes. Here- 
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Central America has suffered the worst natural disaster in its modern history. 
Recovery could take its two worst-hit countries a generation 


ORRENTS of rain fell for days without 

respite. Then the mountain exploded. 
The deluge had filled the cone of the dor- 
mant Casita volcano in north-western Nic- 
aragua. On October 30th, the lake formed 
in the cone burst through the mountain's 
side, sending a wave of water, mud, rocks 
and trees crashing down on four villages, 
burying everything in its path. By mid-week 
over 600 people were known to be dead, 
but over 1,900 others are missing. Only 130 
survivors have been found. After surveying 
the vast area of mud and debris around the 
mountain, Pedro Joaquin Chamorro, Nica- 
ragua’s defence minister, suggested the en- 
tire area be sealed off and declared a “na- 
tional cemetery”. 

The destruction around Casita was the 
most spectacular single tragedy inflicted by 
Hurricane Mitch, but it was not the only 
one. At its peak, Mitch packed winds of 
nearly 300km an hour. But most of the 
damage came from day upon day of fierce, 
incessant rain. It caused huge floods and 
many mudslides across Central America. 
Honduras and Nicaragua, two of Latin 
America’s poorest countries, were para- 
lysed. Many thousands died, hundreds of 
thousands lost their homes. Bridges, roads, 
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power lines, plantations, crops and cattle 
were swept away. Much of its energy spent, 
Mitch went on to cause less damage to El 
Salvador, Guatemala and southern Mexico 
before heading back out into the Carib- 
bean towards Florida. 

Just how many died, no one will know: 
10,000? 15,000? 20,000? Honduras alone 
says it has counted 6,500 dead, with twice 
as many still missing. Television stations 
have shown horrific scenes of human 
limbs sticking out from mounds of mud 
and debris, bloated bodies floating down 
flooded rivers, hundreds of families wav- 
ing desperately from the roofs of their 
homes. Mitch is the worst natural disaster 
to hit Central America in modern times, 
even more destructive than the earthquake 
that levelled Managua in 1972. 

Not that it was unheralded. As it came 
to life out in the Caribbean around October 
22nd, Mitch’s wind speeds had made 
weathermen class it among the most vio- 
lent hurricanes on record. But the winds 
then slowed. When it hit land, the constant 
rain caught the region off guard. Cesar 
Castellanos, the popular mayor of Teguci- 
galpa, the Honduran capital, gave warning 
that a temporary lake formed above the city 


by debris in the Choluteca river might 
flood the city centre. He died on November 
ist, when the helicopter in which he was 
surveying the danger crashed. Soon after, 
the capital was inundated as a wall of water 
cascaded down, destroying one-third of its 
housing and leaving many of its 1m inhab- 
itants homeless. Some 10% of Honduras's 
and Nicaragua's total of 11m people are 
now thought to be without shelter. 

In both countries farming, vital to their 
economies, has been crippled. Honduras 
may have lost a quarter of its coffee planta- 
tions. A local manager of Standard Fruit, 
the largest producer of bananas, its second- 
biggest export after coffee, reckons that 7596 
of banana plantations have gone. Shrimp 
farms have been wiped out, sugar and cit- 
rus fruits hard hit. The Sula Valley in north- 
ern Honduras, whose factories and farms 
account for some 60% of the country’s GDP, 
has been flooded. Nicaragua has fared only 
a little better. Coffee managers think at least 
20% of its plantations have been smashed. 
Newer crops such as oranges are said to 
have been wiped out. In both countries, 
many small farmers have lost everything. 

In an emotional televised address, 
Honduras's President Carlos Flores said 
that his country had been “mortally 
wounded" and made a desperate plea for 
international help. Central American am- 
bassadors repeated that appeal at the 
United Nations, while Honduran and Nic- 
araguan officials met the World Bank and 
IMF to discuss debt restructuring. 

With so many villages isolated by 
floods, getting enough aid to people to keep 
them alive and to stop the spread of disease 
will be a challenge over the next few weeks. 
Beyond that, though, lies an even greater 
challenge—rebuilding the shattered econo- 
mies. Both countries have suffered bitterly 
in past decades: from the Latin American 
debt disaster of the 1980s, from ugly mili- 
tary rule in Honduras, in Nicaragua from 
the far uglier Somoza dictatorship and 
then the economics of the Sandinists who 
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overthrew it, plus an American-inspired 
guerrilla war against them. Only recently 
had the two begun to recover. Now the fu- 
ture looks bleak. William Handel, Hondu- 
ras’s vice-president, says reconstruction 
could take 30-40 years. 





Mexico 
Policing the 
capital 


MEXICO CITY 


A“ Mexico city’s previous police chief 
about a notorious, if shadowy, net- 
work of corrupt policemen known as la 
Hermandad—The Brotherhood—and his 
reply, at least to The Economist, was: “It 
doesn’t exist. It did, yes. But I don’t tolerate 
it. So it can’t function. So it doesn’t exist.” 

Alas, Rodolfo Debernardi’s faith in 
himself and his impeccable logic was not 
widely shared. Not nine months after being 
appointed by Cuauhtemoc Cardenas, the 
city’s first elected mayor, he resigned. His 
replacement, Alejandro Gertz, the first ci- 
vilian to head the force after a procession of 
police and army officers, takes a different 
view of the shady fraternity. Dubious at 
first, “I now sense that it does exist, and that 
it is going to defend itself,” he told city legis- 
lators recently. “I can’t make their names 
public,” he says. “How would I prove it? But 
I know who they are. We all know." 

Whether or not any such brotherhood 
really exists, police corruption is Mr Gertz's 
main challenge. Its extent, of course, is un- 
known. Once, it is said, every force in the 
land was a funnel for channelling entres, 
money that officers at each level paid their 
bosses, to the top. Certainly some police 
chiefs displayed the signs—fleets 
of cars, huge houses—of undue 
wealth. No longer, says Ricardo 
Pascoe, head of one of the capi- 
tal's 16 administrative districts, 
but he sees vestiges of the system 
at lower levels, fed by bribes ex- 
torted from the citizenry. Not 
only can a small fee help you es- 
cape the law; it may also be re- 
quired if you want the law prop- 
erly applied to someone else. 

In their claims to be cleaning 
up, the capital's previous police 
chiefs often promised more: 
more hiring, more firing, more 
training, more testing, more pay. 
If these have worked, the popu- 
lace has not noticed. Regular 
polls by one newspaper show 
that reporting of crime this year 
has been at an all-time low: vic- 
tims go to the police only one 
time in five. One reason is that 
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96% of reported offences stay unsolved. An- 
other is the well-publicised crimes commit- 
ted by policemen themselves. One recent 
victim was a Norwegian tourist who was 
held up, robbed, blindfolded and locked in 
the boot of a car by several uniformed po- 
lice. No one has yet been charged. In July, 
three girls were kidnapped by a gang of po- 
licemen, held for four days and repeatedly 
raped. Though Mr Gertz has offered to pro- 
vide legal help for the girls, the 15 men now 
held are yet to be brought to trial. 

Mr Gertz too promises more for the 
80,000 men under his command: more 
training, pay incentives and the expulsion 
ofall officers who turn out, once the labori- 
ous process of checking their files is com- 
pleted, to have criminal records. What's the 
difference from the past? Mainly Mr Gertz’s 
past: he has been an academic, a business- 
man, a politician, a civil servant, anything 
but a policeman or a soldier. Conse- 
quently, he has added a new and radical 
“more”: more openness. He wants to end 
the culture of secrecy that protects the po- 
lice from criticism or accountability. 

His steps will include weekly (eventu- 
ally, it is hoped, daily) performance reports 
to the city’s legislative assembly, liaison 
with non-governmental citizens’ groups, 
and making the personal files of police dis- 
trict commanders available to district lead- 
ers such as Mr Pascoe—who last month also 
became those commanders’ direct bosses. 
Mr Gertz also plans a registry of the city’s 
300-odd private security firms. 

How much this will achieve is another 
question. One of Mr Gertz's difficulties is 
that solving crime is not his problem. His 
job is to prevent it. The investigation of 
crimes, and the 3,500 judicial police who 
do it, come under the city's attorney-gen- 
eral. Mr Cardenas's choice for that post, 
Samuel Del Villar, is seen as a reformer— 
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Out with police rapists 


reinstituting, for example, on-the-job train- 
ing, which had been absent for years. But he 
too has much ground to make up. 

The structure of the police is split in 
more ways than that: into several distinct 
forces, weakening the overall effect, says 
one criminologist. And in a city so large— 
Mr Gertz’s beat holds 8.7m people, with 
millions more living nearby—and with 
such social problems, crime needs more 
than policing, even if the police were all 
good guys. They are not. So far the brother- 
hood's self-defence has consisted, Mr Gertz 
says, of orchestrating a press campaign 
against him. He has had no threats—yet. 





Bolivia 
And you, General? 


LA PAZ 


Tee of jackboots still resonates in 
many Bolivian minds. The arrest of Au- 
gusto Pinochet has disinterred skeletons to 
haunt General Hugo Banzer Suarez, today 
Bolivia's elected president, but in the 1970s 
its military ruler. 

Bolivia’s still incomplete conversion 
into a modern democracy has been a trou- 
bled one. No fewer than 16 mainly feeble 
governments, military or civilian, held of- 
fice between 1964 and 1983. Some lasted 
only days, even hours. Vociferous working- 
class and peasant movements gave the gen- 
erals all the excuse they needed to over- 
throw left-wing civilian governments, 
often with American encouragement, as 
part ofa struggle against communism. 

In 1976, Bolivia's and Chile's ruling gen- 
erals, both in power after military coups, 
met on the border. Their names: Banzer 
and Pinochet. The famous exchange of an 
embrace between them was portrayed as a 
new spring in the two countries' relations, 
frosty ever since Chile took Bolivia's Pacific 
coast in a war that has left the latter land- 
locked since 1883. But was that all? 

Many suspect the meeting had another 
purpose: the exchange of left-wing political 
prisoners undera secret arrangement code- 
named Condor. It committed the military 
juntas of Argentina, Bolivia, Chile, Para- 
guay and Uruguay to exchange informa- 
tion on "subversives" in exile—and to de- 
tain those deemed most dangerous by their 
government. Many of these were handed 
over, and then "disappeared". 

So the re-opened debate about General 
Pinochets dictatorship has thrown the 
spotlight on General Banzer. Extensive evi- 
dence of prisoner swaps has reached Boliv- 
ian newspapers. It looks damning, though 
the president denies any knowledge of Op- 
eration Condor. An ex-president, Gonzalo 
Sanchez de Lozada, now leader of the op- 
position MNR party, has called for an inves- 
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It’s Time to 


Step Up To the Plate 
on Climate Change. 


To reduce emissions and the consequences All countries should be able to maintain or 


of global climate change, every country needs to improve standards of living as they work to 
play ball. But just as athletes play different address climate change, particularly if 
positions depending on their strengths, countries the international community takes S 
should work to the best of their abilities in advantage of emission reduction 1 
addressing the climate change issue. The coun- opportunities where they exist. 

tries that must lead the way are those that emit And with everyone on the 

the largest volume of greenhouse gases; enjoy the — playing field, doing their fair 

highest standard of living; or have the most sig- share, the game can begin. 


nificant opportunities to reduce their emissions. 
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INTERNATIONAL 


lies on behind-the-scenes diplomacy, the 
Congo rebels’ growing military strength, 
and international suspicion of Sudan to 
weaken Mr Kabila’s alliance and pave the 
way for peace talks. These could usher in a 
more amenable government in Congo—or 
so Mr Museveni hopes. 





Zimbabwe and Congo 


Down with war 


HARARE 


OBERT MUGABE is one of the very few 
Zimbabweans who take a positive 
view of their country’s intervention in Con- 
go’s war. Since the president announced, 
on October 21st, that Zimbabwean troops 
would attack the rebels in their eastern 
strongholds, some 10,000 soldiers have 
been flown to Congo, bringing the total to 
an estimated 13,000. They are not there, 
says Mr Mugabe, to escalate the war, but to 
bring peace and stability to central Africa. 
He confidently predicts that his forces, bol- 
stered with support from Angola and Na- 
mibia, will rout the rebels and their Ugan- 

dan and Rwandan backers. 
In bus queues and on street corners, 


Zimbabweans wonder why their young 
men are fighting a foreign war 2,000 
kilometres (1,250 miles) away. They mutter 
that it could turn out to be Mr Mugabe's 
downfall. Almost everyone saw the front- 
page colour photograph of 16 Zimbabwean 
soldiers held prisoner by the Congolese 
rebels. But very few know what the true 
casualties are. The dead and wounded are 
flown back at night to Thornhill airforce 
base, in remote central Zimbabwe. 

The cost of the war too is a secret. Esti- 
mates range from $400,000 to $1m a day. 
Zimbabwe's economic troubles can only 
grow more serious. Inflation, already 30% a 
year, is expected to soar, thanks to a 67% rise 
in fuel prices announced on October 31st. 
The government badly needs new money 
from the IMF, but may find it withheld be- 
cause of the war: the United States, which 
has been pressing for peace talks between 
Congo's government and its rebels, has 
made known its disapproval of Zimba- 
bwe's armed intervention. 

Why is Mr Mugabe risking so much to 
support Mr Kabila? Certainly he seems to 
enjoy being seen as a power in Africa. There 
may also be commercial reasons: it has 
been revealed that some Zimbabweans 
close to the ruling party, certain military of- 
ficers and members of the president's own 


family have lucrative contracts with the 
Kabila government. The catch for these peo- 
ple is that the Congolese are not, at the mo- 
ment, paying their bills. 

Harare, the capital, is tense and jittery. 
Not only is public sentiment against the 
war, but scores of soldiers about to be 
posted to Congo are said to have deserted. 
More than half the members of Mr Mu- 
gabe's 54-strong cabinet have voiced their 
opposition to the war, according to the 
Mirror, a weekly newspaper with good gov- 
ernment connections. 

Complaints are loud, and not just 
against the war. Earlier this year, food riots 
rocked the city for three days. Last month 
thousands of homes in Harare were with- 
out water for weeks, during a heatwave, be- 
cause the mayor had not paid a bill to have 
the city's pumping capacity increased. But 
the war makes people even angrier. Last 
week the government acted swiftly to block 
a planned anti-war demonstration. Riot 
police were posted throughout the city to 
prevent protesters from gathering. Then, 
this week, the city erupted in a wave of anti- 
government riots, with crowds shouting 
“No go Congo!”. Once again the riot police 
managed to quell the disturbances. Next 
time they could be less successful. 


| 





Palestinians get their wings 


GAZA 


| (Y MPLEMENTATION of the Israeli-Pal- 

estinian Wye agreement is limping 
along, largely as expected. The Palestin- 
ians presented their security plan to the 
Americans on time, and duly had it ap- 
proved. Binyamin Netanyahu, 
on the excuse that the plan did 
not contain a specific timetable 
for the arrest of 30 "wanted" 
men over the next 12 weeks 
(Yasser Arafat says that 12 of 
these suspects have been ar- 
rested already), delayed pre- 
senting the accord to his cabi- 
net until November 5th. And 
the opening of Gaza Interna- 
tional Airport, the Palestinians' 
air link with the outside world, 
| which was agreed at Wye, is still 
awaited. 

It is a fine airport, built at a 
cost of $64m at the southern tip 
| oftheGazastrip near the border 

with Egypt. Mosaics, towers and 
domes apart, it boasts three am- 
bulances and five fire-engines. Palestin- 
ian Airlines, which will operate from 
there, is an Egyptian child. With three me- 
dium-sized jets, two donated by the Neth- 
erlands and one by Saudi Arabia's Prince 








A way out to the world 


Waleed bin Talal, the airline has been fly- 
ing for two years from El Arish, in Egypt, 
to Jeddah and Amman. Its 20 pilots have 
Egyptian certificates. It very much hopes 
to get an Airbus from France next year, 





and possibly another from Saudi Arabia. 

So will Gazans at last be able to leave 
their land without a dispiriting tangle 
with Israeli security and red tape? The 
bargaining over the airport, at the Wye 


summit, centred on pride and security. 
The Palestinians wanted their own air- 
port code, distinct from any Israeli one. 
And they wanted Yasser Arafat's presi- 
dential plane exempted from Israeli secu- 
rity inspection. They got both—but only 
in exchange for Israel's other, extremely 
rigorous, security conditions. 
A separate Israeli security wing is to be 
— built at the airport. Until then, 
the passengers will probably be 
bused to Israels post at the | 
Egyptian border, and go 
through the normal—that is, ab- 
normal and humiliating—Is- 
raeli checking there. Passengers 
will be escorted by both Pal- 
estinian and Israeli security 
men; the Israelis will be boss. 
Critics fear that passengers 
and goods at the airport will be 
stopped or lengthily detained, 
just as they are when trying to 
get in or out by road. But Fayez 
Zaidan, head of the Palestinian 
Aviation Authority, insists that 
the agreements that have been 
thrashed out will make leaving 
the Palestinian areas by air less 
difficult than by land. At the least, it will 
be another outlet for a restricted people 
longing to stretch their limbs and travel 
freely. It may also, perhaps, be a route for 
investors to find their way in. 
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American Re and Munich Re have 
joined together to create a more powerful force 


in the strategic management of risk: 
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EUROPE 


Widening the European 
-Union—but not too fast 


BRUSSELS. 


: Next week the European Union opens negotiations at ministerial level with 
-six countries seeking membership. It says they are doing well. But not well 
1 enough, apparently, to join for several years yet 


OES the European Union really want 

new members? Each new gesture it 
makes. towards admitting the hopefuls 
from Central and Eastern Europe has 
seemed merely to push the reality further 
; away. When the dust was still settling from 
:: the fall of the Berlin Wall, the talk was of 
admitting Poland, at least, in 2000. Last 


level negotiations begin on November 
10th, when foreign ministers of applicant 
countries and of EU governments will meet 
in Brussels. 

Understandably, there has been much 
agitation among the "laggards": Bulgaria, 
Latvia; Lithuania, Romania and Slovakia. 
(The Eu acknowledges Turkey as a further 


in progress reports on all the applicants 
chided two of the first wave, the Czech Re 
public and Slovenia, for backsliding, but 
singled out Latvia for praise. This strength- 
ened a general view that that country, 
strongly backed by the gu's Nordic mem- 
bers, will probably be invited to join the: 
fast track at the end of 1999. Lithuania may ` 
well follow it upwards, mainly because ad 
mitting all the. Baltic countries at once’ 
would be neater politically and geograpl 
cally. Malta too may cut in: a new govern- 
ment elected in September has revive 
lapsed application first madeini993. = 
This would leave Slovakia, Bulgaria and 
Romania bringing up the rear—except that 
Slovakia too has begun calling for a reap- 
praisal. In September its voters threw out 
the authoritarian government of Vladimir 
Meciar, against which the EU'S criticisms 














. year the EU adopted an indicative 
_ date of 2002 for the first new entrants. 
= This: week, even as the European 
| Commission was handing down gen- 
- erally favourable progress reports on 
< most of the aspirants, nobody in 
- Brussels was willing to hazard pub- 
- licly any dates at all. 
“In fact, the informal talk among 
.EU member governments is of an en- 
. largement beginning in 2005-06 at 
the earliest-and perhaps with re- 
:'strictions on labour mobility binding 
.. the new entrants for another five or 
> ten years. The cause of the delay lies 
. less with the applicants than with the 
_ EU. Most member governments have 
_ their individual protégés among the 
“applicants, All have their narrow in- 
;terests.and national hang-ups. And 
all must agree on everything before 
S anything can be done. 
20 The Ev's plans for managing the 
*: queue of candidates are already com- 
"ing undone. In July last year it di- 
vided them into two groups, based on 
. the apparent capacity ofeach country 
«fo bring its economic, political and 
_ legal systems into line with Eu norms. 
^A "first wave” was deemed ready to 
start negotiations this year. A lagging 
- group was thought in need of more 
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had been directed, and elected a cen- 
| trist coalition with a protu tilt. A 
year or two may be time enough for 
the EU to revise its judgment on Slo- 
vakia as well. But will it want to leave 
Bulgaria and Romania looking thor 
oughly miserable on a “slow tra 












asa strategy of deliberate discourage 
ds be EU wit. nw 





Geometric progression ; 
An unkind spirit might call, 
something of a mess. At a 
has been an education for tl 
wellas for the applicants. Previous EU 
enlargements—it raised membership 
from six countries to 15 between 1957 
and 1995—involved only one or two > 
negotiations at any one time. They : 
also involved countries more or less - 
ready to join the Eu at the time they. 
applied, not ones emerging. fro 
communist central planning, and 
quiring fundamental reform, under 
EU supervision, prior to joining. — 
Enlargement to the east will re- 
i quire, moreover, a basic overhaul of | 





"advice and preparation. Today, 16 
«months into the process, the Eu's judg- 
ments are already being strongly contested. 
The "firstwave" group consists, for 
now, of the Czech Republic, Estonia, Hun- 
“gary, Poland, Slovenia and Cyprus—the last 
added at the insistence of Greece, even 
though the island is, in practical fact, not 
one country but two. The EU began pre- 
paratory talks with the six in March. High- 
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applicant, but has not brought it into the 
current process.) These were the countries 
told that they must bring their economies— 
or, in Slovakia's case, its politics—rather 
closer to Eu standards before opening talks 
with them would be worthwhile. Latvia 
took this judgment especially hard, and be- 
gan lobbying furiously for promotion. 
This week the European Commission, 





the institutions and finances of the 
EU itself The present system, suitably 
tweaked, can cope with up to 20 coun- 
tries—ie, five more yet. But enlargement be- 
yond that number will trigger an inter-gov- 
ernmental conference to rewrite the EU’s 
constitutional rules. And all this, for good 
measure, comes when most EU govern- 
ments are deeply distracted by the job of in- 
troducing a single currency between 1999 
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and 2002. Add to this the horse-trading of 
scarcely related issues among national gov- 
ernments that forms part of any big EU ne- 
gotiation, and it is easier to see why enlarge- 
ment has dragged. 

The candidate countries may be per- 
plexed, even dismayed, but they remain po- 
lite. They have nowhere else to go. They 
have the EU to one side. To the other lies 
what Michael Emerson, a former EU am- 
bassador to Moscow, calls an “arc of insta- 
bility" sweeping down Europe's flank: from 
Russia through Ukraine, the Balkans and 
Turkey into the south and east Mediterra- 
nean. Here, says Mr Emerson, "the most 
powerful player for the time being seems to 
be chaos.” Set against that alternative, a lit- 
tle incoherence on the EU side may seem a 
minor inconvenience. 
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The hopefuls lining up behind Boris 


MOSCOW 


Five Russians with not very gleaming post-Yeltsin presidential prospects 


HERE can be few countries with a cen- 

tral government as enfeebled as Rus- 
sia’s. One telling sign of President Boris 
Yeltsin’s decline is the steady leaking away 
of talent from his administration. The most 
recent example was the sacking last week of 
his team of speechwriters; since the boss is 
no longer capable of making speeches—he 
was still “resting” at a sanatorium this 
week—their services are no longer required. 
The best of the ex-Yeltsinites, however, 
should have little trouble finding work 


elsewhere. Let them look, for instance, to 
the five front-runners for Mr Yeltsin’s job, 
for which an election is due by October 
2000—or earlier, should he resign. 

One of the ablest Yeltsin aides, Sergei 
Yastrzhembsky, has just been hired as a 
campaign chief by the mayor of Moscow, 
Yuri Luzhkov. The capital’s rumbustious 
mayor is probably the strongest candidate 
for the presidency at the moment. But that 
may not last. Mr Luzhkov's strength, his 
seemingly unshakeable hold on Moscow, is 





BRATISLAVA 


HE European Union excluded Slova- 

kia from the first wave of would-be 
members because it was not "demo- 
cratic" enough. One worry was about mi- 
nority rights. So no surprise, perhaps, that 
one of the first decisions of the new Slo- 
vak government, formed on October 29th 
under Mikulas Dzurinda, a Christian 
Democrat keen to get Slovakia on the EU 
fast track, was to appoint a minister for 
"minorities and human rights". 

The new minister, Pal Csaky, is an eth- 
nic Hungarian, from an ethnic-Hungar- 
ian party in the new coalition. But his re- 
| mit is wider than the concerns of this 

minority, 10.5% of Slovakia's population. 

In particular, he declares that better rela- 

tions with the Romanies, or gypsies, are 
| his priority. 
| There are worries about the estimated 
| 800,000 Romanies in both parts of the 
former Czechoslovakia. “Romany rights 
have become one of the most important 
issues in EU accession negotiations,” says 
Rals Dreyer, acting head of the Eu mission 
in the Czech Republic. Concern has 
grown since last year, when thousands of 
Czech and Slovak Romanies, trying to es- 
cape what they called persecution at 
home, sought asylum in Britain (which re- 
acted by slapping visa requirements on 
all Slovaks, and threatening to do the 
same for Czechs). 

Nobody doubts that Romanies in 
both countries have a rotten time. Many 
live in ramshackle ghettos, or in crude 
huts clustered higgledy-piggledy near the 
Tatra mountains. Ethnic intolerance of 
| them is pervasive, suspicion—not all of it 
entirely unjustified—of their criminal in- 
volvement widespread. Unemployment 








Slovaks v Czechs on gypsies 


among them reaches 90% 
in some areas, and two- 
thirds of their children are 
shunted into “special 
schools” for the dysfunc- 
tional. Romanies live in 
constant fear of skinhead 
attacks—and in dismay at 
police indifference. Since 
1990, racial assaults in 


both countries have 
soared; some Romanies f 
have been killed. HN i 


Politicians inflame the 
problem. Ladislav Hruska, 
the mayor of Usti nad La- 
bem, a Czech town, recently tried to build 
a ghetto wall to separate some of its Ro- 
many population from other residents 
“to keep out the noise”. The solution to 
the "gypsy problem", according to Jan 
Slota, head of the Slovak National Party, 
which was part of the previous Slovak 
government, is *a small courtyard and a 
long whip." 

While the Eu did not 
punish the Czech Republic 
for ill-treatment of Roma- 
nies, and put it on the fast- 
track to membership, 
Czechs in some ways have 
behaved as badly as Slo- 
vaks—if not worse. Cer- 
tainly that was true in the 
past: some 95% of Roma- 
nies in the Czech part of ex- 
Czechoslovakia were exter- 
minated during the 
second world war, many 
in a concentration camp, 
at Lety, guarded by Czechs. 





Prospects look up... 





... under Dzurinda 


The camp today is scarcely sign-posted, 
and used as a pig farm. The Slovaks, in 
contrast, spared their Romanies. Many 
were then resettled in 
towns on the Czech side. 
But thousands were re- 
fused citizenship when 
Czechoslovakia split in 
1993: a new Czech citizen- 
ship law, designed indi- 
rectly to exclude the Roma- 
nies, was introduced, and 
only belatedly changed. 

Human-rights groups 
say the Czechs are still do- 
ing little. Thirteen months 
ago the Czech government 
set up an "inter-ministe- 
rial commission for Roma 
community affairs", now 
chaired by Petr Uhl, a respected former 
dissident. The commission has set about 
improving Romany rights. These were 
spelled out in a 1997 report on the Roma- 
nies; most, say outsiders, are “mere win- 
dow-dressing." 

Will Slovakia now do better? Mr | 
Dzurinda, whose coalition government 
replaced the authoritarian one of Vladi- 
mir Meciar after elections 
in September, went to 
Brussels this week to per- 
suade the Eu that his coun- 
try is now a more decent, 
freer and fairer place. But 
his government is far from 
stable. It took weeks of hag- 
gling to put together, and is 
made up of four parties— 
including his centre-right 
Slovak Democratic Coali- 
tion—that straddle, awk- 
wardly, the left and right. It 
may not survive long 
enough to do the job. 
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also his weakness. 

The city has prospered mightily under 
his stewardship; it would have been amaz- 
ing if it had not, given the billions of dollars 
that have flowed legally or illegally through 
it. But this good fortune does not help his 
popularity in the rest of Russia, which even 
in Soviet times was resentful of Moscow's 
pampered status. Mr Luzhkov has tried to 
deal with this by some energetic regional 
diplomacy, for instance by sending food to 
kindergartens in Severo-Dvinsk, an impov- 
erished nuclear-submarine base. But Rus- 
sia’s economic turmoil now limits his abil- 
ity to play uncle to non-Muscovites. 

As the city’s bubble economy deflates, 
Moscow’s tax revenues plummet. It is im- 
possible to find out how much money is 
still stashed away in its murky accounts. 
But the speed with which Mr Luzhkov has 
started to put city property up for sale sug- 
gests that things are not as "super-liquid" as 
he maintains. The longer the economic col- 
lapse goes on, the weaker his chances of the 
presidency—and the greater his hurry, 
therefore, to round up support while he 
can. In recent weeks he has all but publicly 
declared his candidacy; he has launched an 
international charm offensive; and he has 
started cosying up to the Communists, who 
still command many Russian votes. 

On the face of it, that is an odd tactic. 
The Communists’ own leader, Gennady 
Zyuganov, still comes top of the opinion 
polls for the presidency. But the polls also 
suggest that he would be beaten by almost 
any non-Communist in the election’s sec- 
ond-round run-off. An alliance with Mr 
Zyuganov could give Mr Luzhkov the na- 
tionwide organisation he lacks—but only if 
the Communists follow their leader. That is 
a long shot. Although Mr Zyuganov and 
most of the parliamentary Communists are 
realists, much of the rest of the party, still 
deep-red in hue, is revolted by Mr 
Luzhkov's municipal capitalism. 

A different sort of difficulty afflicts 
Alexander Lebed, who was elected gover- 
nor of the Krasnoyarsk region of Siberia 
earlier this year. Unsurprisingly, his prom- 
ise to solve the problem of unpaid wages 
and pensions has proved empty. He flirted 
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Which way for Russia? Luzhkov, Zyuganov, Lebed, Yavlins' 


briefly with price controls when the eco- 
nomic troubles started (luckily, they were 
implemented too patchily to cause much 
damage). None ofthis would necessarily do 
him great harm, for few Russians these days 
expect any politician to come up with eco- 
nomic miracles. More damaging is the fact 
that he has proved an erratic adminis- 
trator, remote and poorly advised. 

Mr Lebed is master of the biting one- 
liner. But, unlike the savvy Mr Luzhkov, 
who learns his lines and sticks to them, the 
gruff ex-general is soon out of his depth 
when asked to speak in paragraphs. “Barely 
comprehensible says one ambassador 
who meets him regularly. 

Some of Russia's power-brokers have 
been flirting with the idea that Grigory 
Yavlinsky is the man to back for the succes- 
sion. Mr Yavlinsky, leader of the liberal-re- 
formist Yabloko (Apple) group in parlia- 
ment, has bounced back from a recent 
heart operation. He is vigorously attacking 
the new government for corruption, an al- 
legation roughly equal to saying that gam- 
bling was rife in wartime Casablanca. Mr 
Yavlinsky is sincere, and he is intelligent. 
That is not enough. Polls still rank him last 
of the five most popular candidates. A plau- 
sible candidate also needs a political base 
and the common touch, and he has neither. 

So what about the former foreign min- 
ister, now prime minister, Yevgeny Prim- 
akov, who spent years in the secret-service 
shadows, and is now visibly relishing his 
current limelight? He has yet to manifest 
any wish to be president. Perhaps his 
present job, keeping Russia's misery quietly 
contained, is task enough for him (though 
even that could win him votes). But Mr 
Primakov should by no means be ruled out. 
Indeed, polls suggest that he is now second 
favourite only to Mr Zyuganov. He has few 
enemies in Russia. He appeals modestly to 
liberals—he was something of a reformist 
in Soviet days—and, rather more vigor- 
ously, to the country's many indignant na- 
tionalists, as chief Russian trouble-maker 
for the West in the Balkans and the Gulf. 

Mr Yavlinsky apart, none of the candi- 
dates has a serious economic programme. 
But the days when Russia could be gov- 
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erned from the centre are passing, as its re- 
gions take more and more power for them- 
selves (see page 64). The longer Mr Yeltsin 
hangs on, the less his successor may matter. 





Macedonia 
Albanian calm 


TETOVO 


ATURDAY afternoon and Tetovo's 

streets are crowded with shoppers, 
mostly head-scarved women, buying every- 
thing from bananas to children’s bicycles; 
its cafés are filled with young Albanian 
men in smart leather jackets. In the sur- 
rounding villages a construction boom is 
in full swing, sustained by about DM300m 
($180m) sent home yearly by ethnic Albani- 
ans working in Switzerland and Germany. 
A comfortable three-storey brick home 
costs DM100,000 to build, says a local con- 
tractor, and the price is often paid in cash. It 
is all a long way from down-at-heel Skopje, 
the country's drab capital. 

Macedonia's Slavs and its Albanians— 
officially 23% of the population, in fact 
probably over 30%—have bickered ever 
since Yugoslavia’s poorest republic de- 
clared independence from the disintegrat- 
ing federation in 1991. Radical ethnic Alba- 
nians repeatedly threaten to secede. Yet at 
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doing quite nicely, at least by Balkan stan- 


< o dards; and they seem on the edge ofa politi- 


cal breakthrough too. 

The Albanians claim they are treated as 
second-class citizens and demand equal 
rights with Slavs. Remittances and trad- 
ing-which includes drug-smuggling, ac- 
cording to Macedonian officials—are not 
enough, Albanian politicians argue. The Al- 
banians must be allowed to build factories, 
borrow money from Macedonian. banks 
and get jobs as policemen, teachers and 
civil servants. Then the idea of joining up 
with their impoverished relations in 
Kosovo and Albania itself, in a greater Alba- 
nia, will seem less appealing. 

On November 1st, in the run-off vote in 
a two-round general election, the ruling So- 
cial Democrats—ex.Communists who, with 
the support of moderate Albanian politi- 


the moment Macedonia's Albanians are | 





- cians, have run the country since indepen- 
 dence—were kicked out. The Internal Mac- 


edonian ^ Revolutionary." Organisation 
(vMRO) which took 46 seats, looks set to 
form a coalition government with the new 
pro-business Democratic Alternative party 
(pa), which has 12 seats. But in a 120-seat 
parliament, and with voting in some places 
to be re-run because of irregularities, this 
coalition could still fall short of a working 
majority. So it has been negotiating hard 
with the Democratic Party of Albanians 
(DPA), a radical group that won 11 seats. 
VMRO, descended as it is from nation- 
alist brigands of the 1920s and 1930s, has 
not always been the most staid of political 
parties. But over the past six months it has 
shed its wild image. Its leader, Ljubcho 
Georgievski, a 32-year-old poet, is eloquent 
about cracking down on corruption and 
making Macedonia less risky for investors. 















The DA is run by Vasil Turpurkovski, 
American-educated. international lawyer, - 
who once headed Yugoslavia's Communist 
youth movement, but now talks about rais- 
ing money abroad to develop the economy. 

Mr Turpurkovski, a shrewd operator, 
along with various American organisa- 
tions promoting democracy, has helped 
bring about vMRO's transformation. The 
coalition's moderate tones have made 
Arben Dzaferi,the DPA leader, keen to share 
power. Its offer of a law banning discrimi- 
nation against Albanians--and Macedo- 
nia's smaller Turkish and gypsy minor- 
ities—-is tempting. 

Mr Dzaferi has not abandoned his vi- 
sion of a Greater Albania. But it is fading 
into the future. The struggles of Kosovo's Al- 
banians, half an hour's drive over the bor- 
der from Tetovo, attract much sympathy, 
and some of the p-marks sent home to Mac- 





| The whore of the republic 


PARIS 


OLAND DUMAS, France's foreign 
minister for seven years under Presi- 
dent Francois Mitterrand and now presi- 
dent of its Constitutional Council, spoke 
of her affectionately as his Mata Hari. To 
others she is simply la putain de la 
République—the title she has chosen for 
her account of the huge corruption scan- 
dal surrounding Elf, the formerly state- 
owned oil giant. Her story, published on 
November 3rd, ranges from affairs of the 
heart to affairs ofstate, and Mr Dumas fig- 
ures prominently in both. 

Normally the sexual peccadillos of 
their politicians do not bother the blasé 
French. But these new revelations about 
the now 76-year-old Mr Dumas's affair 
with Christine Deviers-Joncour, a divor- 
cee 25 years his junior, have raised fresh 
doubts about the former foreign minis- 
ter's role in the Elf scandal. The court he 
now heads serves as supreme guardian of 
France's laws and institutions. There have 
been calls for his resignation. 

The plot of this political thriller he- 
gins in January 1990. Thomson CSF, a 
then state-owned defence company, 
wanted to sell six frigates to Taiwan. The 
Socialist government of the day, in which 
Mr Dumas served, vetoed the sale, fearing 
it would damage relations with China. 
Elf, reputedly expert in the easing of po- 
litically sensitive international deals, was 
brought in to lobby on Thomson's behalf. 
Elf hired Mrs Deviers-Joncour to this end. 
In August 1991, the veto was lifted; no ex- 
planation was ever given. 

Mr Dumas has always insisted that he 
never saw a single centime from the sale 
of the frigates. He claims that his own. op- 




















position to the deal never changed, and 
that the 1991 green light came from Presi- 
dent Mitterrand and the then prime min- 
ister, Edith Cresson. It was only later, he 
says, that he discovered an “enormous” 
commission of $500m, approved by Mit- 
terrand and the Ministry of Finance, 
which Elf had paid out. He also knew 
nothing, he insists, about a separate com- 
mission paid to Mrs Deviers-Joncour. 

A year ago Mrs Deviers-Joncour was 
placed under formal investigation for 
corruption, and detained for five months 
in prison, accused of having received 
FFr66m (about $12m in 1991) from the oil 
company, including a FFr45m "commis- 
sion" on the frigate deal. She says that nei- 
ther she, nor Mr Dumas, received any ir- 
regular payments. Indeed, she admits 
that she completely failed to sway the for- 
eign minister. Mr Dumas concedes that 


she had once broached the subject with 
him, but he had "thrown her out of his 
office" and the issue had never been 
raised again. She is now out of 
prison on bail. 

Resistance fighter, free- 

mason, operatic tenor, art 
collector, brilliant lawyer, | 
wily politician, and one of | 
the most colourful characters 
of Mitterrand’s colourfully — 
scandal-ridden reign, Mr Du- | 
mas is fiercely resisting pres- | 
sures to force him to step | 
down, seeing them as politics | 
by other means. He thinks that | 
by attacking him, one of 
Mitterrand's oldest and closest 
friends and head of the foun- 
dation set up to defend his 
memory, the late Socialist 
president's enemies are trying 
to destroy his political legacy. 
In the six months since he was formally 
placed under investigation, not a shred of 
evidence against him has been found, he 
claims. 

But the two magistrates in charge of 
the affair, Eva Joly and Laurence 
Vichnievsky, are not likely to let go easily. 
Both are specialists in corruption cases, 
and have a formidable reputation for te- 
nacity, toughness and independence. Mrs 
Joly has already darkened the lives of 
such bigwigs as Bernard Tapie, former So- 
cialist minister and self-made business ty- 
coon, André Levy-Lang, head of Paribas 
bank, Loik Le Floch-Prigent, former head 
of Elf, and Maurice Bidermann, head of 
the Bidermann fashion group. All were, 
like Mr Dumas, placed under investiga- 
tion; many have spent long spells in 
prison while awaiting trial; some have 
been convicted. 
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< sovo. But in general the Macedonians are 
well out of the conflict, thanks in part to the 
“UN contingent of 1,000 Scandinavian and 
American soldiers that has been patrolling 
the country's borders with Serbia and Alba- 
nia, at its request, for the past sixyears: With 
disorder continuing in Albania, and uncer- 
tain prospects for peace in Kosovo, a new 
accommodation within Macedonia seems 
good enough for the time being. 


a 





Germany 
Mating season 


BONN 


ARTNER-SWAPPING: is: far. from un- 

known even in the strait-laced world of 
German politics; but these days it is bring- 
ing together the oddest of bedfellows. Take 
the accord, widely described as “historic”, 
to form a new government in Mecklen- 
burg-West Pomerania, a thinly populated 
eastern state hitherto known best for a fine 
coastline.and chronic lack of money. 

On November 2nd, its Social Demo- 

-crats turned their backs on the Christian 
Democrats, their previous coalition allies 
there, and embraced instead the long- 
shunned Party of Democratic’ Socialism, 
successor to the East German communists. 
Mecklenburg thus becomes the first state to 
have the pps in its government since the 
two parts of Germany united in 1990. 

And why not? After all, on September 
27th the ex-communists were returned to 
the federal parliament with 5.1% of the vote 
and 36 seats. In the Mecklenburg state vote, 
held.the same day, they won 24.4%. Like it 
or not, arguesGermany's new Social Demo- 
cratic chancellor, Gerhard Schröder, the 
pps has become a fact of democratic life, al- 
beitalmost exclusively in eastern Germany. 

That is not what Mr Schroder was say- 
ingonly six months ago, after an election in 
Saxony-Anhalt, another eastern state, Then, 
he urgently warned the local.Social Demo- 
crats against even forming a minority gov- 
ernment tolerated by the pps, let alone 
drawing the ex-communists into coalition. 
Sowhathaschanged? |... 

Three things. The Saxony-Anhalt Social 
Democrats went ahead with their minority 
government anyway. Mr Schröder never- 
theless went on to win the general election, 
despite Christian Democratic taunts that 
his party was making common cause with 

. the heirs of the regime that built the Berlin 
Wall. And now he seems to share the view 
long held by Oskar Lafontaine, the Social 
Democrats’ national chairman. and now 
Germany's finance minister, that the pps 
might help to consolidate his Red-Green 
government's hold on power in Bonn. 

So it might: After the Mecklenburg pre- 
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VIENNA 


| HETHER because of its setting—in 
a city of light-headed. romance 
i and faded imperial glory--or the prolif- 
eration of epaulettes and gold. braid, 
there was something surreal about this 
| weeks meeting of eu defence ministers— 
the first ever—plus military advisers. 

| The host, staunchly neutral Austria, 
emphasised that the event was just an in- 
formal get-together, ‘setting no prece- 
dents and drawing up no battle-plans. 
The ministers were urged to bring their 
spouses along to enjoy the opera and ad- 
mire some well-groomed horses. The war 
| zones of former Yugoslavia were only a 
few hundred miles to the south, but they 
i seemed a world away. 

Why were the Austrians so cautious 
| aboutorganising the first, and quite pos- 
| siblythelast, meeting of EU defence min- 
| isters? Mainly because the Eu has no le- 
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Taking Sachertorte, while wars rage | | 





galcompetence in military matters—and 
fellow neutrals like the Irish, Finns and 
Swedes, and NATOphile Denmark, are 
wary of change. Giving the EU a military 
role would also horrify the three Euro- 
pean members of NATO—Norway, Tur- 
key and Iceland—outside the Union. 
Underneath the froth, though, lie 
hard realities. As Britain's George Robert- 
son--the most enthusiastic participant— 
pointed out, Europe spends two-thirds 
as much as the United States on defence, 
but has only a small fraction of the fire- 
power. NATO's recent threats to bomb 
Serbia brought home how few precision- 
guided bombs Europe could muster. | 
Correcting these deficiencies need 
not undermine NATO; and Britain now | 
accepts that the Western European | 
Union, a wallflower among defence | 
clubs, may no longer be needed to stop | 
the EU and NATO waltzing together. 





cedent, the door is open to similar deals 
with the pps in other eastern states, such as 
Thuringia and Saxony, both now governed 
by Christian Democrats but both due for 
state elections next year. The more states the 
Social Democrats can collect, at least as the 
senior partner in government, the greater 
their hold on the Bundesrat, the powerful 
second chamber of the federal parliament 
where the states are represented. 

Not all Social Democrats are so op- 
timistic. In a memorandum leaked this 
week, four leading members of the party 
gave warning that by helping to make the 
ex-communists “respectable”, the Social 
Democrats were creating new competition 
for themselves. Short-term gains at regional 
level might eventually have to be paid for 
by a smaller Social Democratic share of the 
total vote of the German left. 

There is something in that. But mean- 
while the "Mecklenburg model" forces. on 
the embattled Christian Democrats a need 
for radical thinking and a spot of taboo- 
breaking, two activities to which the party 
has grown painfully unused. Wolfgang 
Schäuble, due to be elected national chair- 


man on November 7th in succession to 
Helmut Kohl, is trying hard to do both. 

Mr Scháuble still rails dutifully against 
the pps, but he reckons that if the Christian 
Democrats are to survive in the east they 
will have to be a lot readier to accept even 
former communist activists as members of 
their party. He can also imagine Christian 
Democrats going into state coalitions with 
the Greens, for instance in the Saarland af- 
ter an election there next year. A black- 
green government there would be a first. It 
would also have more than a touch of 
irony, since. the Saarland is the base of Mr 
Lafontaine, matchmaker to the pink-red 
get-together in Mecklenburg. 

Such ideas bring yelps of disgust from 
conservative Christian Democrats and 
their party’s Bavarian ally, the Christian So- 
cial Union. If Mr Schäuble pursues them, 
he risks a split. But if he does not, his party 
may be increasingly outmanoeuvred by the 
Social Democrats, ready to take: partners 
wherever they can find them. Stand by for 
some quite possible bed-hopping by the 
Christian Democrats too. 

A 
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T HOME or abroad, Russia's leaders have seldom looked so 
unimpressive: at best, indecisive and muddled; at worst, 
corrupt and unpleasant. While the economy shrivels, Yevgeny 
Primakov, the prime minister, still has no credible economic 
programme two months after he was appointed, and no appar- 
ent inclination to implement one. But the impression of coun- 
trywide Russian paralysis is misleading. The political landscape 
outside Moscow is changing by the day. Regional bigshots, such 
as Edward Rossel, governor of Sverdlovsk oblast (province), are 
using the weakness at the centre to bolster their own impor- 
tance: locally, nationally—and, increasingly, abroad. 

Even before the current troubles; Mr Rossel was a force. to be 
reckoned with. He directly represents the 5m people of Sverd- 
lovsk province, a touch more than 
the entire population of Norway, 
and indirectly more than 23m, in the 
Urals Economic Association, a re- 
gional grouping which he heads. 

The thick-set 61-year-old gover- 
nor, a former construction boss, has 
a history of insubordination. A few 
years back he tried to declare a self- 
governing "Republic of the Urals" 
(an entity that existed, briefly, after 
the Russian revolution). He recently 
refloated his suggestion for a local 
currency, a Urals franc, to replace the 
battered rouble. His biggest practical 
achievement. during the past three 
years, however, has been to establish 
his province's main city, Yekaterin- 
burg, as one of a handful of promi- 
nent Russian regional capitals. 
Nestling in the foothills of the Urals, 
it is, by bleak Russian provincial 
standards, a lively place. It has the re- 
gion's leading university, its only 
high-class hotel, its biggest airport 
and the base ofthe Urals regional air- 
line. Until the economic collapse, it 
had a thriving stock exchange; its 
banks are still less wobbly than those 
in Moscow. It has even attracted a sprinkling of foreign inves- 
tors—most notably fizzy-drink makers—manufacturing for the 
regional market. Because of its secret arms factories, it was closed 
to foreigners until 1992. Now it is the third most important dip- 
lomatic centre in Russia, after Moscow and St Petersburg, with 
American and British missions already established, and others 
in the offing. 

The push for decentralisation in Russia, which Mr Rossel ex- 
emplifies, is startling. Richer regions have long felt that the taxes 
they send to the centre are at best squandered, at worst stolen. 
These days, increasingly little comes back. “We are tired of Mos- 
cow,” complains Viadimir Frolov, who runs a big Yekaterinburg- 
based bank. Western countries are beginning to agree, and even 
to deal directly—giving technical help, say, or aid—with Mr 
Rossel, and his counterparts elsewhere. Few publicise the fact. 
But Finland’s President Martti Ahtisaari used a recent visit to 
Russia to back this trend: the alternative to decentralisation by 
design, he predicted, would be “disintegration by default’. 

In the past, Moscow tried to keep people like Mr Rossel in 
their place. In 1993, when. governors were still appointed by 


Edward Rossel, Russia’s ungovernable governor 








Moscow, he was sacked by President Boris Yeltsin—only to storm 
back into office as Russia’s first directly elected governor when 
the rules changed, in 1995. These days, Moscow is trying to con- 
trol unruly governors with a different tactic. Mr Primakov has 
invited the eight most important governors, heads of economic 
associations such as Mr Rossel, to join his government as super- 
ministers. They have no direct responsibility, and no depart- 
ments to run, but the right to advise the government as they see 
fit. Mr Primakov hopes this will keep them in line. Some do 
promise that their intention is not to break Russia up. But their 
loudest message to Moscow is: leave the regions alone. 

Though West Europeans have been cultivating Mr Rossel, he 
is not yet quite one of them. His grasp of economics is shaky. An 
economic prescription which he out- 
lined.on a recent visit to Finland left 
his audience of businessmen be- 
mused. It included printing money 
“solely for the use of industry”, and 
banning the use of dollars for com- 
mercial transactions. 

Back home, however, Mr Rossel is 
doing a fair job of shepherding his 
people through the current troubles, 
and particularly the oncoming win- 
ter. Supplies of food and fuel in 
Sverdlovsk are adequate. “We have 
enough resources in the Urals to em- 
bark on economic recovery,” he de- 
clares grandly. Talk of survival, how- 
ever, rather than revival, would be 
more realistic. Sverdlovsk may be the 
centre of Mr Rossel’s universe, but 
these days it looks like the middle of 
nowhere for foreign investors. It is 
hard to get to; there are no easy pick- 
ings in oil, gas or minerals; most of 
the industrial structure is anti- 
quated. Mr Rossel courts foreign in- 
vestors enthusiastically, but shows 
little understanding of the obstacles 
that face them. The province re- 
quired one foreign soft-drink bottler 
to collect official signatures on 200 different forms before it 
could open. A blunt, impatient man, Mr Rossel is no great lis- 
tener; his advisers are deferential rather than knowledgeable. 

Mr Rossel and his fellow supergovernors are a rising class, 
but the new arrangement that gives them increasing clout in the 
centre is not backed by unfettered power over their fiefs at home. 
Mr Rossel is having trouble, for example, getting members of the 
Urals Economic Association to stick to the idea of a single mar- 
ket. One neighbour is blocking free trade, and Mr Rossel can do 
little about it. He is also at loggerheads with municipal govern- 
ment, in the form of the mayor of Yekaterinburg, who has his 
own ideas about local economic development—not to mention 
his.eyes on the election for Mr Rossel's job next year. 

All the same, Mr Rossel remains that rare bird in Russia—a 
powerful, reasonably effective politician who takes voters seri- 
ously, and is driven by them rather than nostalgia, egotism or 
self-enrichment. Yekaterinburg, after all, was the city in which 
Russia's old regime, in:the form of the Romanov royal family, 
met its grisly end. It would be an apt birthplace for another, new 
Russia: more decentralised—and, with luck, less self-serving. 
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Taiwan’s today is making a difference for Asia’s tomorrow 


As Asia struggles to overcome 


financial adversity, Taiwan's eco- 
nomic resilience and high-tech 
expertise provide a valuable guide in 
spurring renewed regional growth and 
prosperity. In a few short years, the 
Republic of China on Taiwan has 
become a major player in global 
markets for cutting-edge technology 
products, It is first worldwide in the 
production of notebook computers and 
such computer peripherals as scanners, 
modems and mouse accessories. And 
all this has been achieved without 
undue reliance on short-term inter- 
national debt. 


The key to Taiwan's success is the 
market freedom its entrepreneurs 
have to innovate. Agile small- and 
medium-sized businesses comprise 
most of the ROC's industrial sector 
and compete intensely for investment 
capital in Taiwan's domestic money 
markets. Thus, the market mecha- 
nism, not government planners, backs 
the best business ideas in Taiwan. 

These strengths have helped offset 
the worst effects of Asia's financial 
crisis on Taiwan, making it a strong 
"node" in the Asia-Pacific regional 
economic network. Asia retains its 


promise as a major engine of global 


economic growth in the 21st century. 
Taiwan is helping to keep Asia con- 
nected to the future. 


TODAY'S 
TAIWAN 


REPUBLIC 
OF CHINA 
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TAIWAN 


|n praise of paranoia 


| are YEH makes some of the finest luxury 
yachts in Taiwan, maybe the world, and loves to 
escort wealthy prospective buyers around his spot- 
less factory. But ask the smiling founder of Presi- 
dent Marine if he owns one of the boats he pro- 
duces, and his mood darkens. Like all Taiwanese 
private citizens, he is barred from keeping ocean- 
going craft. They are considered a security risk be- 
cause they might just cross the Taiwan straits and go 
to mainland China, violating Taiwan’s ban on all 
| direct contact with its sworn enemy. Worse, they 
| might then come back carrying something deadly. 
Can Taiwan's government really be worried about 
an invasion by cabin cruiser? Yes, and about a thou- 
sand other improbable threats too. Officials re- 
mind mystified visitors that Taiwan is paranoid for 
| good reason: China really is out to get it. 

This fear permeates everything Taiwan does. It 
was used to justify decades of martial law and to- 
talitarian rule after Chiang Kai-shek and his nation- 
alist forces retreated to the island in 1949 in flight 
from Mao Zedong’s communists on the mainland. 
It explains why a smudge of land the size of the 
Netherlands, with a population of just 22m, has an 
annual defence budget of $10 billion and more 
than 4m soldiers (most of them reserves). Deprived 
by the government in Beijing of diplomatic recog- 
nition by any of the world’s important countries, 
Taiwan has been driven by fear of isolation to go to 
extraordinary lengths to win friends and protectors 
in other ways. It has one of the world’s largest over- 
seas propaganda machines, and is the top sponsor 
of all-expenses-paid junkets for American congres- 
sional staff. 

Fear also explains why Taiwan has weathered 
the financial crisis in much better shape than many 
of its neighbours. Most other East Asian countries 
are in recession, but Taiwan will notch up 4-5% 
growth this year (see chart 1 on the next page), just a 
bit below its usual figure but still fifth-highest in the 
world. Whereas stockmarkets and currencies all 
around it have lost about half their value in the past 
18 months, Taiwan’s are down by a modest 20% or 
| so. With the exception of China, with its largely 
| closed financial markets and unreliable economic 
| statistics, Taiwan is the top performer in Asia by vir- 
tually every measure. 





| Panic early, panic often 

The reason for this shining performance is that, un- 
like Thailand, South Korea, Indonesia and the rest 
of the reckless tigers, Taiwan knows that it cannot 
afford to go bust. As a diplomatic pariah, it is ban- 
ished from virtually all important international 
organisations, including the IMF. If it gets into trou- 
ble, it cannot hope for a bail-out. Indeed, it worries 
that in the event of a domestic economic crisis the 
mainland might just invade it. 

So while the rest of Asia threw caution to the 


THE ECONOMIST NOVEMBER 7TH 1998 


wind, swelled by “Pacific Century” hubris, Taiwan 
prepared for the worst. Not by chance, it has the 
world’s third-largest foreign reserves and one of the 
world’s lowest foreign debts. Its banks have the low- 
est bad-loan ratios in Asia, and its companies have 
the lowest debt-to-equity ratios. It never fully aban- 
doned currency controls, which some of its neigh- 
bours are now re-adopting to stem their economic 
collapse. International speculators such as George 
Soros never even got their foot in Taiwan’s door. 
When eventually a crisis did materialise, it was 
not the one Taiwan had been expecting; but its de- 
fences served it well even so. In legal terms, Taiwan 
may be the world’s only non-political state, an is- 
land frozen in a cold-war mould by an accident of 





Keeping the home fires burning 


How has Taiwan 
been able to 
brush off the 
Asian crisis? By 
spending the past 
five decades 
preparing for a 
catastrophe of a 
different sort, 
says Christopher 
Anderson 
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Taiwan has long- 
standing links with 
the mainland. 
They have rarely 
been happy 


“way, China may have done Taiwan a favour by re- 


minding it that a wolf of one sort or another is al- 
ways at the door, which the rest of Asia seemed to 
have forgotten. 

Paranoia is fashionable these days. Andy Grove, 
chairman of Intel, the world's biggest computer- 
chip maker, last year wrote a book explaining how 
his company has managed to thrive in the cut- 
throat world of Silicon Valley, which is the indus- 
trial model for modern Taiwan. Its title, “Only the 
Paranoid Survive", is Mr Grove's motto. It might be 
Taiwan's, too. 

When the Asian tigers were still sleek and 
bouncy, Taiwan's financially cautious companies 
were criticised for being too underleveraged to 
grow quickly, like South Korea's big conglomerates; 
and Taiwan's government was accused of worrying 
too much about its political problems to engage in 
grand industrial policy, like Japan or Singapore. 
Now that the tigers have become mangy and de- 
pressed, they may start showing more enthusiasm 
for the Taiwanese model; but they will find it hard 
to copy. This survey will argue that the country's suc- 
cess owes more to the character of its people than to 






















the wisdom of its government. 

Hard to copy it may be, but difficult to under- 
stand it is not. If what makes people run is mostly 
greed and fear, most of Asia probably went over- 
board for the first. Taiwan gave the second equal 
place, and got the balance about right. 


A 





Little China 


AIWAN is used to trouble. There has hardly 

been a moment in the island's recorded history 
when it was not being invaded, occupied or shot at. 
There have also been (and this is the part that com- 
plicates the political arguments) very few moments 
in its history when Taiwan could reasonably claim 
to be independent. 

Today the Kuomintang (KMT, or Nationalist 
Party) rules Taiwan, as it has done for half of this 
century. In recent years, as opposition parties have 
been allowed, the KMT has lost its grip on local gov- 
ernment, but at national level it has been in charge 
for so long that its political history and Taiwan’s are 
virtually one and the same. The KMT had its origins 
in secret societies founded in the late 19th century 
by Sun Yat-sen, considered the father of modern 
China on both sides of the Taiwan straits. The party 
of revolution that replaced the last emperor in 1911 
officially became the KMr the following year; as a 
government under Chiang Kai-shek it fought the 

















Not a factory in sight 


Japanese with the Allies during the second world 
war; and leading a national army it lost a civil war 
with Mao's communists in 1949, retreating to Tai- 
wan and leaving the mainland to become the Peo- 
ples Republic of China. 

For most of this century the kMr and the Chi- 
nese communists agreed that Taiwan should be 
part of China: the only thing they disagreed on was 
who should run the show. But since the death of 
Chiang in 1975, the kmt has been gradually toning 
down its unification rhetoric. Meanwhile the pro- 
independence opposition has been getting stron- 
ger. So the question of whether Taiwan should be 
part of China is very much alive, and in the absence 
of any common political ground across the straits 
the debate often falls back on history. 

Five hundred years ago Taiwan was sparsely 
populated by Malayo-Polynesian aborigines. The 
few contacts with China were mainly through refu- 
gees from the mainland. The first Europeans, Portu- 
guese sailors who called the place Ilha Formosa 
(“Beautiful Island"—possibly more appropriate in 
the days when it was covered by virgin forest, not 
factories), arrived in 1590, establishing a settlement 
in the north near modern-day Taipei. They were fol- 
lowed by the Dutch East India Company, which set 
up in the south in 1633. 

Meanwhile, the Manchu invaded the mainland 
in 1644, overthrowing: the Ming dynasty in the 
north and battling with:the warlords in the south. 
Perhaps 100,000 Chinese from coastal provinces 
emigrated to Taiwan. At first the Dutch welcomed 
them, but they denied them the right to own land, 
taxed them increasingly harshly, and killed thou- 
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sands of them after a revolt. A Ming loyalist named 
Cheng Ch'eng-kung (Koxinga, to westerners) sailed 
to Taiwan with a small army. With help from the 
angry locals, he drove the Dutch out in 1662. 
| Koxinga was determined to use Taiwan as a 
base for an invasion to retake the mainland from 
the Manchu. His regime on Taiwan was even more 
| fepressive than that of the Dutch, but after a year of 
ae empire-building he went mad and died. Twenty 
| years later the Manchu defeated his grandson’s 
j navy and claimed Taiwan, formally making it part 
| Of China for the first time. 
| For the next 200 years, Taiwan nominally re- 
. | mained within the fold, although frequent rebel- 
: | lion kept it on the margins of Imperial interest. In 
the mid-i9th century the West rediscovered Tai- 
wan. America considered buying it and Britain 
| toyed with the idea of making it a penal colony like 
| Australia. Instead, they and several other western 
nations set up trading ports. 
| The western attention persuaded the Manchu 
| to take a greater interest in the neglected island. 
| They sent capable administrators who modernised 
| Taiwan, making Taipei the first city in China to be 
| electrified. In 1895, after its humiliating losses in the 
| Sino-Japanese war, China ceded Taiwan to Japan, 
| which ruled it for the next 50 years. It took more care 





|. over it than the Chinese had done during most of 
^i. their rule, improving its agriculture and infrastruc- 
ture so that the island could serve as a military base 
and bread-basket for the empire. 

At the end of the second world war the Allies 
handed Taiwan back to the kMr, which turned out 
to be as incompetent and corrupt on Taiwan as it 

had been on the mainland. In response to yet an- 
| other revolt by the Taiwanese, on February 28th 

| 1947 the kmr slaughtered up to 28,000 of them (ac- 
- counts differ), including a generation of profes- 
^t sionals and intellectuals. This brutality would later 

| inspire the birth of Taiwan’s independence move- 
| ment, and the day, remembered as "2-28", still 
serves as a call to arms for the opposition. 








Emigré elite 

| Meanwhile the kmr was losing its grip on the main- 
|. land, and the stream of kwr loyalists fleeing to Tai- 
|. wan becamea flood, swelling to 2m (then equal to a 
third of Taiwan's population) The tide, which 
stripped China of most of its industrialists, bank- 
ers, doctors, administrators, professors, profes- 
sionals, artists and even chefs (which helps to ex- 
_| plain Taiwan's excellent food) was the largest 
| single movement of an elite in world history. In 
1949 Chiang and his men followed in defeat. Only 
| thetimely arrival ofthe Korean war, which brought 
| America back to protect its strategic interests in the 
| 





region, prevented Mao from invading Taiwan. 

The next 38 years brought constant tension 
across the Straits of Taiwan, but little political 
change on the island itself. The kw, which had 
stage-managed its first national election on the 
| mainland in the waning days of its rule (it won, for 
| all the good that did it) refused to hold another elec- 
| tion for all of the parliamentary seats until it could 
again be “national”, meaning until the kMT had re- 
taken China. So it ran the country under martial 
| law, concentrating mostly on Taiwan's economic 
development. In this it got a lot of help from Amer- 
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ica, which saw Taiwan both as an anti-communist 
bulwark in the region and as an unsinkable aircraft 
carrier should the need arise. 

By the 1970s, however, American tolerance for 
the authoritarian and corrupt KMT was wearing 
thin. After President Nixon’s visit to China in 1972 
America gradually withdrew its troops from Tai- 
wan. In 1979 it opened diplomatic relations with 
mainland China, which meant ending them with 
Taiwan, as most other countries had already done. 
Prodded by the Americans, Chiang Ching-kuo, 
Chiang Kai-shek’s son and successor, ended martial 
law, legalised opposition parties, eased press re- 
strictions and set the stage to hold democratic par- 
liamentary elections in 1992, the first in 40 years 
contested by a legal opposition party. 

Since then Taiwan has changed dramatically. In 
less than a decade, it has made the journey from a 
totalitarian state to a living demonstration that de- 
mocracy is not, as many believe, somehow incom- 
patible with the Chinese character. Taiwan's presi- 
dent, Lee Teng-hui, although a member of the KMT, 
was elected by popular vote. He is Taiwanese, not a 
mainlander, and the first man ever born on Taiwan 
to rule the entire island. The mayor of Taipei be- 
longs to the opposition Democratic Progressive 
Party (ppp), as do about a third of the legislature 
members. The KMT itself is a much-changed party. 

In almost every way, Taiwan has emerged as a 
model nation by Asian standards: democratic, eco- 
nomically strong, relatively uncorrupt, and largely 
committed to free-market principles. A heart- 
warming picture, were it not for the presence, only 
130km away, of a nuclear-armed nation of 1.2 bil- 
lion that has sworn to make Taiwan its own. 
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Taiwan may be a 
time bomb, but one 


on a very long fuse 





Ready to retaliate 


Apocalypse, maybe 


OURNALISTS are used to being treated with con- 
Teo by politicians, but not in Taiwan. A for- 

eign journalist arriving for an interview with the 
mayor of Kaohsiung, an industrial city in the south, 
is greeted by cameramen from the national televi- 
sion news, local reporters and the mayor's protocol 
officer and photographers. When the interview is 
over, the mayor presents the plaque of the city, and 
the photographers and television cameramen 
record the handshakes. The same ritual is repeated 
at a dozen other government interviews. 

What makes the foreign press so special is that it 
provides Taiwan with an international voice. De- 
prived of diplomatic recognition by everyone who 
matters, Taiwan is forced instead to court the media 
and spend tens of millions of dollars a year on ad- 
vertising, lobbying and public relations. The usual 
response is a yawn. The stand-off with China has 
been going for most of this century, and little seems 
to have changed. Taiwan’s lack of diplomatic recog- 
nition has caused it no obvious harm—indeed, it is 
thriving. China is not actively persecuting any Tai- 
wanese (unlike, say, Tibetans), and the usual hu- 
man-rights crusaders have no great interest in the 
island; nor have Chinese dissidents. 


Tick, tick 

But every now and then there are days when the 
world suddenly remembers that Taiwan is as likely 
as any to spark the third world war. March 8th 1996, 
when China fired two M-9 nuclear-capable ballistic 
missiles into the shipping lanes off Kaohsiung har- 
bour, was such a day. China has made it clear that it 
stands ready to invade if Taiwan ever declares inde- 
pendence (as opposed to simply practising it qui- 
etly in the usual way). America has made it clear 
that it is ready to defend Taiwan, as long as it does 
not declare independence. And, frighteningly, 
some in Taiwan have made it clear that they intend 
to do just that one day, forcing a confrontation. On 
occasions like the missile tests, the world is re- 
minded that China is a nuclear power, and that any 
leadership capable of killing its own people the way 
it did in Tiananmen Square is probably willing to 
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kill others too. 

For most of this decade, those fears have seemed 
a bad cold-war dream, dissipated by a reforming 
China eager to take its place among responsible 
world leaders. But this cheery view underestimates 
the depth of feeling about Taiwan on both sides of 
the straits. In the midst of what most observers 
thought was a thaw across the waters, China’s army 
went ballistic over a pair of apparently innocuous 
events: an unofficial visit by Taiwan’s president to 
his American alma mater, Cornell, and the first na- 
tional presidential election. Who knows what 
might push China over the edge? 

In one sense, China went over the edge about 
Taiwan halfa century ago; it has just been unable to 
do much about it. Since 1949, it has viewed the is- 
land as a renegade province occupied by an illegiti- 
mate government. It has never accepted the idea 
that Taiwan is not part of China, or that it has some- 
how earned the right to break away. Instead it (like 
the KMT, at least officially) still considers China, 
both mainland and Taiwan, to be one country in 
the midst of a very long-running civil war. But the 
mainland is pragmatic enough to know that taking 
Taiwan by force would be unimaginably bloody— 
for both sides. 

Hence the stalemate. Like the People's Republic 
of China, writes President Lee in a newspaper arti- 
cle, “We also believe that China must reunify in the 
future, but that it must be reunified under a demo- 
cratic system. We have preserved for China a piece 
ofland that is free from communist rule; we[are] the 
model for a future reunified China.” China’s em- 
bassy in Washington responds tetchily: “The only 
way out for the authorities in Taiwan is to give up 
their separatist activities and co-operate with the 
central government to realise the peaceful reuni- 
fication of China.” Insert a few “communist ban- 
dits” and “pawns of American imperialism”, and it 
could almost be the 1950s again. 

But look more closely, and you will see signs of 
real change on both sides. The biggest is that, al- 
though the Kmr still professes to seek reunification 
(on its own terms), most of Taiwan’s citizens are not 
interested. Most of the older people were on the is- 
land before the KMrT brought its reunification 
hopes ashore; and the post-war generation has no 
memory of China and sees no advantage in becom- 
ing part of it. Although Taiwanese have been free to 
travel to China for nearly a decade now, most have 
not done so. "I hear the toilets in public places are 
very dirty," explains one young woman. "They treat 
our tourists like fools," ventures another. 

A lot of these ideas come from propaganda on 
government-controlled television and other media. 
As it happens, Taipei's public toilets are none too 
clean either, and the Chinese treat all tourists badly, 
not just the Taiwanese. But the lack of interest re- 
flects a deeper reality: unlike people in once-di- 
vided Germany or still-divided Korea, most Tai- 
wanese just do not feel any particular brotherhood 
with their relations across the straits, aside from a 
distant genetic one. This may always have been so, 
but it is only since the second big change—Taiwan's 
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democratisation—that it has mattered. 

The story of Taiwan’s transformation over the 
past decade, without bloodshed, from an authori- 
tarian police state to a multi-party democracy is one 
of the most edifying in Asia. The only flaw is that 

| even after the elections the same party is still in 
charge. But the kMr had to change out ofall recogni- 
tion to win, and one of those changes was to aban- 
don its uncompromising militaristic stance on 
China. It has given up the threat (such as it was) to 
| retake the mainland by force, and it has set out a 
| plan for reunification so devoid of any dates, and 
so unacceptable to China (it requires the mainland 
to democratise before Taiwan will even start talk- 
ing about a joint constitution) as to be almost guar- 
anteed never to be implemented. 


The best sort of enemy 


These moves infuriated China, but not for the rea- 
sons you might expect. In an odd way, the bad old 
| KMT was the best enemy the rulers in Beijing ever 
| had: the two sides agreed on almost everything, in- 
cluding the notion that a unified China would go to 
the victor when civil war between the KMr and the 
Chinese communists eventually reached its conclu- 
sion. Now that Taiwan was represented by a new 
force, the will of the Taiwanese people, all bets were 
off. "China", writes Arthur Waldron, an expert on 
Asia at the University of Pennsylvania, “had been 
angling all along to win Taiwan for itself by means 
of a deal [with the kw] that would be struck over 
the heads of[the Taiwanese] people. But with power 
on Taiwan increasingly in the hands of these same 
people and their democratically chosen represen- 
tatives, it was becoming clear that no such deal was 
| going to happen.” 

A rattled China has come up with a series of fall- 





back strategies. First it threatened 
force, culminating in the 1996 mis- 
sile tests, pulling back only when 
America rose to Taiwan's defence. 
Then it wooed the Clinton govern- 
ment, winning the most explicit 
statement yet of America's rejection 
of Taiwanese independence. Presi- 
dent Clinton, in his Shanghai dec- 
laration earlier this year, spelt out 
the “three noes”: America would 
not support “two Chinas”; nor “one 
China, one Taiwan"; nor Taiwan's 
membership in important interna- 
tional organisations such as the UN. 
In fact, this has been more or less the 
American government's position 
since the 1970s, but no president 
has stated it as explicitly before. 
That alone terrified the Taiwanese. 
China's next ploy was to launch 
a charm offensive, agreeing to re- 
start cross-straits talks (halted since 
the missile tests) and offering Tai- 
wan any sort of variation on the 
Hong Kong model it wanted (indeed, China 
dreamed up the Hong Kong model in the early 
1980s with Taiwan in mind). One country, two sys- 
tems; one country, three systems; whatever. Taiwan 
could have its own elected (provincial) govern- 
ment, its own economy, currency, armed forces, ev- 
erything but its own flag and its sovereignty. 
“China is sending the message that ‘one China’ 
is a loose conceptual framework with no clear defi- 
nition and should not deter the two sides from en- 
tering into talks," observes Peter Tsao, an analyst at 
ING Barings. "China is pressing hard to resolve this, 
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A long footnote 


HERE are a thousand ways of going 

wrong in discussing Taiwan, mostly 
because its political situation has cre- 
ated a through-the-looking-glass world 
of twisted semantics and dogmatic 
naming conventions. 

First, what is it? A sovereign nation 
byall appearances, but China (or “Com- 
munist China” in the cold-war parlance 
of Taiwan’s government) sees it as sim- 
ply a renegade province, to be returned 
in due time. 

Taiwan attempts to get around this 
by distinguishing between the land and 
the government. So the Republic of 
China (ROC), the government that Mao 
drove off the mainland, is the rightful 
ruler of China, albeit in absentia save 
one bit: the main island of Taiwan and 
some tiny surrounding islands. Official 
guides to Taiwan still begin by describ- 
ing with a straight face China’s land 
mass, population and history, eventu- 
ally arriving at the awkward admission 
that most of this is unfortunately not 
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under ROC control at the moment. 

Journalists usually avoid the obsta- 
cle course by referring to Taiwan as an 
“island” and moving on. But foreign 
governments are forced to tread a more 
delicate line. A State Department memo 
of “Dos and Don'ts” on Taiwan that was 
leaked to the Washington Post earlier 
this year gives an idea of how tough this 
can be. 

Since the American government 
does not recognise Taiwan as a country 
(“use ‘jurisdiction’ or ‘area’ "), its offi- 
cials (called “consultants”, since the 
staff of the pseudo-private American In- 
stitute in Taiwan [Arr] that serves as the 
de-facto embassy must temporarily re- 
sign from the foreign service) refer to 
Taiwan’s “authorities” rather than “gov- 
ernment”. When the American ambas- 
sador ("Arr director") meets his Taiwan- 
ese counterpart (“director of the Taipei 
Economic and Cultural Representative 
Office") to sign a treaty (“AIT-TECRO 
agreement") the meeting is *unofficial". 





Even within Taiwan, words are 
loaded. Never mind that almost all of 
the country's inhabitants are ethnically 
Han Chinese, just like the people on the 
mainland: the word "Taiwanese" is 
used to describe someone whose family 
settled on the island before 1949 (often 
centuries before), a group that makes up 
about 85% of the population. "Main- 
landers" are the minority who (or whose 
parents) arrived with the forces of Gen- 
eralissimo Chiang. arr staff have had to 
invent the painful neologism "Tai- 
wans" to refer to all of them together. 

Transcribing names of people and 
places is tricky too. Almost the whole 
world now accepts the mainland's 
“pinyin” method of romanising Chi- 
nese (“Mao Zedong” and “Beijing”), but 
Taiwan rejects it. It has not standardised 
on any of the half-dozen other methods 
either, though the Wade-Giles system 
(“Mao Tse-tung”) is widely used, so visi- 
tors often find that business card ad- 
dresses, signposts and maps are hard to 
reconcile. This survey will stick with 
whatever seems most appropriate in the 
context. Apologies for any offence. 
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sensing that time is running out as a generation of 
Taiwanese grow up with no sense of affinity with 
the mainland.” Chinese officials have even hinted 
that “unification” might mean nothing more than 
accepting a loose “greater China” federation. Al- 
most everything seems to be open for negotiation. 

This is where Taiwan finds itself on the eve of its 
next round of elections. On December sth, the peo- 
ple of Taipei and Kaohsiung will vote for their may- 
ors; since the two cities account for more than a 
fifth of Taiwan's population, they are a good gauge 
of national sentiment—and the mayorships are 
| widely seen as launching pads for the presidency. 
At the same time, elections for local representatives 
ofthe legislative yuan, the national parliament, will 
establish whether the ppp can extend the impres- 
sive gains it made against the KMT in mayoral and 
magistrate elections last year, when it got 43% of the 
popular vote to the KMT's 42%. And in March 2000, 
Taiwan will hold national presidential elections, 
the first since those that gave President Lee a real 
electoral mandate in 1996 (and so infuriated 
China). They, too, will probably be close. 

A few years ago these elections would have been 
dominated by the China issue. The ppp was the in- 





dependence party and the kmr the reunification 
party, so a popular vote was somethig of a refer- 
endum on Taiwan’s China policy. But the bound- 
aries are no longer so clear. Today's KMT is probably 
better described as the party of the status quo. 

As the pPP gets closer to power and responsibil- 
ity, it too is becoming more moderate. Fearful of be- 
ing cast as a bunch of reckless hotheads liable to 
trigger a Chinese invasion by declaring indepen- 
dence, the pPP now talks about a long series of in- 
cremental referendums that might be spread over 
ten or 20 years. 

Both the ppp and the Kwr are internally split 
into a number of factions. One of them, splintering 
off the KMT, even became a party in its own right, 
the New Party, which aims to offer a non-pPP alter- 
native for disaffected KMT voters. The underlying 
trend is clear: Taiwan's politics are becoming more 
about Taiwan—from fighting crime and corruption 
to filling potholes—and less about China. The 
China issue is not going away, because China itself 
will not let it, but it is no longer the only, or even the 
main, platform of Taiwanese politics. “Taiwan 
first” is the new clarion call as Taiwan shines ever 
brighter in the region's economic gloom. 





An army of ants 


Taiwan's economic O FIND out what makes an Asian country tick, 
success shows what the usual thing to do is to visit some well-placed 
Sie Chinese in do government officials, a few business tycoons and 
à perhaps a banker or two. In Taiwan, however, it is 
if you let them best to start with a company like Sunonwealth, an 
obscure firm leading the world in making some 
fiddly thing no one ever thinks about. In this case, 
the product happens to be tiny fans, used to cool 
computer chips, and very impressive they are. But 
they could just as easily be metal fittings, machine 
tools, power supplies or, perhaps more glamor- 
ously, tennis rackets, bikes or shoes. For it is 
Sunonwealth and 1.2m similar companies, few of 
which anyone has ever heard of, that are responsi- 
ble for Taiwan's economic miracle. 
Economic miracles are viewed with suspicion 


Doing business in the anthill 





these days, since most of the countries that were 
famous for them have miraculously collapsed over 
the past year. But if any economy still deserves the 
sort of scrutiny that the tigers routinely used to re- 
ceive, it is Taiwan. Before the Asian crisis, it was per- 
haps the least admired ofthe tigers, since it was nei- 
ther a financial centre nor home to lots of huge 
companies with big advertising budgets. This may 
have been unfair, since Taiwan is the world leader 
in more industries than any of its peers. But they 
tend to be unexciting ones, such as umbrellas, fas- 
teners and handtools—with one big exception, 
computers, of which more later. Most people would 
be hard pressed to name a single Taiwanese firm. 

Sunonwealth is one ofa great many, but as typi- 
cal as any. If you take the cover off your pc, there is a 
good chance you will find one of its fans inside. But 
the company does not share much of Silicon Val- 
ley's glamour. Its headquarters resemble a myriad 
others found all over Taiwan: a reception desk in 
the lift lobby, a big room crammed full of desks 
where women are processing orders, a picture ofthe 
chairman with President Lee, and an office for the 
beaming founder himself. 

Like most of Taiwan's companies, Sunonwealth 
is small to medium-sized (about 850 employees), 
makes some component in the middle of a long 
supply chain that will eventually result in a 
branded product sold by a big foreign company (a 
Compaq laptop, say), is young (formed in 1980), 
and has a factory in China. It is one of many tech- 
nology companies, which between them make up 
nearly half of Taiwan's exports. And the Asian fi- 
nancial turmoil has hardly affected its business, 
any more than it has affected corporate Taiwan as a 
whole. 

That imperviousness to crisis has attracted 
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much attention from foreign observers. Just as sci- 
entists flock to study the one uiv carrier who does 
not get Arps, forensic economists are putting Tai- 
wan under the microscope to see why it has shown 
such immunity to Asian flu. The island defies much 
of Asia’s conventional wisdom about economic 
health. In a region where economic success is usu- 
ally attributed to grand industrial policy and na- 
_- tional champions, Taiwan has neither. When its 
‘government has tried to promote industries or cre- 
ate big conglomerates, it has usually failed. 


















East reaps best 
The real reason for its success is not government ac- 
tion but inaction; Taiwan is one of the few places 
where the Chinese talent for business has been al- 
lowed to blossom without hindrance. It may be a 
‘cliché that the Chinese are possibly the world's best 
entrepreneurs, and would shine even more if their 
governments did notso often get in the way, but it is 
illuminating all the same to look at a map of the 
Asian financial crisis with ethnic goggles on. The 
four Chinese states—China, Taiwan, Hong Kong 
and Singapore—have fared far better in terms of 
stockmarket and currency performance than any of 
the other Asian countries. Their average “volatility” 
(the sum of the percentage changes of their curren- 
|. cies and stockmarkets) since the crisis began is less 
i- than half that of the non-Chinese countries in the 
region (see chart 2). 
What is it about the Chinese? Again, any ex- 
planation risks sliding into stereotype. They work 
hard. They are financially conservative, which is to 
say they dislike debt and watch their pennies. At the 
- | same time they are natural gamblers with a keen eye 
"|" for opportunity and an appreciation of managed 
risk. They are motivated by pragmatic self-interest 
and self-preservation (Sun Yat-sen said the Chinese 
people were no more cohesive than grains of 
sand)~just the thing to make free markets work 
smoothly. 
| Yet at the same time they are masters at 
.| networking, and guanxi (connections, which does 


not always mean corruption) is the name of the 
game. That fits well with today’s management ideas 
about “horizontal integration”. The Chinese also 
value profit and prudence in a way that befits the 
best of shareholder. capitalism, mostly because 
Confucian ideals require them to hand on as big an 
- inheritance as possible to their children (their main 





shareholders). eue 

China's decades of communism have dulled 
these traits in its own people. Singapore, the ulti- 
amate managed economy, has channelled its best 
-< and brightest into its civil service rather than into 
business. Hong Kongers have been spoiled by the 
quick riches to be had from property and from an 
economy dominated by financial services. Only 
Taiwan, which, thanks to the laisser-faire principles 
America forced on it in exchange for aid, has not 
had much success with central planning, has cre- 
ated an environment where the entrepreneurial po- 
tential of its people can be fully realised. 

The Taiwanese have a joke that if you throw a 
stone in the streets of Taipei, you are likely to hit a 
chairman ofthe board. With one company for every 
18 people in Taiwan (the highest density in the 
world), it could almost be true. The Chinese prefer 
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not to work for other people—“better the head of a 
chicken than the tail of an ox,” according to an old 
Chinese saying—and feel most comfortable in a 
company financed and run by their own family. 
Small to medium-sized enterprises (smMEs) make up 
98.5% of Taiwan’s companies, 75-80% of all employ- 
ment and 47% of the total economy. No wonder 
even its government economists refer to corporate 
Taiwan as an “army of ants”. 

But what admirable ants. The great thing about 
SMES is that they are infinitely flexible. They can 
switch businesses as market conditions dictate. Be- 
cause they are small, they must find niches, avoid- 
ing the competition instead of outgunning it. Be- 
cause they are numerous, corporate Taiwan as a 
whole is good at exploiting most of the niches in a 
particular industry, collectively creating a critical 
mass, or “cluster economy”, that makes up for the 
marketing inefficiencies of each undersized mem- 
ber. And because the business network in Taiwan is 
so dense, local subcontractors can usually be found 
for everything a particular firm needs to produce its 
speciality, making Taiwanese companies models of 
sticking to their “core competence”. 

“Taiwan’s nimble smes are better able to adapt 
to the ever-changing global economy, and are less 
likely than larger enterprises to form bonds of cor- 
ruption with government and banks on a scale that 
could jeopardise the entire economy,” writes Ste- 
phen Yates, an analyst at the Heritage Foundation; 
a right-wing think-tank in Washington, pc. “The 
sheer number of these companies means greater 
competition, which lessens the risk of poor man- 
agement and the kind of large-scale industry fail- 
ures that lead to a national crisis.” 

Look at Leadwell, a company that makes mill- 
ing machines in Taichung, a medium-sized city in 
the central part of the west coast. It has as many sub- 
contractors as employees, about 400 all told. When 
business is good, it farms out work to dozens of 
nearby firms. When trade is poor, it uses only its 
own factories. Thus each company distributes de- 
mand for capital investment up and down the 
chain. Each takes only as much risk as it can handle, 
but together the network has great shock-absorbing 
potential, which allows it to adjust to rapid growth 
as well as to economic contraction. True, this way of 
doing things may not always be quite as efficient as 
if everything were done by a single company (for 
example, the logistics can be tricky); but, as the fi- 
nancial crisis proved, being prepared for bad times 
is as important as taking advantage of good ones. 
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If you want to 
copy Tatwan's 
model, remember 
to add a bit of luck 
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The survivor's tale 


F AN economy is doing well, it is tempting to 

think that it can do no wrong. Tempting, but 
dangerous. Whereas in the 1980s the world mar- 
velled at Japan’s economy, now it pities the nation 
for keeping its discredited model for so long. Simi- 
larly, it may turn out, some time in the future, that 
Taiwan’s economic arrangements are not nearly as 
prescient and wise as they appear today. With that 
caveat, however, it is illuminating to consider the 
factors that have shielded it from the Asian storm. 

As this survey has already argued, Taiwan’s 
greatest strengths are a healthy paranoia in com- 
bination with the best of Chinese business acumen. 
These qualities show up in lots of ways, from con- 
servative government policies to prudent corporate 
financial management. But there are also some 
more prosaic reasons why it dodged the bullet this 
time, including good old-fashioned luck. 

For one, Taiwan is fortunate in that it trades 
mostly with America and China rather than the rest 
of Asia. Between them, those two countries account 
for more than half of Taiwan’s exports, and neither 
has so far been pulled into recession by the crisis. 
Where Taiwan is exposed to South-East Asia, it is 
largely as an investor, not as an exporter counting 
on the local markets. Taiwanese companies have set 
up factories in Malaysia, Thailand, Vietnam and 
even Indonesia to take advantage of cheaper labour 
there. When those countries’ currencies devalued, it 
made the labour cheaper still. What Taiwan does 
export to South-East Asia is mostly raw materials 
and components for those factories, so its regional 
exports have not fallen as much as those of coun- 
tries that sell mainly to consumers. 

Taiwan is also lucky that its business cycle hap- 
pened to be out of phase with the rest of the region. 





We can still afford it 
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Ithas seen mad property inflation and stockmarket 
booms, just like Thailand, Hong Kong and the rest, 
but that was in the late 1980s and early 1990s. In 
1989, for instance, Taiwan’s stockmarket had the 
world’s second largest turnover, behind New York 
but ahead of London and Tokyo. An estimated 
quarter of the adult population (many of them 
housewives) was playing the market full-time, creat- 
ing a serious labour shortage, among other prob- 
lems. In rural areas, stock listings were colour- 
coded so that illiterate farmers could join in, and an 
industry emerged to allow the bull-market million- 
aires to flaunt their wealth. 

Since then Taiwan has had several corrective | 
crashes, the most recent one caused by a crisis of | 
confidence when China conducted military exer- 
cises and missile tests in the Taiwan straits in 1995 
and 1996. So when the regional crisis hit last year, 
Taiwan’s stock and property markets were already 
more than 30% down from their peaks. There was 
simply less of a bubble to burst. 


Bug-resistant 

Luck may explain why Taiwan was nota glaring de- 
valuation target in the early days of the crisis, but 
sounder reasons help account for its resilience to 
the contagion that later struck the rest of the region. 
Taiwan’s macroeconomics are fairly reassuring. Its 
foreign-exchange reserves stand at $84 billion, ex- 
ceeded only by China and Japan. Its foreign debts 
are a trifling $250m or so, including old Agency for 
International Development loans. GDP growth this 
year is likely to be around 4-5% (just a percentage 
point or two lower than in recent years), which con- 
sidering the grim environment is remarkable. As al- 
ways, it has a large trade surplus. Indeed, the only 
significant black marks are its chronic budget defi- 
cits and its relatively high national debt (about 20% 
of Gpp), explained mostly by the vast sums it spends 
on Fiés and other arms to keep China at bay. 

Likewise, the corruption, nepotism, egomania- 
cal infrastructure building and overcapacity that 
(eventually) offended the international bankers in 
countries such as Indonesia and Thailand were 
simply not such big issues in Taiwan. Because of its 
rapid transition to democracy and the emergence 
of a strong opposition, the Kmr is far less corrupt 
than it was just a decade ago. Transparency Interna- 
tional, a consultancy that publishes an annual cor- 
ruption survey, now gives Taiwan a ranking of 5.3 
(out of ten for squeaky clean), closer to the United 
States (7.5) than Indonesia (2.0). That may be a bit 
generous—according to one estimate, 30% of all 
government infrastructure spending is still lost in 
kickbacks—but it is generally agreed that things 
used to be worse. Although the KMT, as a party 
rather than as the government, still owns a good 
chunk of corporate Taiwan, it has gradually been 
divesting in response to public outrage over con- 
flicts of interest. 

But some of the other factors that have protected 
Taiwan are less commendable. In particular, it has 
been slow to open its financial markets, which 
meant that even if currency and stockmarket specu- 
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When it comes to making your business 


with Taiwan fruitful and profitable, nothing 


is more important than getting yourself a 


country well. 
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Ill Pilot from 


Garmin's mission is to stop you 
getting lost. Since 1990 they 
have sold over a million Global 
Positioning Systems to pilots at 


sea, in the air, or on the ground. 


By innovative design and 
manufacturing techniques they 
have also found a way to provide 
these navigators at a cost you can 
afford. Innovalue, we call it. 





In Taiwan, we awarded a Symbol of Excellence 
so you wouldn't be all at sea. 


To find the best Taiwan has to offer, 
always look for the Symbol of 
Excellence. Or, if you want to source, 
design or manufacture here, reach 
us by fax, email or the Internet. 


SM 


Fax: 886-2-2723-5497 E-Mail: mitnews@cetra.org.tw http://innovalue.cetra.org.tw 





Choose Right, Choose ICBC 


At a time of global financial uncertainty, the selection of a dependable bank that 
takes care of your business interests has become critical, and ICBC is the right 
choice you can ever made. We're Taiwan's most experienced international bank 

with expertise and versatile services. When you're in the good hands of ICBC, 
you know you've made a good start of successful business with Taiwan. 


Overseas Branches (Asia area) 


Tokyo Branch 

Osaka Branch 

Bangkok Branch 

Manila Branch 

Caloocan Branch 

Subic Bay Branch 

Ho Chi Minh City Branch 
Singapore Branch 
Labuan Branch 


: 81-3-3211 2501, Fax: 3216 5686 
: 81-6-202 8575-8, Fax: 202 3127 
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: 65-227 7667, Fax: 65-227 1858 
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SWIFT : ICBCJPJTOSA 
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SWIFT : ICBCVNVX 
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Kuala Lumpur Marketing Office 
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Elegance at every turn... 


A grand Louise XVI clock, 

A pensive Chinese ink painting. 
Tokens of our warm respect, 

Where business and culture converge. 


The Sherwood hotel 
Your queen host tr. Tage. 
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TAIPEI 
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. competitiveness, but draws the line there. 








ressed by its economy, there was 
ild do about it. Although Taiwan's 
t ble, its central bank imposes so 
many estric ions on commercial currency trading 
th: ffect, it sets the exchange rate. It has allowed 
T$ to devalue by about 20% to help Taiwan's 


lators were uni 





Again partly because of restrictions on foreign 


|. banks, international investors make up just 3% of 


‘Taiwan's ‘stockmarket holdings, so cannot influ- 
ence the index much. Besides, they are a pretty doc- 
ile bunch: mostly pension funds, which tend to take 
a long-term view and stick with their holdings. 
Hedge funds and most of the other overt specula- 
tors are banned. 

Regulators are now congratulating themselves 
for dragging their feet on the financial liberalisa- 
tion that America and other western nations have 
been urging for years. There are even signs of revert- 
ing to tighter regulation. Aside from the damage 
this may do to Taiwan’s hopes to join the World 
Trade Organisation, it does not bode well for its 


1. somewhat dreamy ambitions to crank up its service 








sector by encouraging companies to pick Taiwan 
for their regional operations centres. 

The same conservative tendencies have also 
spared Taiwan the sort of banking meltdown that 


:most other Asian countries are now suffering. A 


high level.of bad debt is a regional affliction that 
can turn a few bank failures into a chain reaction. 


_ Butat the start ofthe Asian crisis, Taiwan's non-per- 
forming loans accounted for just 1.5% of total assets, 
compared with Thailand's 30%. Even in the darkest 


days of this year, peak levels reached only 7.5% in 





| Taiwan, half the official figures in Japan and less 
< than anywhere else in Asia, according to Fitch 1BCA, 
: acredit-rating agency (see chart 3). 
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The reason is not far to seek: paranoia again. As 
recently as the mid-1990s, most of Taiwan’s banks 
were state-owned and lent mostly to other state- 
owned enterprises, which by definition are un- 
likely to go under. The security-obsessed KMr val- 
ued stability above all. It still has painful memories 
of the waning days on the mainland, when its at- 
tempts to print money to finance the war against 
the communists triggered hyperinflation that has- 
tened its retreat. It has usually kept a miserly hand 
on the money supply since then. 

To prevent leakage of precious hard currency, 
the government early on introduced strict capital 
controls to prevent Taiwanese companies from tak- 
ing on cheap foreign-currency loans for speculative 
projects. “Capital is like blood. if you use too much 
of it, it will cost you your life," says Chiang Pin-kung, 
head of the government's Council for Economic 
Planning and Development. 


Starvation diet 


For anything but the biggest companies, this meant 
that bank loans were simply unavailable. Instead, 
smaller firms turned to friends and family, and to 
the so-called "kerb market", meaning anything 
from loan sharks to community lending associa- 
tions that auctioned off loans to the highest bidder. 
In either case, the price was steep (often three times 
the. official interest rate, which was itself higher 
than the regional average), so companies borrowed 
as little as they could and paid it back quickly. 

The legacy of this credit shortage is that Tai- 
wan's firms have one of the lowest debt-to-equity 
ratios in Asia: about 30% for listed Taiwan as a 
whole, compared with more than 400% for Indone- 
sia (see chart 4). Without easy access to cheap capi- 
tal, they have never been able to chase market share 
with massive investments, like the expansion-mad 
Korean conglomerates, or chaebol. Instead, they 
have had to finance growth from cash flow, which 
made them concentrate on profits. The average Tai- 
wanese electronics company, for instance, showed 
a return on equity of 23% last year. In South Korea 
and Japan the average return was in single digits. 

In the region's boom times, this financial con- 
servatism limited Taiwan’s growth and drew criti- 
cism. “In the high-economic-growth days, people 
said we were very inefficient from a financial stand- 
point, since we were so underleveraged,” says CY. 
Wang, chairman of China Steel, which has usually 
kept its debt-to-equity ratio below 50%. By compari- 
son, POSCO, South Korea’s own national steel 
maker, typically had debt ratios five times that. Al- 
though the two firms started at the same time, 
POSCO has grown to twice China Steel’s size; but it is 
lumbered with expensive capacity it cannot use, 
whereas China Steel's capacity utilisation is still 
near 100%. 

"We always felt that the Japanese and Korean 
models were too dangerous," frets Chien-Jen Chen, 
head of the government's information office. The 
largest Korean company is 16 times as big as the 
largest Taiwanese firm, he notes, and for Japan, the 
figure is 80 times. Such giants “have a collusive rela- 
tionship with the banks that gives them the confi- 
dence to expand abroad quickly,” Mr Chen says. 
“This is fine when the wind is in your favour, but 
that is not always the case.” 









With hindsight, allthis caution looks ins 







But the KMt’s motives were not always economi- 


| cally pure. One of the reasons for limiting the pri- 
| vatecompanies' credit was its fear thata strong mer- 
| chant class could arise that might challenge the 
KMTs hold on power. And it distrusts the Korean 
chaebol model in part because it worries that such 
big companies can become a force unto themselves. 
Indeed, Taiwan's government is now doing battle 
with Formosa Plastics, the island's largest industrial 
conglomerate, over the firm's: plans to build a 
power plant on the mainland, which the govern- 
ment fears could help China's military capabilities. 
When government officials are asked what 
country in the world is most like Taiwan, they usu- 
ally single out Israel. It, too, is small and under con- 





“noid governmen 


ats neighbours, and para 

above all else. Like Taiwan, Israel was created under 
à political cloud which still looms, and has sur- 
vived for the past five decades in large part because 
of assistance from America, its most important eco- 
nomic partner. And perhaps for some of the same 
reasons, both have emerged with an entrepreneur- 
ial business culture and an industry that is increas- 
ingly high-tech. Like Israel, Taiwan sees this as the 
model for its future, and for good reason: it has 
been fabulously successful. If there are lessons other 
nations should draw from Taiwan these days, they 
lie more in the character of its high-tech industry 
than in the fortuitously successful policies of its of- 
ten illiberal government. 











Making computers D HIS temporary office in a building still covered 

for other people with bamboo scaffolding, Wen-Hsiung Huang is 

b having another tough day. The workmen have 

c may not © found ancient bodies while digging, and the ar- 

glamorous, but it chaeologists will have to come in to inspect them; 

has shown Taiwan inthe meantime the trenches have filled with rain- 

its future water. Moreover, the local farmers want compensa- 

tion for. the electromagnetic damage their crops 

may suffer from the high-voltage: power lines that 

have been strung above them. Buildinga replica Sil- 

icon Valley from scratch in a sugar cane plantation 
in Taiwan's rural south is not easy. 

Mr Huang is serious. He aims to recreate the 
suburban Northern California essence of Palo Alto, 
complete with townhouses and American-style 
schools, alongside all the semiconductor factories, 
software start-ups, venture capitalists and 
cappuccino counters that make the real Silicon Val- 
leyhum.It might seem a sillyidea if Taiwan had not 
done it once already. The Hsinchu Science Park 
near Taipei in the north is the core of the world's 
third-largest high-tech industry, accounting for a 
third of Taiwan's manufacturing exports and a 
huge share of the world's computer production (see 
chart 5) Now Hsinchu has run out of space, a victim 
of its own success, and Taiwan’s government tech- 
nocrats, led by Mr Huang, are building a second sci- 
ence park near the southern city of Tainan. 

Never thought of Taiwan as a technology super- 
power? Start reading the labels in the back of your 
PC. From the circuit boards, CD-ROM drive and 
monitor to the mouse, keyboard and case, the odds 
arethat most came from Taiwan or the Chinese fac- 
tories of Taiwanese firms. If your computer is a 
laptop, it was probably entirely made in Taiwan; 
the “Dell” or "Compaq" labels were stuck on by em- 
ployees of little-known companies such as Asustek, 
Mitac, Fic and Compal. This year Taiwan became 
the world’s leading producer of notebook comput- 
ers, ahead of both America and Japan. “Silicon Is- 
land” may be a marketing slogan, but it is not far 
from the truth. 

Most countries would kill for such a big share of 
one of the world’s strongest and fastest-growing in- 
dustries; indeed, there is hardly a developing coun- 
try in the region that has not tried to emulate high- 





tech Taiwan. But it is a hard model for governments 
to copy, mostly because it owes little to ambitious 
five-year. plans and brilliant technocrats. Com- 
pared with the hugely expensive government-led 
high-tech efforts of Japan and South Korea, Tai- 
wan's bottom-up success has surprised even its gov- 
ernment planners. 

Taiwan owes most of its success to two factors. 
The first is its close links with America, particularly 
through the thousands of young people that go each 
year to study at American universities and end up 
working in Silicon Valley. The second is the 
commoditisation of the pc in the early 1980s, 
which divided the industry into big brand-name 
companies that concentrated mostly on marketing 
and sales, and a horde of no-name component sup- 
pliers who could supply generic parts, even com- 
pletely assembled machines, at low prices. It was 
the Taiwanese already in Silicon Valley who spot- 
ted this commoditisation trend first, and recog- 
nised that their home country was a good place to 
set up all those no-names. Their efforts set off an 
explosion ofentrepreneurial activity that has made 
this island across the Pacific into Silicon Valley's 
hinterland, an essential extension of America's 
high-tech industry. 

In fairness to Mr Huang and his colleagues, Tai- 
wan’s government has played a role, too, although it 
deserves more praise for recognising its limitations. 
Kwoh-Ting Li, a former minister now considered 
the father of Taiwan's high-tech industry, travelled 
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Who did... 


multi-currency check receivable 
securitization deal in the world? 


a) A Japanese bank in New York | 


b) An E nglish bank in Singapore 


D D e 


21 c) An American bank in Tokyo 





The right choice is “d”; which should read “a global bank in Turkey”. The bank which issued 
the first 144A Eurobond, the first IFC B Type Securitized Loan application and the first US 
Commercial Paper from Turkey. Garanti Bank in short. Wouldn't you invest in a bank, where 


all the benchmark transactions come from? 


For further information please contact Mr. Ergun Ozen, Executive Vice President 
63 Büyükdere Caddesi, Maslak 80670 Istanbul/Turkey Tel, Fax: (90-212) 285 40 40 Telex: 27635 gati-tr bttp://uww.garantibank.com.tr 





THE: CONRAD N. HILTON. FOUNDATION 





INVITES NOMINATIONS FOR ITS 


1999 CONRAD N. HILTON HUMANITARIAN PRIZE. 
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world-—thar has. mde the most extraordinary contribution toward 





The prize —one million dollars(US $1,000,000). will be awarded 


to an established voluntary, charitable or non-governmental group. 


The prize is not a grant, based on future goals. It is an award for 


accomplishment as determined by a distinguished, independent 


panel of international jurors. 

Previous honorees have been Operation 
Smile; international Rescue Committee 
and Médecins Sans Františe: 


Nominators packets are available 


now. Deadline for nominations is^ 


— January 15,1999. 


OUPEHE JURY WILL CONSIDER: 


Historic achievement and 
recent performance — 


Innovative program design 


Organizational capacity and 
administrative efficiency 


Collaboration with other: 


Most importantly, long term impact 


Nominations Manager, Conrad N. Hilton Humanitarian Prize 
10100.Santa Monica Boulevard; Suite 740 Los Angeles, California, 90067-4011 USA 
Telephone: (310) 556-8178. Facsimile: (310) 556-8130 e-mail: Prize@HiltonFoundation.org 
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regularly to America in the 1970s and early 1980s, 
seeking the advice of Taiwanese-Americans in in- 
dustry and academia and luring back some of the 
best to practise what they preached. Taiwan had al- 
ready gone through the usual development phases 
of making things locally to save hard currency, at- 
tracting export-oriented foreign firms and develop- 
ing its own export industries. But its labour was no 
longer cheap compared with its neighbours’, and it 
needed to move up the technology ladder to indus- 
tries that rewarded brains more than brawn. 

Mr Li did four things which Taiwan’s thousands 
of electronics companies now thank him for. He 
started a national laboratory, called the Industrial 
Technology Research Institute, from which many of 
Taiwan's most successful high-tech firms have been 
spun off. Around the lab he secured scarce land and 
built on it the beginning of Hsinchu, helping com- 
panies settle it by offering tax incentives and shared 
factory space. He beefed up the engineering side of 
Taiwan's already numerous universities. (Today 
| Taiwan churns out nearly 50,000 new engineers a 
year, more than a quarter of all graduates.) And he 
encouraged the creation of a venture-capital indus- 
try, convincing a Taiwanese executive from 
Hambrecht & Quist, one of Silicon Valley's top in- 
vestment banks, to set up a venture fund in Taiwan 
which spurred a host of imitators. 

Fortunately, Mr Li stopped there. Now 89, he 
says he saw his role as accommodating the natural 
growth of the industry by providing the infrastruc- 
ture it needed, rather than steering it: "We knew we 
were not smart enough to do more than that." The 
result is that, unlike Japan and South Korea, where 
the government encouraged concentration on a 
few technologies chosen by the rocket scientists in 
the economic ministries, Taiwanese firms have 
largely made their own way, helped by a large pool 
of talent, fairly easy access to capital, and a critical 
mass of like-minded companies around them. 


A giant sucking sound 

| Today, Taiwan's high-tech industry is a model for 
the country's economic future, and a management 
guru's dream. By instinct more than by reading the 
Harvard Business Review, the average Taiwanese 
electronics company has managed to embody prac- 
tically every globalisation trend going, from hori- 
zontal integration to virtual organisations. 

Much of this comes from making virtues of Tai- 
wan's main liabilities: a small domestic market, ex- 
pensive labour, little available land and few natu- 
ral resources. These limitations told Taiwanese 
entrepreneurs that they should dispense with any 
ambition to become the next Sony or 1BM. Instead, 
they would have to make a living in the shadow of 
foreign giants—as the pilot fish, not the shark. This 
proved liberating. Once a company gets over corpo- 
| rate vanity, it can get on with the real business. 

For Taiwanese high-tech firms, that turned out 
to be the so-called Original Equipment Manufac- 
turer (OEM) market. This is the well-guarded secret 
of all sorts of industries, from bicycles to consumer 
electronics: the company whose name is on the box 
may have never touched the product inside. OEM 
manufacturers make goods to other firms’ specifica- 
tions, sometimes even helping to design the prod- 
uct. They labour in obscurity while their customers 
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High-tech Hsinchu 


get all the credit and most of the profit. Unfair? 
Maybe. But Taiwanese firms were not too proud to 
grab a good business opportunity. Three-quarters of 
Taiwan’s electronic production today is eventually 
sold under someone else’s brand name. 

For all the hard work and low wages of the OEM 
business, there are two particularly good things 
about it. The first is that its practitioners learn a lot 
from their customers, which helps them come up 
with their own technology and products. The sec- 
ond is that they can ignore the tricky marketing side 
of the business, from demand forecasting to ad- 
vertising and distribution, and just concentrate on 
making the stuff as efficiently as possible. 

It soon became clear that this often meant leav- 
ing Taiwan. Wages in mainland China and parts of 
South-East Asia, such as Vietnam, are one-twentieth 
of those in Taiwan, and land is affordable and 
available. So companies moved their older, more 
labour-intensive factories to somewhere cheaper. 
Over the past eight years, some 80,000 businesses 
have moved offshore, about half to China and half 
to South-East Asia, and today more than half of Tai- 
wan’s electronics production is off the island. “We 
don’t compete with neighbouring countries—we 
use them,” says Stan Shih, boss of Acer, Taiwan's big- 
gest Pc manufacturer. The result is that Taiwanese 
firms are insulated from competitive devaluation, 
having already moved most of their labour-inten- 
sive plants to the countries that are now becoming 
cheaper by the day. 

This not only made Taiwanese companies into 
some of the most cost-efficient in Asia, it also al- 
lowed them to grow far larger than they could on 
the island itself. For example, Taiwan's small pool 
of labour and limited land can support a shoe in- 
dustry of only about 10,000 workers. But by moving 
most of its factories to China, just one company, 
Paochen, was able to expand to 120,000 workers. It 
is now the biggest shoe maker in the world, produc- 
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It is getting harder 
to see where 
Tatwan’s economy 
ends and China’s 
begins 


ing millions of Nike, Reebok and other brand- 
name sports shoes. The same is true for industries 
from umbrellas to handtools, none of which make 
sense on Taiwan itself these days. 

Taiwan Inc is becoming a virtual company. A 
small headquarters in Taipei now supports vast 
manufacturing and distribution facilities around 
the world. Profits are made abroad and increas- 
ingly reinvested abroad as well. Over the past eight 
years, Taiwanese companies have invested $80 bil- 
lion outside the country, and 300,000 of their best 
people have followed to manage these investments. 
Many electronics firms do their research in Silicon 
Valley, and some are even planning to move their 
nominal headquarters there so they can hire a pre- 
sentable western stand-in as chief executive and list 
on Nasdaq. 

No wonder fretful planners worry that Taiwan 
is “hollowing out". For a government concerned 
about national security, having to watch a growing 
proportion of the economy move out of its reach 
may be a frightening prospect, but the companies 
themselves see it differently. As the more basic pro- 
duction moves offshore, what stays behind is in- 
creasingly sophisticated: the newest products with 
the highest technology and the most automated 
production. 

Ten years ago, for instance, San Sun Hat & Cap's 
Taiwan factories were competing with companies 
in Bangladesh and Sri Lanka for caps that sold for 
under $6 a dozen. Those other countries are still 
making caps for that price, but San Sun has moved 
on. It has shifted the cheap stuff to China, and is 
now producing caps in Taiwan that sell for $40 a 
dozen, thanks to automation that makes them good 
enough for brands such as Nike and Polo. 





Made in China 


Outside tiny Hong Kong, no other country in 
Asia has shown such manufacturing flexibility. Tai- 
wan's domestic industry is being forced to advance 
faster than any of its neighbours, simply because 
the weak are so quickly shoved out of the nest. That 
does not leave an empty nest, but rather a stronger 
breed of bird. Where will it fly to next? 








Little Taiwan 


UNCHTIME on the day ofthe mid-autumn festi- 
val in Dongguan, an industrial region in Chi- 
nà's Pearl River basin, and all should be well. But 
not for Hayes Lou, who is talking worriedly on his 
mobile phone. A Taiwanese businessman in Dong- 
guan has been murdered a few days earlier by his 
girlfriend's brother, cut into pieces, put into bags 
and tossed on to nearby railway tracks. Now his 
grief-stricken family are coming over and arrange- 
ments must be made to console them. This sad task 
falls to Mr Lou, deputy secretary of the Taiwan Busi- 
nessmen Association of Dongguan. Sadder yet, it is 
not such an unusual occasion. 

The association’s 24-hour emergency centre, 
manned by a staff of 12, gets 10,000 calls a year, 
ranging from car accidents and bar fights to disas- 
ters such as today's. In the first seven months of this 
year, according to Taiwan's Straits Exchange Foun- 
dation, eight Taiwanese businessmen were killed 
in China, another eight disappeared and four were 
kidnapped. The coastal factory towns of mainland 
China are Taiwan's Wild West, with the same gold- 
rush excitement—and corresponding risks. 

In places such as Dongguan, it is hard to remem- 
ber that it is only a decade since Taiwan's govern- 
ment allowed its citizens to do business in China. 


In this sub-province of 1m permanent inhabitants, 
25,000 Taiwanese businessmen run 4,000 factories 
that together employ 2m mostly migrant workers. 
In one township there are hundreds of shoe fac- 
tories, in another similar numbers assembling 
computers or sewing hats. A web of Taiwanese sup- 
pliers and subcontractors have come over with 
them, replicating (often on a much larger scale) 
most of industrial Taiwan. Taiwanese investment 
in China has reached an estimated $38 billion. 

It is a hard life for the Taiwanese businessmen 
(and almost all ofthem are men). Like their workers, 
they usually live in their factories. They work almost 
all the time. It is no place for families, since it is not 
safe to leave the walled factory compounds after 
dark. But the rewards are commensurate: high man- 
agement salaries, booming business and limitless 
cheap labour. For light relief, there is frontier 
karaoke nightlife (which accounts for many of those 
calls to the emergency line: the locals sometimes 
find the rich Taiwanese a bit loud). "We drink to- 
gether, sing together and [enjoy the charms of 
Dongguan's many inexpensive hostesses] together,” 
says Mr Lou. “And the next day, when we need a 
supplier at short notice, we just call each other up 
and it is done.” 
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The importance of Dongguan, and other centres 
of Taiwanese investment in China, can hardly be 
overestimated. Today China seems to hold the fu- 
ture of Taiwan Inc—an almost limitless hinterland, 
with some of the lowest wages in the world, and a 
huge pool of educated technical workers ready for 
the next step up. And that is just as an export base. 
China is already a big and growing market too, and 
nobody knows it better than the Taiwanese. Invest- 
ment in China has allowed Taiwan to leverage its 
strengths in a remarkable way, giving it a high stan- 
dard of living at home while retaining the competi- 
tive labour advantages of its poor and underdevel- 


oped past. 


Milking the dragon 

Multinationals from other countries complain 
about the conditions in China that keep them from 
turning a profit, but the Taiwanese just quietly go 
about their business of making money. Ifthe system 
works through bribes, they bribe. And, not to put 
too fine a point on it, they are not unduly burdened 
by western standards of employee or environmen- 
tal protection. Ailing Lai, boss of Thunder Tiger, 
which makes model airplanes in its China factory, 
scoffs at those who claim the mainland is a tough 
place to turn a buck. “Opening a factory in China 
today is easier than opening a factory was in Tai- 
wan 20 years ago. It’s got better infrastructure, high- 
ways, ports, and the cost of labour is one-twentieth 
that of Taiwan.” No wonder nearly half of all listed 
Taiwanese firms have manufacturing operations 
on the mainland, and investment in China rose 
22% in the first seven months of the year. 

The result of this rush across the straits is that 
Taiwanese businesses have created a huge parallel 
economy in China, almost indistinguishable from 
China’s own. By some estimates, up to a third of 
consumer goods for export marked “Made in 
China” are actually made by Taiwanese-owned 
firms. Analysts attribute more than 70% of the 
growth in America’s trade deficit with China to the 
exports of Taiwanese firms. Yet to outside eyes this 
parallel economy is almost invisible: ethnic Chi- 
nese working with ethnic Chinese, speaking the 
same language (Mandarin, although Money runs a 
close second). There are few outward signs of Tai- 
wanese ownership aside from the occasional “KTV” 
signs that give the game away. Karaoke Tv is a Tai- 
wanese passion. 

But many in Taiwan worry that the China trade 


Same again, please 


FE years ago, who could have foreseen today's 
Taiwan? Then it was a poor island occupied by 
the demoralised forces of a corrupt and discredited 
government. Mao's armies of millions were massed 
on the coast, ready to administer the coup de grá ce. 
And even if the kMr survived that, Taiwan was just 
a temporary place to regroup before continuing the 
civil war on the mainland. 

Fifty years on, the range of possibilities is mostly 
happier. A reforming China could one day let Tai- 
wan become the sovereign nation it already is in all 
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Not making it in China " 


may be the seed of their destruction. The more Tai- 
wan becomes an island of hollowed-out headquar- 
ters dependent on factories in China, they fear, the 
more power the rulers in Beijing will have over it. 
The Taiwanese government's official policy is to 
“go slow”, and it specifically bans big infrastructure 
projects such as roads, power plants or anything 
else that might help the mainland's military ma- 
chine. Quite apart from general unease about Chi- 
na's intentions, officials say that overdependence j 
on any one country is simply unwise. They also E; 
worry that the ability to stay in labour-intensive in- 
dustries by moving across the straits makes Taiwan- 
ese companies lazy about climbing the technology , 
ladder to more automation and innovation. ^ 
But the government is also pragmatic, and 
knows better than to get in the way of Taiwanese 
business instincts. "For small firms, China is often 4 

their only choice,” says Kuo Wen-jeng, a research fel- 

low of the Chung-hua Institute of Economic Re- 
search. “We need to be realistic: China is a big mar- 4 
ket and it helps us attract foreign investment. It's 
natural that the government should be more con- 4 
E 








servative than industry, but they must make conces- 
sions to market forces. Without a China connec- 
tion, the attractiveness of Taiwan would diminish. 
Isolating ourselves from China is not an option." t 
Even as politics struggles to keep the countries 
apart, economics pulls them ever more strongly to- 


gether. What kind of future does this predict? | 
c —————À D 

but name. Or it could reform so much that Taiwan For better or worse, E 

could stomach being part of it again. Or-no more Taiwan's future 1 

unlikely than it seemed 50 years ago—the status quo ts with Chi i 

could continue for decades more. TESSA ma 


But there is still, always, the possibility of war. 
China, its officials never fail to point out, does not 
have infinite patience. The current generation of 
leaders are probably reconciled to not seeing reuni- 
fication in their lifetime, but the next may not be so 
understanding. Should an independence-minded 
party be elected in Taiwan and actually declare in- 
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dependence, an invasion would not be far off. And 
China itself, now undergoing reforms that by its 
standards are benevolent, could go horribly wrong. 

For all Taiwan's development and democratisa- 
tion, it still lives in the lengthening shadow of the 
mainland. If China also democratises and contin- 
ues to develop, it will be harder for Taiwan to find 
fervent anti-communists to count as friends. Con- 
versely, if China turns vicious, Taiwan's dabblings 
with independence look unsafe. As long as Taiwan 
remains top of the mainland's wish list, the desires 
of the 22m people on the island will always be tem- 
pered by those of the leadership in Beijing. 

Apart from more of the same in one shape or 
another, these are the three main scenarios: 
* China reforms enough for the two to agree to 
unify peacefully. Its good behaviour in Hong Kong, 
ifkept up for five or ten more years, will start to put 
Taiwan's and the world's mind at rest about the no- 
tion of one country, several systems. As yet, it is too 
soon for that: Taiwan is still too hung up about the 
fundamental differences between a British colony 
and a fully fledged democratic state to consider 
whether, and under what conditions, a “handover” 
on the Hong Kong model might be appropriate. But 
there could be a day when the economic ties be- 
tween China and Taiwan have become so close that 
agreeing to match them politically at a date, say, 50 
years hence seems more palatable to Taiwan’s citi- 
zens than another five decades of diplomatic pur- 
gatory and threats of war. 
* China reforms even more, letting Taiwan go. By 
leaving Hong Kong's system alone, China has made 
itself vulnerable to infection from the free-wheeling 
territory. Already most of Guangdong, the province 
just across the border, is almost as exuberantly cap- 
italist as Taiwan, not least because it is full of Tai- 
wanese and Hong Kong firms. This could spread, 
along with the virus of democracy. If the only thing 
holding China back from reaping the international 
rewards of this reform in full is its continuing per- 
secution of Taiwan, perhaps its people will decide 
one day—hard though it is to imagine today—that 
this crusade is more trouble than it is worth. 
* China's reforms backfire, leading to a rise in mili- 
tant nationalism and possible invasion. Taiwan's 
President Lee sees in the torn fragments of the for- 





mer Soviet Union a likely end to communist China, 
too: he describes the mainland as a “tottering pile 
of bricks”. Throughout China’s history, the ends of 
dynasties have tended to unleash centrifugal forces, 
leaving breakaway republics; Taiwan would then 
be just another one. The difference is that the 12th- 
century warlords did not have nuclear weapons. 

Which of these is the most likely? For the foresee- 
able future, say the next ten years, the best answer is 
none of the above. Taiwan will muddle through 
pretty much as it has for years, and China will not 
feel brave enough to do much about it. “It’s like liv- 
ing together,” says one international observer. 
"You're effectively married. You can deal with the 
flag later. True, there are really no precedents for 
this in the world, but Taiwan has broken all the 
moulds already and it continues to function well.” 

Last month the chairman of Taiwan’s Straits Ex- 
change Foundation met a series of important Chi- 
nese officials, including President Jiang Zemin— 
the highest-level talks for five years. The meetings 
made headlines, although apart from the fact that 
the world feels safer when Taiwan and China are 
talking than when they are not, it is not clear that 
any progress was made. China offered new seman- 
tic variations on its one-country, two-systems 
theme, promising Taiwan unprecedented levels of 
autonomy if it joins the fold. And, no surprise, Tai- 
wan rejected the offer. On the important issues, Tai- 
wan and China have nothing to talk about. On both 
sides of the straits, it is political suicide to deviate 
from the stand-off script: neither independence 
nor reunification, in any guise, are on the table, nor 
will they be for years to come. 

For all the talk of independence, what the Tai- 
wanese really want is prosperity and safety. There is 
no groundswell for change; the vast majority of peo- 
ple are for the status quo. The missile tests re- 
minded the Taiwanese of the risks associated with 
exercising their new-found democracy too freely. 
They like the idea of independence, but would 
rather not die for it. 

Since Taiwan really is a democratic society, any 
change would require a popular perception that 
there was more to be gained from doing something 
new than from retaining the status quo. The is- 
land’s pariah status in world affairs may be irksome 
for its people, but its practical effect is minimal, es- 
pecially set against the possibility of war. 

To understand Taiwan’s future, simply follow 
the money. It is going to the mainland: economi- 
cally, “one China” is getting closer by the day. Tai- 
wan’s high-tech industry sees its future as the Sili- 
con Valley of China. Much of its manufacturing 
sector has already crossed the straits. Taiwan and 
China are already half-wed. 

If China continues its reforms, this link offers 
Taiwan a glorious future: gateway to what will be 
the biggest economy in the world. But if China 
stumbles, Taiwan will stumble too. Fear of China 
made Taiwan tough enough to survive the Asian 
crisis; now its businesses are becoming bolder and 
asking the country to do the same. For example, 
they want the ban on transport links to be relaxed, 
and Taiwanese banks to be allowed to operate in 
China. It is a scary thing for Taiwan, dancing with 
its worst enemy. But even paranoia has its limits. 
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Singing in the rain 


Gordon Brown thinks that Britain will dance through the global economic 
- downpour. Despite this week's cut in interest rates, he shouldn't be so sure 


T WILL probably come as.a surprise to 

many Britons to learn that their coun- 
try's economy is not yet in recession. Yes, 
newspapers have published long articles 
analysing itand how to survive it. Yes, there 
isagood chance that it might happen. But it 
has not yet begun: official statisticians’ first 
guess is that the economy grew by a respect- 
able 0.5% in the third quarter of the year, as 
it did in the second. So far, few economists 
are forecasting a recession. With luck, it 
might not happen at all. 

Gordon Brown, the chancellor, thinks 
that it will be staved off with ease. A 
half-point cut in interest rates by the 
Bank of England, to 6.75%, on No- 
vember sth will have boosted his 

< confidence. The Bank said that signs 
. of slowdown at home and abroad 
“had caused it to reduce its inflation 
:: forecast over the next two years. 
(Mr Brown's "pre-budget report", 
|. presented to Parliament two days be- 
-< fore the rate cut, contained his eco- 
. nomic forecasts for the next few 
years. In. 1999, he thinks, the econ- 
omy will slow down, growing by be- 
, tween 1% and 12%. But this is as bad 
. as it will get: afterwards, healthy 
growth will return. As a conse- 
_ quence, his forecasts for the public fi- 
'. nances have scarcely changed since 
he laid them out in the summer. 
Most of the tweaks that he has made 
are the result of changes to the sys- 
- tem of national accounts, not his 
economic forecasts. 

Whether the chancellors fiscal 
figures prove correct depends largely 
on the accuracy ofhis economic fore- 
casts. The Bank made its move partly 
because many of Mr Brown's fellow 
Britons are markedly less cheerful 
than he is. Surveys have been extraor- 
dinarily pessimistic. According to 
the Confederation of British Indus- 
try, businessmen are more de- 
pressed than at any time since 1980, 
a finding which prompted the csi to 
call for a hal£point rate cut at its an- 
nual conference in Birmingham this 
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week. In the past, the CBI's survey has been a 
pretty accurate leading indicator of eco- 
nomic activity (see chart). 

As if to justify the gloom, on the day of 
the rate cut it was revealed that manufac- 
turing output had fallen by 0.4% in Septem- 
ber. Now the car has its wish. But some 
trade unionists, who have also been plead- 
ing for lower rates, were more grudging and 
the stockmarket was initially unimpressed. 
So has the cut come in time to make Britons 
cheerier and save Mr Brown’s face? 

Britain’s past three economic cycles 
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have ended in recession. This time, Mr 
Brown thinks, things will be different. He. 
set out his reasons ina paper analysing pol- 
icy in the past two cycles published the day: 
before the pre-budget report. A running. 
theme of Mr. Brown's time in-office. 
has been his belief that Britain's 
long-term growth has been damaged © 
by its history of macroeconomic in- 
stability, or, as he is wont to put it, 
"Tory boom and bust". : 
In the past two cycles, says the 
Treasury, monetary policy was tig 
ened too late when the economy y 
booming. The result was a surge of | 
inflation. which took so long to 
squeeze out, even partially, that pol 
icy could not be loosened again until 
the economy was well past its peak. | 
Thus when interest rates were raised 
in 1988, the Treasury estimates, GDP 
was already some 32% above its sus: 
tainable trend, and had been above 
trend, building: inflationary. pres 
sures, for two years. When rates were | 
cut in 1990, the gap between GDP 
and trend output had already been 
falling for two years, and inflation: 
was still 9.3%: This time; rates began - 
to rise in mid-1997, just about when | 
the economy reached its sustainable | 
level, and have since fallen. Because 
the boom was much milder, no bust 
should follow. m 
This is, of course, self-serving 
stuff, intended to show that New La-. 
bour folk, unlike the Tories, are cáre- 
ful stewards of theeconomy—and in 
particular, what a good idea it was to 
give the Bank of England control 
over interest rates. Mr Brown likesto. 
give the impression thathehassaved — 
the country from rampant inflation, 
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even though it was scarcely racing when he 
took office. Nevertheless, he has a point. By 
and large, independent central banks are 
likelier than politicians to act early against 
inflation. This ought to give them scope to 
act promptly when the economy is slowing. 

Despite this, and despite its robust per- 
formance so far this year, the economy is 
looking less resilient than Mr Brown ex- 
pects. Other surveys are pointing the same 
way as the CBr's: the Chartered Institute of 
Purchasing and Supply, in a survey pub- 
lished on November 4th, suggested that the 
service sector was weakening. Several retail- 
ers have complained in recent weeks that 
consumer spending seems to be falling. 

Against that, there are reasons to sup- 
pose that the economy will hold up. Retail- 
ers’ gloom notwithstanding, consumer 
spending, which accounts for over 60% of 
GDP, ought on current evidence to be fairly 
buoyant next year. In contrast to the early 
1990s, when consumer spending fell, Brit- 
ons have not overstreteched their finances 
in the housing market and are not facing 
interest rates of 15%. Indeed, thinks Kevin 
Gardiner of Morgan Stanley Dean Witter, 
consumers’ spending power in 1999 
should be more than double what it was in 
1990 and slightly up on this year. 


Much depends, therefore, on consumer 
confidence in the next few months. Despite 
this week’s rate cut, it is too early for Mr 
Brown to claim that he has rescued Britain 
from boom and bust. Indeed, there are dan- 
gers in his premature boast. He argues, 
probably rightly, that bad macroeconomic 
policies in the past have held back Britain’s 
economic performance. His reforms 
should eventually help to put that right. It 
would be a shame if they were discredited 
because he claimed too much too soon. 





Northern Ireland 
Roadblock 


BELFAST 


S NORTHERN IRELAND stumbles its 
way along the path to peace mapped 
out in the Good Friday agreement, support- 
ers of the peace process are having to take 
comfort in the thought that no one ever 
thought the transition would be smooth. 
For the reality is that deadlines set out in 
the agreement are being missed, and there 
are worrying signs that paramilitary vio- 
lence is breaking out again. 


xo Sm p 


By October 31st a north-south body was 
meant to have been set up, to prepare for 
closer co-operation between both parts of 
Ireland. This would have been made up of 
ministers from the Northern Ireland as- 
sembly and from Dublin. They would have 
worked together to prepare for the next 
phase of administrative handover, and 
devolution proper, in February. 

But appointing "shadow ministers" in 
Northern Ireland has proved impossible. 
Ulster Unionists and Sinn Fein are still 
deadlocked. David Trimble, the leader of 
the uur and first minister of the assembly, 
is refusing to appoint Sinn Fein ministers 
until the IRA starts handing in weapons. 
Faced with this stalemate, the British and 
Irish governments are trying to make the 
best of things by trundling out their own 
proposals on north-south co-operation, 
hoping that something can be worked out 
by February. It is still uncertain whether 
their hopes will be realised. 

Beyond the bureaucracy of stalemate 
there is renewed fear on the streets. On the 
very day the deadline for the formation of 
the north-south body expired, Brian Ser- 
vice, a 35-year-old Catholic, was murdered 
by loyalist paramilitaries in north Belfast. 
The killing was claimed by an unknown 





There is no alternative 


Fo many in the media the first year or 
so of the Blair government has been 
distressingly scandal-free. The go-go years 
of Tory government, when barely a week 
seemed to pass without a minister being 
hounded from office for some sexual in- 
discretion or other, seemed a distant and 
fond memory. 
But for the past fortnight the good old 
days have been back. The resignation of 
Ron Davies as Secretary of State for Wales, 
| following his admission of "a serious lack 
| of judgment”, after being robbed at 
| knifepoint by a man he had casually met 

in a London park, prompted a spate of lu- 
| rid stories about gay sex and blackmail. 

An inadvertent casualty of the frenzy 
was the trade and industry secretary, Peter 
Mandelson, who was named on sec tele- 
vision by Matthew Parris, a (gay) former 
MP and now columnist on the Times, as 
one of two homosexuals in the cabinet. 
The other is Chris Smith, the heritage sec- 
retary, who makes no secret of it and lives 
openly with his partner. 

Mr Davies explained his downfall as 
the result of *a moment of madness", but 
has refused to give a full account—either 
in public or, reportedly, to the prime min- 
ister—of precisely what he was up to. He 
denies that he was looking for casual sex, 
but admits that his first story to the police, 


when hesaid he had been carjacked while 
stopped at traffic lights, was untrue. His 
solemn resignation statement in the 
House of Commons cast little light on the 
mystery. The (married) minister hinted 
(“we are what we are") that he was indeed 
gay, but then blamed the London media 
for printing wild allegations as if they 
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Mandelson’s lips are sealed 


were fact. Undaunted, the media printed 
further allegations about Mr Davies's ex- 
ploits on Clapham Common. 

Mr Mandelson’s dilemma is much 
less acute. Indeed, for a man who is no- 
toriously sensitive about his public im- 
age, he has coped with the spate of news- 
paper stories about his sexuality with 
admirable coolness. He has been helped 
by the BBC management's cack-handed 
decision to try to forbid further discus- 
sion of the subject on the airwaves. In his 
first big public speech following the “rev- 
elations”, he welcomed the large number 
of reporters in the crowd, adding that | 
those from the Bsc would doubtless 
“avoid mentioning me by name”. 

The Davies and Mandelson episodes 
have demonstrated the continuing confu- 
sion in Britain about attitudes to homo- 
sexuality. The Sun newspaper, never pre- 
viously noted for its tolerance of gays, ran 
an editorial urging Mr Mandelson to 
come out and saying that this would in- | 
crease the public's respect for him. Butits | 
headlines—"Bandits at dawn", "Gob- 
blers Gulch"—hardly suggested a new 
broad-mindedness. 

The government is almost as con- | 
fused. This week it launched a paper on 
the family, accompanied by solemn stric- 
tures urging people to be non-judgmental 
and to tolerate alternative lifestyles. But 
Mr Davies's lifestyle seems to have been 
just a little too alternative. 
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group, calling itself the “Red Hand Defend- 
ers". Sinn Fein claimed this was no more 
than a flag of convenience for loyalist 
groups, supposedly observing a ceasefire. 
The republicans think loyalists are hoping 
to produce an IRA retaliation. So far, none 
has been forthcoming. 

Despite the stalemate and the murder 
of Mr Service, attempts continue to bed 
down peace, and sustain a belief in pro- 
gress towards a lasting settlement. Chris 
Patten, the former governor of Hong Kong, 
has begun to take his commission on police 


reform on tour, with open hearings this 
week in both Catholic and Protestant areas 
of Belfast. A big army base in largely-Catho- 
lic west Belfast is to close, clearing land for 
possible industrial development. And, as 
paramilitary prisoners are released early 
under the terms of the agreement, the Maze 
prison has now closed three of its eight “H- 
blocks”--the scene of tne Republican hun- 
ger strikes of 1981. Nearly half the jail’s 
population nas been freed in the past two 
months The Maze is due to close in 2000— 
if peace holds. 
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The Church of England 


Alpha plus 





Can a mixture of evangelism and modern marketing techniques save the 


Church of England? 


HE decline of organised religion in 

England looks like a secular trend. In 
1960 2.1m people went to a Church of Eng- 
land service on Easter Sunday; by 1994 that 
had fallen to 1.3m. The Church is now so 
self-conscious that it has stopped publish- 
ing its statistics—but it is thought to have 
lost around 1,000 regular church-goers a 
week throughout the 1990s. 

Yet in the midst of decline, some 
churchmen have suddenly spotted a mirac- 
ulous-sounding cure—the "Alpha course". 
Alpha began in the 1970s as a refresher Bi- 
ble study class for ten middle-aged parish- 
ioners in central London. Put in the hands 
of a young Anglican curate, the Reverend 
Nicky Gumbel, in 1990, it has since grown 
into a ten-week crash course in basic Chris- 
tianity. A new course began in September, 
and its organisers say that 200,000 people 
are currently enrolled at 6,300 churches 
across Britain. On past form, a significant 
minority will emerge “born again". 

Numbers like these make observers sit 
up. One veteran commentator, Clifford 
Longley, described the course in his col- 
umn in the Daily Telegraph as “an unqual- 
ified triumph”, saying: “The reconversion 
of England ... is now almost believable.” 

Alpha claims to offer atheists, agnostics 
and lapsed Christians “an opportunity to 
explore the meaning of life.” Mr Gumbel, 
an old Etonian, former barrister and keep- 
fit fanatic, is based at Holy Trinity 
Brompton in Knightsbridge, just up the 
road from Harrods. He saw in the Alpha 
course a way to draw in the young middle 
classes whose only exposure to the Gospel 
came at school and smart weddings. The 
course was rewritten to assume little or no 
faith, and only scant knowledge of the Bi- 
ble. Its style is matter-of-fact and jokey, with 
an emphasis on “exploring” (a big Alpha 
word) rather than teaching. 

Holy Trinity Brompton has built a 
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small office block above its parish hall for 
the expanding Alpha inaustry. It has 50 
full-time staff, with departments for or- 
ganising the course in 80 British prisons, 
for video production and for international 
conferences. In September a £1m ($1.66m) 





Gumbel introduces a “‘great guy" 


advertising campaign put Alpha on bill- 
boards across the countrv. with the slogan: 
"Nine to Five for the next thirty vears. Is 
there more to life?" The plan was to contact 
every household in the country, and issue 
personal invitations to attend Alpha at a 
nearby church. 

Once under way, Alpha's success ap- 
pears to lie more in its structure than its 
content. Spread over ten weeks, with a 
*Holy Spirit" weekend away in the middle, 
the course gradually introduces the non- 
church-goer to the Bible through talks on 
topics such as “Who is Jesus?” and “Why 
and how do I pray?" 

An Alpha evening begins with a meal, 
followed by a talk (or a Holy Trinity 
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Brompton video ofthe talk), coffee and dis- 
cussion in small groups, divided by age 
and carefully selected. Mr Gumbel thinks 
England is now so secular that people are 
under social pressure not to be Christians. 
His aim is to create a new peer group, re- 
directing social pressure towards religion. 

Alpha has been accused of using sect- 
like methods of “love-bombing” new re- 
cruits by wooing them with parties, food 
and friendship. It has also been criticised 
for over-simplifying the Bible and encour- 
aging people to believe their problems will 
disappear once they give their life to Jesus. 
Londoners who have been won over by AI- 
pha are sometimes referred to by non-con- 
verts as “HTB positive" (a member of Holy 
Trinity Brompton) 

Mr Gumbel is insistent that there is no 
pressure on participants to turn up, let 
alone pray. On the first evening of the AI- 
pha course at Holy Trinity Brompton in 
September, 600 people came to hear him 
defend the historical accuracy of the Bible 
and the existence of Jesus. Dressed in "Gap" 
casuals, Mr Gumbel talked about pumping 
iron, playing squash and Jesus Christ, 
whom he described as a "great guy" to have 
at parties. He himself was an atheist, he 
says, until he got into an argument with a 
friend and began reading the New Testa- 
ment with a plan to prove it false. *I was 
suspicious of Christians", he said. “I saw 
them as over-enthusiastic and beaming. I 
avoided them." 

Clean-cut, charming, articulate (and in- 
deed, beaming), Mr Gumbel won his audi- 
ence's confidence and within minutes had 
them flicking through their Bibles, looking 
up "evidence", and joining in a chorus of 
"Praise my Soul"—accompanied by electric 
guitar. Discarding the clerical collar, along 
with the traditional language and ritual of 
the Church, Mr Gumbel's energetic style 
was more reminiscent of a children's televi- 
sion presenter than a cleric. 

Holy Trinity Brompton is thriving: last 
year it had a record turnover of £2.3m. 
Across the Church of England its success is 
becoming visible. Alpha graduates are en- 
couraged to "plant" their new-found faith 
in moribund churches, by arriving in packs 
of200r 30 and encouraging a youthful con- 
gregation to take root. 

Asked whether Alpha can turn Britain 
back to Christianity, Mr Gumbel pulls a 
face. It is not Alpha, he says, but the Holy 
Spirit that converts souls. But it is clear that 
Alpha is already changing British church 
life. The Church of England's aversion to 
figures makes Alpha's success hard to quan- 
tify, but anecdotal evidence suggests that it 
has saved a few churches from closure, and 
filled pews and collection plates in others. 
Alpha is certainly a powerful medicine for 
a sickly old church. But it is too early to de- 
scribe it as the cure. 
ont a 
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Just let's get stuck in 


“F REFUTE it thus,” said Dr Johnson in answer to Bishop 
Berkeley. whilst conducting a painful experiment with 
foot and stone. The bishop was not convinced. In politics, too, 
some arguments seem impervious to evidence. Britains debate 
on whether to join the euro is one of these. Usually it is the 
sceptics who are accused of arguing from hysterical conviction 
rather than a cool appraisal of the facts, But a peculiar sequence 
of events over the past fortnight shows that both sides are just as 
bad. Every new event convinces the sceptics that monetary 
union is a folly to which Britain would be mad to subscribe. The 
same event convinces the euro's champions that it is an opportu- 
nity from which Britain would be mad to abstain. 

The evidence that ought to have pained Tony Blair was the 
Euro-summit in Pórtschach in 


How to explain this paradox? Part of it was coincidence: at 
their conference this week the big companies in the Confedera- 
tion of British Industry begged the government for a clearer lead 
on the euro. And some preparation is needed whether Britain 
joins the euro or not. But part of the explanation has to do with 
the irrelevance of evidence in this argument. So Europe is drift- 
ing away from the British view of things? A good thing we are 
still halfout, say the sceptics. Well then, say the europhiles, all the 
more reason to lodge Britain more firmly at Europe's heart, so 
that our arguments will be listened to more carefully. Hence, of 
course, Mr Blair's reversal on defence. 

Mr Blair is not the first British politician to think that once it 
is accepted as a proper European, Britain could at last set the EU 
on the road to virtue. Gerhard 





Austria two weeks ago. Until then, 
you remember, his government 
had been pushing the line that the 
mainland was moving Britain's 
way. And Britain's way, you re- 
member, is towards (in politics) a 
union of nations rather than a 
superstate and (in economics) 
"greater labour-market flexibility, 
greater product-market compe- 
tition and continuing capital-mar- 
ket liberalisation”, as the trade sec- 
retary, Peter Mandelson, puts it. 

You may remember these : 
things, but in Pórtschach most of 
Europe's leaders forgot them, so 
pleased were they with the Ger- 
man electorates ousting ofo 
Helmut Kohl, the displacement of ^ | 
the Christian Democrats by the So- ` 
cial Democrats and the swelling 
tide of social-democratic govern- 
ment across the continent. Fun- 
nily enough, Mr Blair seemed to 
forget too, outnumbered as he sud- 
denly was by newly elected politi-. 
cians well to the left of New La- 
bour, the party that fancies it has a 
modernising lesson or two to 
teach its continental brothers. In- 
deed, Mr Blair gave the unfortunate impression of swallowing 
without too: much demur a new consensus that central banks 
should concern themselves with jobs as well as inflation and 
that governments should create new jobs by means of large in- 
frastructure investments. As for the broader nature of the union, 
Mr Blair himself seems to be inching in a federal direction. Hav- 
ing been a staunch defender of NATO, he now says that there is 
also a case for closer Eu co-operation on defence. 

No matter how you spin it, Pórtschach was a setback for Mr 
Blair's plan to tweak Europe Britain's way. But instead of making 
him more cautious about the euro, the opposite has happened. 
At least some of Mr Blair's ministers chose the week after Pórt- 
schach to signal that Britain's formal position on monetary 
union ("prepare and decide") was evolving into something 
more positive (‘not if but when") In this of all weeks, the govern- 
ment announced plans for “a national changeover plan" to pre- 
pare businesses for the euro, and the creation of a cross-party 
group of Mrs to do a parallel job in the House of Commons. 
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^] Schröder reinforced this idea by 
making Britain his first official 
destination since becoming Ger- 
man chancellor. In London this 
week he seemed positively star- 
struck, finding the Blair team 
"spontaneous, open and fresh", 
with an "extraordinarily clever" 
approach (ie, they are going in) to 
monetary union. An Anglo-Ger- 
man working group is to formalise 
this epiphany by jointly elaborat- 
ing dieneue Mitte, Germany's ver- 
sion of Mr Blair's "third way". 

Mr Schröders flattery should 
not give Mr Blair ideas above his 
station. Germany's pro-business 
chancellor (“Gert” to Mr Blair) is a 
new boy. His unmodernised fi- 
nance minister, Oskar Lafontaine, 
is less admiring of Blairdom. The 
true balance of economic power 
between the two nations will soon 
reassert itself, as will the primacy 
of Germany’s relationship with 
France. The French foreign minis- 
ter, Hubert Védrine, has already 
loftily dismissed the idea that Brit- 
ain could displace France in Ger- 
man affections. Geography, experi- 
ence and much else suggest that he is right. 

Mr Blair should know by now that Britain cannot lead in 
Europe. His proud talk before Britain’s presidency a year ago 
was followed bya fall. But he is still ayoung man, and ambitious. 
He would not be human ifhe did not wake at night and turn to 
Cherie with a wild surmise. Once lodged in that elusive heart of 
Europe, why should Britain not indeed emerge as the conti- 
nent's leader, and he as its senior statesman? Britain does not 
have the economic weight of Germany, or even France, but ithas 
other things to offer. It has the remnants of a special relationship 
with America, it punches above its weight in military matters, 
and it has discovered in the third way a formula for grafting the 
entrepreneurial dynamism of Silicon Valley on to Europe's no- 
tions of equal opportunity and social justice. Delusion piled 
upon delusion. “If only we were truly in, then they would heed 
us,” goes the cry. There is a case—mostly a dreary one, based on 
damage-limitation—for joining the euro. But even if it helps to 
win a referendum, the fantasy of British leadership is not it. 
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Bertelsmann's Bismarck 


O GÜTERSLOH, GERMANY 


‘Thomas Middelhoff, Bertelsmann’s new boss, wants to unify its fiercely inde- 
| pendent principalities. He will find it a struggle 


JF YOU are staying the night at the 
^ Parkhotel in Gütersloh, pack a good 
- book. The company hotel in the company 
town of Europe's biggest media and enter- 
tainment business offers no entertainment 
in the evenings: there are no English-lan- 
guage movies on television, indeed noth- 
ing at all in English, to while away the 
North-Rhine Westphalian evening. 
Although two-thirds of Bertelsmann's 
; revenues are now generated outside Ger- 
"many, you would never know it in Güters- 
loh: Similarly, if you walked into one of its 
divisions, you would never know that it is 
_ the world’s second-largest media company, 
with interests that span books, magazines, 
slevision, music and the Internet. Ata time 
when synergy is all the rage in American 
. media firms, as moguls try to use their 
"content" in-as many ways as possible, 
. Bertelsmann’s businesses are still run as a 
- group of independent principalities. 
< That cannot continue if the German 
- company is to thrive. The difficult job of 
making it change has fallen to Thomas 
*';Middelhoff, a 45-year-old who took over as 
- Bertelsmann's new boss on November 2nd. 
. One difficulty is. that everyone at 
| Bertelsmann venerates their company's 
- history. The firm started in the 19th century 
_-as a small publisher of hymnals. It was 
: closed by the Nazis during the war because 
__ of the devout Christianity of its then boss, 
< Heinrich Mohn. (And, poignantly, Sieg- 
- fried Luther, chief financial officer, is a 
zc descendant of Martin Luther's brother.) 
he firm had all its factories bombed to 
pieces by the British. Heinrich’s son, 
- Reinhard, rebuilt Bertelsmann after the 
:: waras a publisher and book-club operator. 
Mark Wóssner, who has just retired, took 
the company into America; into music and 
television; and into new media. 

The folk at Bertelsmann are also proud 
of their company's achievements. Since its 
purchase of Random House earlier this 
year, Bertelsmann has become the largest 
English-language publisher in the world. 

It owns 5095 of CLT-UFA, Europe's largest 
commercial broadcaster, as well as global 
magazine and music businesses. Its book 
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and music clubs have 30m members. It op- 
erates in 50 countries, with 60,000 
employees. 

But à distinguished past is no guarantee 
of success today. Most of Bertelsmann's 
businesses are now mature or in difficul- 
ties. Magazines are healthy, but growth in 
music and book publishing is slow. The 
book and music clubs are in trouble be- 
cause the Internet is better at pitching titles 
to regular readers and listeners. And the 
pay-television business in Germany was hit 





































when the EU vetoed a merger between Bert: 
elsmann’s pay-television platform cand 
those of Leo Kirch, a German media mogul. 


' Indeed, Bertelsmann is threatening quietly _ 


to pull out of German television altogether, 
unless the government makes its life easier... 
For future growth, therefore; Mr 
Middelhoff needs both to find how to get 
its old businesses to work together and to. 
expand into new areas. Yet the culture that 
helped Bertelsmann succeed nowstandsin | 
his way. F 








Princelings m 
Decentralisation is at the heart of Bertels- 
mann's corporate ethos. Reinhard Mohn, 
the former boss who is chairman of the | 
foundation that owns two-thirds of the 
company, and whose writings are still re- - 
vered at Bertelsmann, developed the doc- 
trine after observing American business. — 
The bosses of Bertelsmann's divisions have 
accordingly been encouraged to operate as _ 
independententrepreneurs, with theireyes ; 
fixed on their own profitabilty, not that « 
the company as a whole. ENS 
This failure of Bertelsmann's divisio 
to work together has meant missed oppor- 
tunities. Mr Middelhoffis particularly exer- 
cised about one example: Stern, Bert- 
elsmann’s: biggest magazine, stuck on its 
cover a Cp-Rom offering access to T-Online, 
Deutsche Telekom's Internet service, even 
though Bertelsmann has à joint venture | 
with T-Online’s principal competitor, AOL 
"That is unbelievable" says. Mr. 
Middelhoff. “It is as though the boss of. 
Deutsche Telekom were to hand out AOL. 
free with the German ‘phone book": 5: 
For Mr Middelhoff, who used to rur 
the firm's multimedia division, tech- 
nological change sharpens the need 
for bits of the business to work to- 
gether. “Everybody in Bertelsmann: 
knows that the Internet will grow across 
our product lines.” That was a point the 
company missed when book retailing de- 
veloped on the Internet, underminin 
Bertelsmann’s. book-club | busines 
Bertelsmann failed to react for tw 
years, Amazon established itself as- 
the world's leading online book re- 
tailer—and last month Bertels- 
mann had to fork out $200m ... 
for 50% of the website busi- 
ness of Barnes & Noble, one 
of America's leading: book- 
stores. Bertelsmann's book : 
business, which is widely blamed 
for this failure, is run by Mr 
Wossner’s younger brother, Frank. 
Mr Middelhoff is not preaching revolu- 
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tion: “On one hand, we will keep a 
decentralised structure. On the 
other, there is a strategic need to co- 
operate more than in the past.” Yet 
even this may meet resistance from 
divisional heads. “The motor of in- 
novation,” says Gerd Schulte- 
Hillen, head of Gruner+Jahr, the 
magazine division, “is indepen- 
dence.” Would he co-operate with 
the music division to promote a 
young artist through one of his 
magazines? “No. We do it only if 









Global of Giitersloh 


Bertelsmann’s revenues 














it’s interesting for our readers.” 
The other barrier that Mr 
Middelhoff must overcome if he is to get 
Bertelsmann to behave like a global media 
company is its Germanness. Some employ- 
ees blame the gap between New York and 
Giitersloh for Bertelsmann’s failure to per- 
ceive how the Internet would affect its busi- 
nes. Mr Middelhoff denies that 
Bertelsmann's isolation is a problem, but 


Source: Company reports 
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ment. “You have to be German to 
get ahead,” says a young non-Ger- 
man who is leaving to join a more 
cosmopolitan media company. 
That, says Mr Middelhoff, will 
change: within five years, he ex- 
pects that there will be a non-Ger- 
man on the management board. 
Hardest of all, for a chief execu- 
tive who demands change, is that 
A Mr Middelhoff has so little power. 
Bertelsmann looks rather as Ger- 
many did before Bismarck got his 
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Mr Wossner does not. “In some ways, it 
would be an advantage if we could run our 
business from New York.” Why can't they? 
"Because we have been here for 163 years. 
Gütersloh is a small Mecca for us." 

There are no non-Germans on 
Bertelsmann's management board, and 
Germans dominate the senior manage- 


All at Siemens 


BERLIN 


ERTELSMANN is not the only Ger- 

man company to have suffered from 
overmighty underlings. While Siemens's 
main European rivals, such as ABB and 
Alcatel, have restructured vigorously, the 
German industrial giant has promised 
much, but delivered little—partly because 
the bosses of its divisions protect their 
turf. That might now be changing. On No- 
vember 4th, Siemens put flesh on the 
bones of a vague ten-point overhaul that 
it had unveiled in July. 

A lot of flesh, actually. The huge com- 
ponents business, which employs 47,000, 
will be jettisoned, as will the smaller cop- 
per-cable division. Siemens will seek to 
float several other subsidiaries, including 
its troubled semiconductor business. It 
expects to have lost 60,000 workers—a 
sixth of the total—by the time it is done 
with restructuring, which will cost DM4 
billion ($2.4 billion). Siemens will also in- 
troduce a stock-options plan for its direc- 
tors—still relatively novel in corporate 
Germany. There is even a plan to adopt 
more transparent American-style ac- 
counting procedures, possibly as a pre- 
lude to a listing in New York. 

The announcement was brought for- 
ward to coincide with the preliminary re- 
sults for the latest financial year, after ex- 
ecutives took fright that the stockmarket 
would punish yet another poor set of 
numbers. Siemens shares have trailed the 
Frankfurt stockmarket since 1990, as it 
has repeatedly missed profit targets. So 
desperate was the market to see bold ac- 
tion that the shares rose by 12% on the an- 
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nouncement, despite the admission that 
profits had barely budged. 

To be fair, Siemens has not been 
standing still. Its industrial-plant divi- 
sion has already cut costs, boosted pro- 
ductivity and sold DM2.5 billion of un- 
profitable businesses. Earlier this year, the 
group bailed out of computer produc- 
tion, where it had struggled to compete 
with lower-cost Asian rivals. And it has 
sold its stake in GPT, a troubled telecoms 
company, while restructuring its remain- 
ing telecoms and computer units. 

But this is mere tinkering. A third of 


Von Pierer prepares for a fight 





hands on it: a bunch of fiercely in- 
dependent, occasionally warring 
states unwilling to cede to the authority ofa 
central power. These rulers all sit alongside 
Mr Middelhoff on the management 
board—and big decisions are made by con- 
sensus. Inevitably, decisions are taken 
slowly. “We had tremendous discussion 
about book retailing on the Internet,” says 
Mr Middelhoff. “In the meantime Amazon 


Siemens'’s sales are in divisions that are ei- 
ther losing money or barely turning a 
profit. The semiconductor business lost 
DM12 billion in the year to September. 
The transport and mobile-phones busi- 
nesses are also struggling. The restructur- 
ing should give Siemens's bosses more 
time to turn good businesses into world- 
beaters, instead of constantly trying to fix 
poor performers. 

But success is not a foregone conclu- 
sion. "The problem remains that the com- 
pany is run by a woolly coalition," says a 
Frankfurt investment banker. Heinrich 
von Pierer, Siemens's chairman, may 
have a hard time persuading his more 
empire-minded boardroom colleagues to 
knuckle under. 
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took the market. On the Internet, three 
months is a year. They have two years’ start 
on us. That means eight or ten years.” It also 
makes it hard for Mr Middelhoff to insist 
that Bertelsmann should change. 

And even if Mr Middelhoff can carry 
the management board, he has the founda- 
tion to contend with. This was set up with 
continuity in mind: Mr Wossner, the out- 
going chief executive, is now its head—and 
he has the power to fire Mr Middelhoff. 
That is surely good news for the younger Mr 
Wossner, whose alleged responsibility for 
the Internet fiasco might endanger him in 
any other company. So long as relations 
with Mr Wóssner remain as good as they 
have been, it might even be good news for 
Mr Middelhoff. But Mr Wéssner’s powerful 
presence will only make it harder for Bert- 
elsmann’s Bismarck to impose his vision. 





Environmental policy 


Hot market 


HE days when, in the famous observa- 

tion, “everybody talks about the 
weather but nobody does anything about 
it” are long gone. On November 2nd, poli- 
cymakers and  environmentalists de- 
scended on Buenos Aires for a two-week UN 
conference on global warming. A similar 
gathering in Kyoto last year resulted in a 
dramatic, but sketchy, agreement by rich 
countries to cut emissions of greenhouse 
gases to below their 1990 levels; this sum- 
mit is meant to fill in the many blanks. 

Do not hold your breath. Despite the 
progress at Kyoto, many countries still do 
not agree even on the premises ofthe argu- 
ment. Yet the debate over reducing green- 
house emissions can really be distilled to 
three simple, sequential questions: why, 
who and how. 

The answer to the first—why bother at 
all?—remains hotly debated. But the UN 
process has started a bandwagon rolling. In 
recent months, influential American firms, 
including such heavyweights as DuPont, 
United Technologies and Enron, have 
formed a coalition committed to a power- 


Globe emite oco 
lobal emissions* of CO? by region, 1995 


*From fossil-fuel burning and cement manufacturing 
Source: World Resources institute 
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Inefficiency for sale 


ful premise: the scientific evidence, though 
incomplete, is alarming enough to warrant 
action now. They say that they will press the 
next Congress to guarantee financial bene- 
fits for firms that take “early action,” treaty 
or no treaty. 

Even with this help, the gathering in 
Buenos Aires is unlikely to achieve much. 
That is because negotiators in Kyoto, in 
their eagerness to frame an accord, failed to 
answer the second question—who should 
make the cuts?—to everyone’s satisfaction. 
Only developed countries agreed to bind- 
ing targets for emissions reductions; the 
others agreed to nothing. Poor countries in- 
sisted, with some justice, that today’s prob- 
lem is largely due to the excesses of the rich 
world: the United States alone spews out 
about a quarter of the world’s carbon diox- 
ide emissions (see chart). Besides, they say, 
cutting emissions would come at the price 
of economic growth, making the life of the 
poor even worse. 

Yet it is the developing world that will 
be producing the lion’s share of global 
greenhouse emissions within a few de- 
cades. The Americans therefore insist on 
“meaningful participation” by big devel- 
oping countries. Argentina tried to break 
the impasse by offering to make “volun- 
tary” cuts, and encouraging others to do the 
same. But the host's bold initiative, made 
on the opening day, was quickly quashed 
by countries such as China and India, 
which refused even to debate the matter. 

So, without any agreement over the 
question of who, the summit is skipping to 
the third question: how to make the cuts? 
The three dozen or so rich countries that 
signed the Kyoto accord agreed to lower 
their emissions of greenhouse gases by at 
least 5% below 1990 levels by 2012—but did 
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not specify how. Answering this is 

the thankless, and maybe impossi- 

ble, task facing the delegates in Ar- 
gentina. 

Unsurprisingly, rival factions are 
promoting a bewildering array of so- 
lutions. The future of the accord 
hinges on one specific idea, how- 
ever: an international market to 
trade the right to emit greenhouse 
gases. Such a market would allow 
countries that are above their quota 
to “buy” emissions reductions in 
other parts of the world where they 
are easier to achieve. The United 
States strongly favours such an ap- 
proach, arguing that it is the most 
flexible, and least expensive, way of 
complying with Kyoto's targets. EU 
countries remain sceptical—some 
want to set limits on trading—and 
prefer policy changes such as carbon 
taxes. 


Buenos Aires may fail. Yet the 
broader initiative will still have an 
effect. As Joseph Stanislaw of Cam- 
bridge Energy Research Associates, a con- 
sultancy, explains, "The point is no longer 
whether burning hydrocarbons leads to 
global warming...consumer perception 
and technological reality have created a re- 
quirement that companies embrace a pro- 
active attitude on the environment." 

Ironically, the best reason for expecting 
change now comes not from policymakers, 
but from oil companies. Royal Dutch Shell 
announced on October 16th a plan to re- 
duce its greenhouse emissions by at least a 
tenth from its 1990 levels by 2002. BP has 
made a commitment to reach a similar tar- 
get within a decade. With help from the 
Environmental Defence Fund, an Ameri- 
can lobbying group, it has also launched an 
experiment in emissions trading within 
the firm to help it reach that target. 

If oil companies forge ahead, the mo- 
mentum for change created by the UN pro- 
cess may survive even as bureaucrats 
bicker. But sooner or later, good publicity 
alone will cease to be sufficient motivation 
for firms. This green revolution needs some 
deeds by governments if it is to continue. 





Telecoms 


Broadband 
bottleneck 


WASHINGTON, DC 


NYONE who has a high-speed broad- 
band connection at work knows how 

it transforms the experience of the Internet. 
But until broadband reaches the mass mar- 
ket, the potential of the Internet to supply 
high-quality video will not be realised. Like 
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a present from a forgetful godparent, 


broadband for the consumer has often - 


been promised, but never materialised. 
However, in the next couple of years broad- 
band services will at last reach the home— 
so long as companies and regulators don't 
fall out over how it should be delivered. 

Forrester, a high-tech consultancy, fore- 
casts that by the end of next year 2.2m 
households in America will have à broad- 
band connection. Some 2m of them will be 
using special modems designed to work on 
the cable systems that currently carry televi- 
sion signals. The alternative ADsL technol- 
ogy, which uses telephone lines, is slower, 
more expensive, and threatens to 
cannibalise revenue the telephone compa- 
nies make from sales of luctative high- 
speed data lines to businesses. In four years’ 
time, Forrester reckons that one in four 
online homes will have broadband access, 
providing an *always-on" capability and 
speeds at least a hundred times faster than 
today's dial-up modems. 

Although the cable operators must 

















spend heavily to upgrade their networks, it 
is clear that their new two-way digital fibre 
is a better platform for high-speed Internet 
access than the copper wire that the tele- 
phone companies still use for the last mile 
of their networks. On the back of this huge 
potential, the previously dull cable compa- 
nies have become fashionable investments. 
It started with Microsoft buying a billion 
dollars-worth of Comcast stock last year. 
Since then cash-strapped rcr, the biggest 
American cable-rv operator, has agreed to 
sell itself to AT&T, a long-distance tele- 
phone company, for $32 billion. 

Not everybody, however, is greeting ca- 
blebroadband with enthusiasm. At the end 
of October the Federal Communications 
Commission (FCC) closed its period for 
comments on the AT&T/TCI merger. Among 
the predictable moans from the local tele- 
phone monopolies, concern was also ex- 
pressed by both consumer groups and In- 
ternet-service providers (iss), among them 
the giant America Online. 

What worries the isPs is the way in 
which AT&r/rci—and, by extension, other 
cable companies~plan to use their new 
power to control access to the Internet. This 
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Legislation over the past six years has 
Curbed the cable operators" worst excesses, 
but the Internet is a tempting new opportu- 
nity. TCI has 39% of its own broadband isp, 
called @Home (five other cable companies, 
including Comcast, share a similar stake in 
the venture). Time Warner has also created 
an tsp called Road Runner, which is a joint 
venture with Media One, another cable 
company, and includes Microsoft and the 
computer maker Compaq among its small- 
er shareholders. Although between them, 
@Home and Road Runner have fewer than 
700,000 subscribers—nothing compared 
with, say, AOL's 14m--their prospects are 
bright. Within two years @Home will be 
able to offer its broadband service to at 
least 35m households, while Road Runner 
will be available to 27m households. 

Moreover, TCI and Time Warner have 
loaded the dice in their favour. Aor and 
other tsps will be able to reach cable cus- 
tomers, but only if they go through @Home 
or Road Runner first. In other words, if an 
AOL customer wants to upgrade to cable 
broadband, he can choose between drop- 
ping AOL or paying for it as well as his $40- 
a-month subscription to @Home or Road 
Runner. Given that all three offer similar 
content, it is hard to imagine many paying 
twice. It would be a little like someone who 
had already bought Microsoft's Internet 
browser as part of its Windows operating 
system opting to spend money on 
Netscape's competing Navigator. 

The isrs argue that they should be free 
to reach their customers, just as they do 
now, over the public telephone networks. 
In that case they would also pay whatever 
GHome and Road Runner pay their parent 
companies. They also assert that compe- 
tition between isps has been one of the fac- 
tors behind the explosive growth of the In- 
ternet. As a condition for allowing the 
AT&T/TCI merger to go ahead, they say, the 
FCC should insist on open access. 

It is an argument with which the rcc 
has sympathy. One of its own internal dis- 
cussion documents makes almost identical 
points. But there isa problem. The rcc does 
not want to ambush the Ar&r/rCi deal, 
which it sees as bringing much-needed 
competition to the Baby Bells’ local-tele- 
phone monopolies. The regulator is also 
keen to see broadband reach consumers 
and is required by Congress to do every- 
thing possible to make it happen. Last 
month, at Agenda 99, a computing-indus- 
try conference, the reces chairman, Bill 
Kennard, was left in no doubt that the next 
phase of the computing revolution is impa- 


ping", as it is called in the indus- - 
try, is something the cable operators both 













iently waiting for broadban 2 

Knowing this, the cable operators are 
threatening to stall the upgrading of their 
networks. If the FCC insists on open access 
for the tsps, they say the value of their in- 
vestment would be in doubt. They also 
seem to want to control how web-based 
video competes with their own broadcast 
channels and pay-per-view programming. 
@Home actually restricts its customers to 
ten minutes of streamed video from the In- 
ternet at a time. 

Nor is time on the side of the rcc and 
the independent rsrs. It so happens that the 
big cable operators have designed the tech- 
nology of their broadband services so that 
interconnection with unaffiliated 1sps is all 
but impossible New equipment could 
solve this, but it would make the current 
generation of cable modems useless. Ex- 
pensively upgrading a few hundred thou- 
sand modems is one thing; but several mil- 
lion modems will soon be installed, and 
that would be a different matter. The 
closed-system theology of the cable indus- 
try and the open-standards religion of the 
Internet are heading for a smash. 
^ 





European aerospace 


Puffs of white 
Gauloise smoke 


LONDON, TOULOUSE AND VIENNA 


HARES in European defence compa- 

nies leapt 5-8% on November 4th, as 
markets sniffed the possibility of a deal to 
rationalise the sector—thanks to greater 
willingness by the French government to 
make concessions to the Germans and the 
British. Recent speculation about defence 
restructuring has come mostly from politi- 
cal spin-doctors. But when such a captain 
of the French defence industry as Philippe 
Camus, managing partner of Lagardére 
Group, refers to "advanced negotiations" 
and says "all the conditions are in place" 
for a speedy deal, the markets pay atten- 
tion—even if, this time, analysts did not 
take his words at face value. 

Mr Camus’s statements may mean that 
a three-way deal between the British. and 
German defence leaders (British Aerospace 
and DASA, which is part of Daimler- 
Chrysler) and France's Lagardére/Aerospat- 
iale group, is imminent. More likely, how- 
ever, an Anglo-German tie-up is so close 
that the French fear being left behind. 

Since America's 15.big defence compa- 
nies haveshrunk to four, led by Boeing and 
Lockheed Martin, the Europeans have felt 
under pressure to follow. But, after more 
than two years of talks, there has been no 
breakthrough, apart from a few joint ven- 
tures in missiles and satellites. The British 
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and Germans recently floated the possibil- 
ity of a bilateral merger of BAe and DASA, 
partly to chivvy the French into accepting a 
wholly private company. Starting with two 
may be the best way to organise a wider 
rationalisation taking in firms in Spain, It- 
aly and Sweden, as well as France. 

The main objection to including the 
French at the outset is that the British and 
Germans do not want the French govern- 
ment to own shares in the combined group. 
Although the French are selling Aero- 
spatiale as they merge it into the privately 
held Lagardére, the government would still 
keep a large stake. Recently the British 
prime minister, Tony Blair, rejected a re- 
quest from his French counterpart, Lionel 
Jospin, to ask the British and German com- 
panies to settle for a French government 
stake of 15 % or less in the pan-European 
group. This idea has also been aired by Yves 
Michot, of Aerospatiale. 

But now, if you believe Mr Camus, the 
French government is willing to reduce its 
holding to nothing more than a “golden 
share”, similar to the share conferring veto 
powers that the British government has 
owned in Bae since its privatisation more 
than 15 years ago. Mr Camus also said that 
the German and British companies might 
accept a gradual withdrawal of the French 
state. Neither DASA nor BAe would confirm 
Mr Camus’s account. 

The only strong card the French hold in 
this poker game is their stake in Airbus 
Industrie, the civil-airliner consortium in 
which Aerospatiale and DASA each own 
37.9%, BAe 20%, and Spain's CASA group the 
rest. The French have, according to some at 
Airbus’s headquarters in Toulouse, frozen 
preparations for the much-needed conver- 
sion of the consortium into a private com- 
pany; they do not want to be minority part- 
ners in Airbus after a merger between DASA 
and BAe. 

French obstructionism matters, be- 
cause without Airbus’s conversion to a 
company, neither the British nor the Ger- 
man government will fork out the $3 bil- 
lion that Airbus needs to help it launch a 
new $10 billion superjumbo aircraft to 
compete with Boeing's 747. “Aerospatiale is 
not going to hand its Airbus stake over to a 
joint company unless it gets what it wants 
in the wider defence merger", says one 
French source close to the discussions. 

Merging Europe's visions of the defence 
industry could prove as difficult as merg- 
ing its companies. This week George Rob- 
ertson, Britain’s defence minister, in- 
sisted—more strongly than any French 
politician would—that creating a single de- 
fence company would not prevent Euro- 
pean governments from buying American 
arms if they were cheaper. Nor would it 
complicate Britain’s role in several big mili- 
tary aerospace projects in America. 
————————————— S 
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Pharmaceuticals in China 


Overdosed 


HONG KONG 


BEA Ree 


BUSINESS - 





China is saddling multinationals with the bill for reforming its corrupt health- 


care system 


N GOOD times, when multinational 

companies are feeling ambitious, their 
thoughts turn to tomorrow's China: 1.2 bil- 
lion people, the world’s biggest market for 
everything by 2000. In bad times, they look 
at today’s China, and admit that they are 
losing their shirts. For drugs, at least, this is 
one of those bad times. 

Later this month, the Chinese State 
Development Planning Commission is ex- 
pected to announce price caps on pharma- 
ceuticals that will probably drive some 
multinationals out of the $12 billion mar- 
ket and push the others into the red. There 
is predictable outrage on the part of multi- 
nationals that flourished during the 
pharmaceutical free-for-all of the 1980s 
and early 1990s. Now they say that the new 
rules blatantly favour Chinese companies. 
Added to lingering complaints about pat- 
ent infringement by local firms, this is mak- 
ing their business much more difficult. 

The proposed price controls are part of 
much-needed health-care reform in China. 
For years, free medical treatment was some- 
thing the government threw into the "iron 
rice bowl" as every citizen's basic entitle- 
ment. It seems, though, that this free lunch 
in health care is over. As the population has 
grown and aged, the state has cut its subsi- 
dies to hospitals and trimmed its health-in- 
surance scheme for workers; now only 50% 
of urban Chinese have health insurance, ac- 
cording to the World Bank. 

For the cost-cutters, drugs are an obvi- 
ous target. More than 60% of Chinese 


health spending goes on pharmaceuticals, 
four to five times the share in most OECD 
countries. Overprescription is routine: 
antibiotics, issued for practically any com- 
plaint, account for 40% of all spending on 
conventional (as opposed to traditional 
Chinese) medicines in some provinces, 
compared with only 10% in the West. Pa- 
tients leave the dispensary with bags, rather 
than bottles, full of pills. 

Although drug prices are in theory con- 
trolled by the state, in practice they are arti- 
ficially inflated by those who dole out the 
drugs. Unlike in much of the West, where 
medicines are sold mainly by prescription 
or over the counter in chemists’ shops, 
about 85% of Chinese drugs are dispensed 
by hospital pharmacies. The hospitals de- 
mand steep discounts when buying from 
drug companies, using the difference be- 
tween the purchase price and state re- 
imbursement rate to subsidise under- 
funded hospital operations. The more 
drugs they sell, the more money they have. 

The system is, unsurprisingly, a breed- 
ing ground for corruption. The drugs that 
are prescribed are those on each hospital's 
official purchasing list. Those lists take into 
account doctors’ recommendations based 
on need, but the chief pharmacist and the 
hospital finance department make the fi- 
nal decision, based as much on kickbacks 
as on clinical judgment. Once the drugs are 
on the list, pharmaceutical companies en- 
courage the doctors to prescribe them. A 
few thousand well-placed yuan from the 
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firm, buried in its m 
usually enough to ensure that they do. 

In proposing the new regulations, the 
government hopes to get a grip on health- 
care inflation and to stem drug-induced 
corruption, devoting more of hospitals’ 
budgets to patient services. The rules will 
tighten both the national approved-drug 
lists and the price-caps that are already in 
place. This is especially. troublesome for 
drugs produced by joint ventures between 
foreign and Chinese companies. 


Bitter medicine 
Over the past five years, foreign drug com- 
panies such as SmithKline Beecham and 
“Schering-Plough have invested nearly 
$500m in almost 1,500 joint ventures in 
China. Foreign and joint-venture sales ac- 
count for up to 80% of the market in some 
of China's larger cities, But their products 
are usually several times more expensive 
than domestic alternatives, partly because 
they work better, and partly because con- 
sumers are willing to pay a premium for 
the cachet ofa foreign brand. 

Instead of fixing permitted prices, the 
new caps will specify profit margins. Com- 


keting budget, are - 








panies must open their books, and will be 


allowed margins ranging from 8% for ordi- 





. nary drugs to as much as 25% for new prod- 


ucts that cannotbe made in China. . 
Such plans worry western drug execu- 


‘tives such as John Murdoch of Zeneca, a 


British firm, who is chairman of the China 
Foreign Pharmaceutical Industry Associa- 
tion. The new margins will be based on 
each drugs production costs, ignoring re- 
search spending and other shared over- 
heads, which far exceed the manufacturing 
outlay for new medicines. This is not a 
problem for most Chinese pharmaceutical 
companies, since they concentrate on 
“low-tech” products such as vitamins or 
copy foreign drugs rather than doing their 
own research. It is, however, a threat to in- 
novative western firms. 

Moreover, the new regulations fix a 2596 
marketing overhead for all drugs, whether 
it is bog-standard aspirin or the latest 
biotech wonder. This may seem generous, 
but it will hamper a company trying to cre- 
ate a new market among doctors and pa- 
tients who may be ill-informed about a par- 
ticular disease such as osteoporosis. To 
make matters worse, the permitted percent- 





age will be calculated on the company's his- 
toric sales, often a year or more old, hurting 
firms trying to increase their business. And 
if hospitals still demand discounts, west- 
ern firms will no longer be able to compen- 
sate by raising prices. 

Although intended to boost the domes- 
tic industry, the new regulations may actu- 
ally damage. China-based production in 
the short term, according to health-care an- 
alysts at the Economist Intelligence Unit, a 
sister company to The Economist. Unlike 
joint ventures, drug makers based abroad 
can include insurance and freight charges 
in calculating the baseline for their profit 
margins. Medium-sized foreign firms that 
rushed to create a beach-head in Chína 
may consider going offshore again. 

The multinationals are in a state. "We 
weren't making money before, but now I 
don't see how we ever will," complains one 
manager. Mr Murdoch reckons that of the 
50-odd foreign drug companies in the 
country, only four are generating a reason- 
able return on their investment today. The 
new rules on drugs look sure to dampen fu- 
ture prospects too. 

a 








Eastern promise 


HE trade in medicines between the 

West and China is not all one way. 
Traditional Chinese medicine—acupunc- 
ture, herbal mixtures and other reme- 
dies—is gaining in popularity. According 
to Kalorama Information, a market-re- 
search firm based in New York, American 
sales of herbal remedies, vitamins and 
minerals, including traditional medi- 
cines, could reach $12.3 billion in 2001, al- 
most double the level in 1996. 

Although western patients might shy 
away from bear paw or tiger penis (espe- 
cially in the age of Viagra), they are lap- 
pingup ephedra for colds and ginseng for 
enervation. Such medicines have gained 
from patients’ switch from conventional, 
prescribed therapies to alternative, over- 
the-counter remedies, sold as nutritional 
supplements to prevent the real illness. 

In China, traditional remedies are 
still goingstrong, having survived both 50 
years of communism and competition 
from western pharmaceuticals. Tradi- 
tional Chinese medical practitioners and 
hospitals exist alongside those. dispens- 
ing new-fangled western medicine, Ac- 
cording to Joanne McManus, author of a 
reporton the future of the Asian drug in- 
dustry, China has 1,000 traditional man- 
ufacturers turning out 4,000 different 
products—about half the drugs China 
consumes. 

But firms. making traditional reme- 


dies are, like their pharmaceutical coun- 
terparts, feeling the pinch of government 
reforms and cuts in the national drugs 
budget: as many as a third of traditional 
producers are in the red. One solution 
may be to boost China’s exports; at the 
moment, only 4% of the world’s $15 bil- 





lion market in herbal products comes 
from China. The government wants to in- 
crease exports to $2 billion by 2008. 
Foreigners are interested in tradi- 
tional medicine. Some drug firms, such as 
Pfizer, are collaborating with the Chinese 
government to find out how traditional 
therapies act. Smaller companies, among 
them Pharmakon, based in Hong Kong, 


already proving their worth. Studies to be 


and Marco Polo Technologies, based in 
Bethesda, Maryland, are also applying 
modern techniques to standardised tra- 
ditional remedies, before launching them 
in America. 

Putting traditional medicine on a sci- 
entific footing is vital to its continued suc- 
cess in the West. In America herbal sup- | 
plements now escape the requirements of | 

i 
| 


safety and efficacy imposed by drug regu- 
lators because they state that they 
are “not intended to treat, cure or 
prevent any disease”: a hollow 
claim. However, the authorities are 
uneasy. A recent study by Califor- 
nias Department of Health Ser- | 
vices showed that almost a third of | 
imported Asian herbal remedies 
contained an active drug or heavy 
metal that was not mentioned on 
the label. 

America’s Food and Drug Ad- 
ministration (FDA) has no immedi- 
ate plans to tighten its regulation of 
herbal supplements. But tradi- 
tional firms could start making 
medical claims for their products 
and rake in the margins that other 
drugs enjoy, so long as they pay the 
roughly $100m it costs to conduct the 
clinical trials the FDA requires. Some are 


published in the Journal of the American 
Medical Association on November 11th 
show the effectiveness of treating irritable 
bowel disease and breach birth with tra- 
ditional Chinese medicine. 
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Ivan of all trades 


Anatoly Klimin runs a successful business in Russia. He lends a new dimension to the 
term *'self-made man” 


THE West Anatoly Klimin would be a 
normal businessman, remarkable for 
his flamboyant personality perhaps, but 
not for his company, which makes reason- 
ably priced, fashionable clothes. But in 
Russia, he is a big exception to the depress- 
ing rule that ruthlessness and sleaze, and 
not talent and hard work, are what count 
in business. Mr Klimin has thrived despite 
Russia’s crisis. “It’s good for us. It makes us 
clean up our act and think straight. We 
should have one every year,” he says breez- 
ily. Heeven has an international presence: 
anew shop, his second outside Russia, has 
just opened in Paris. 

Russia has plenty of businessmen who 
enjoy wealth and power. There are the nat- 
ural-resource barons who grabbed the 
country’s oil, gas and mineral riches after 
the collapse of communism; there are managers adroit at si- 
phoning off their firm’s revenues for personal gain; there are 
monopolists and cartel-mongers, who use connections to 
squash competition, and thus make such businesses as selling 
petrol or building materials fantastically lucrative. There are im- 
porters, who until this summer's crash profited hugely from Rus- 
sians' appetite for foreign-made goods. There are even a few 
souls who make consumer goods at a competitive price and 
quality for the Russian market. 

But Mr Klimin is different. Not only does he sell abroad— 
about 30%, he says, of his roughly $100m annual sales—but he 
makes much of his merchandise in Russia. Any manufacturer 
who exports from Russia is unusual (more than two-thirds of 
Russian exports are raw materials). More notable still, Mr 
Klimin sells something other than the old staples of Russian 
manufactured exports: vodka, cars and weapons—all a legacy of 
the past. Popular fashion is a new business for Russia. 

Yet textiles are a vital ingredient of post-communist success 
from Estonia to the Balkans. The West European clothing indus- 
try has found that using the nimble fingers of East Europeans is 
no more expensive than going to China, and a good deal more 
convenient. So far, however, this has largely passed Russia by. 
Russian workers are certainly cheap, but their work ethic is at 
best weak; and other costs, such as protection rackets, greedy offi- 
cials and customs, are punitive. 


Woven, not warped 

So what is Mr Klimin’s secret? It is more 
than his undoubted expertise in clothing. 
Many Russians are talented and well-in- 
formed, but find that their businesses suf- 
focate, either from a shortage of capital or 
from the unwelcome attentions of tax 
collectors and gangsters. 

His first big advantage was that he 
started more than 20 years ago, when 
commerce was not only risky, but illegal. 
Early ventures included car parts, chil- 
dren's toys, and iron-on transfers for T- 
shirts: “I made a great deal of money with 
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that,” he says dreamily. After the collapse 
of communism, when Mr Klimin went 
into fashion, most other Russian business- 
men were starting from scratch. By Rus- 
sian standards, he was already a seasoned 
(and wealthy) entrepreneur. 

One lesson he learned at an early stage 
was the need to protect himself. He keeps 
meddlesome bureaucrats at bay through 
political connections with the Moscow 
city government; a combination of ano- 
nymity and security does the same for 
gangsters. Despite being one of the most 
successful businesses in Russia, Mr 
Klimin’s firm lurks in the basement of the 
supply depot for a scientific institute. 
There is no sign outside; only the glamor- 
ous women edging through the turnstiles 
at the entrance hint at something hidden 
within. His fire-power is formidable. “When people wanting to 
start up in textiles come to me and ask how many machines to 
buy, I tell them: ‘first build an armoury; then hire your security 
people; then do 120 other things—and only then work out how 
many machines you need'," he jokes. Good security is costly, but 
bad security can be fatal to business and entrepreneur alike. 

Mr Klimin's decisive advantage, however, is an understand- 
ing of how to build his Tom Klaim brand (a made-up name 
which, to Russian ears, sounds foreign enough to be glamorous, 
without being intimidatingly exotic). Marketing is one ofthe rar- 
est skills in Russian business. Many who thrived as spivs in the 
shadow economy under communism are still operating noth- 
ing more than a chain of kiosks now. Mr Klimin's firm has spent 
money relentlessly and is one of Moscow's biggest outdoor ad- 
vertisers. His gimmicks include dressing popular television an- 
nouncers in his clothes. “His success is purely about marketing,” 
sniffs one (much less successful) Russian designer. 

Even international selfpromotion comes naturally to the 
ambitious Mr Klimin, who loves rubbing shoulders with the 
glitterati of the fashion world (indeed, at the first opportunity, he 
whips out a corporate video which, at some length, shows him 
doing just that). Most Russian entrepreneurs are provincial at 
heart; Mr Klimin relishes the challenges of doing business in 
Paris and New York. 

So could other strong-minded, talented, ambitious Russians 
follow his example? Mr Klimin hopes so 
(“because I have very much missed hav- 
ing a role model myself,” he says). But the 
most striking feature of Mr Klimin’s suc- 
cess is that he has had to learn how to do 
everything for himself. To some extent 
that is true of entrepreneurs everywhere. 
But Mr Klimin has been unable to draw 
on any “business infrastructure”, as he 
calls it. He is his own best corporate strat- 
egist, security consultant, designer, man- 
ufacturing expert, and marketer. As long 
as only a polymath like this can be a suc- 
cess in Russia, there will be pitifully few 
of Mr Klimin’s kind. 
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*OREIGN competitors are destroy- 
ing an American success story. Hun- 
dreds of thousands of American n are 
"threatened... Foreign ^ steel is being 
“dumped on our shores at. cut-throat 
_ prices ... It must be stopped,” clamour full- 
page ads in American newspapers. 
... America's steel makers may shout the 
_ loudest. But they are far from alone in call- 
g for limits on imports. As economic 
oom spreads to America and Europe, and 
-Once-emerging economies try to export 
"their way out of a slump, protectionism is 
on the rise—but in a new form. Instead of 
faising import tariffs or cutting quotas, 
countries are slapping "anti-dumping" du- 
ties on imports they claim are too cheap. 
The most prominent anti-dumpers are 
in the United States. Twenty-five new cases 
have been launched so far this year, up 
from 16 in the whole of 1997. The steel in- 
dustry is going after imports from Japan, 
Brazil and Russia. South Korean memory- 
chip makers have been hit with heavy du- 
ties. Their Taiwanese counterparts are now 
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Yfair protection 


Protectionism i is on the rise in a new guise: anti-dumping cases are multiply- 
| ing in America, Europe and around the world 


under fire; and many other cases are pend- 
ing in industries such as machine tools, tex- 
tiles and clothing, and even apple juice. 

Where America leads, others follow. Ca- 
nadian steel makers are preparing anti- 
dumping actions against four countries. 
The European Union is investigating 13 
steel cases from Slovenia to South Korea. It 
has just extended duties on magnetic discs 
from Japan, Taiwan and China, and on 
electronic scales from Singapore. And 
firms in such sectors as chemicals, con- 
sumer electronics, textiles and forestry are 
threatening to bring cases. 

But perhaps the most worrying new 
trend is that developing countries are 
retaliating with anti-dumping actions of 
their own. Mexico, Argentina and Brazil 
have launched a bevy of cases, many 
against the United States. So has South Af- 
rica. And Asian countries are at last hitting 
back. Anti-dumping actions are multiply- 
ing in China and South Korea. India is set- 
ting up a new body to cope with an upsurge 
in cases, Even Thailand and Indonesia are 


getting in on the game. SU EAS 

Anti-dumping is popular mainly be- . 
cause world trade rules allow it. Countries 
have slashed their tariffs on industrial 
goods in successive rounds of trade talks. If 
they were to raise them again, other coun- 
tries could demand compensation at the 
World Trade Organisation or retaliate with. © 
higher tariffs of their own. But wro rules | 
allow countries to impose anti-dumping 
duties on foreign goods that are being sold 
cheaper than at home, or below the cost of. 
production, when domestic producers can 
show that they are being harmed. Bs 

Anti-dumping measuresarenotonlyle- 
gal, they are also very flexible. Only some 
firms in an industry need complain foran: 
investigation to be launched; it can bedi- 
rected at specific firms and countries; and- 
they can be hit with differing duties. Per- 
haps most important, anti-dumping duties 
can be presented not as protection but as 
redress against “unfair” competition. ' 

In one sense, "dumping" is common, . 
since companies often charge less in more’ 
competitive foreign markets than they do - 
at home. The figures can easily be manipu- 
lated to show dumping, because it is so 
hard to make sensible comparisons across 
borders. To prove injury, it is enough for 
companies merely to show that sales are be- : 
ing dented by rising imports. 

America's dumping rules, copied by 
many countries—and the basis for the wro : 
code—allow plenty of helpful wiggle-room. 
So does Europe's more opaque system; in 
its recent (unsuccessful) effort to impose 
duties against unbleached cotton imports, 
the European Commission decided for. 
purely political reasons to remove Turkey - 
from its hit-list. Often new cases are filed as 
soon as old ones have been rejected—on the 
basis that, eventually, one will succeed. Be- 
tween 1980 and 1997, 71% of anti-dumping 
claims in the EU did indeed succeed, asdid: 
80% of those in America. 

Anti-dumping duties are not just easy 
to secure; they also tend to be hefty and 
long-lasting. In the Eu they averaged 29% 
between 1991 and 1995—a huge margin on 
a product such as steel. America's averaged 
57%, and can be ludicrously big: a 454% 
duty was slapped on supercomputers 
made by Japan's NEC last year. And while _ 
market conditions change quickly, anti- 
dumping duties are reviewed only after 
five years. By then, they may no longer be 
wanted; but they can easily be extended. 

There are also huge indirect costs. Even 
unsuccessful dumping cases are a tax on 
trade: they typically tie companies up for 
over a year, and impose huge legal costs, 
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particularly in America. Moreover, a case 
against one foreign company may deter 
others from competing too fiercely. And the 
mere threat of action is often enough to 
spur foreign producers to raise prices or 
curtail sales. Russian and Japanese steel 
makers, for instance, are already negotiat- 
ing to limit their exports to America. In ef- 
fect, anti-dumping measures encourage do- 
mestic and foreign producers to collude to 
raise prices. Patrick Messerlin, an econo- 
mist at the Institut d’Etudes Politiques in 
Paris, estimates that, because of this pro-car- 
tel effect, anti-dumping duties are generally 
twice as costly to the economy as equiva- 
lent import tariffs. 

Supporters of anti-dumping claim two 
merits. It is said to prevent “predatory pric- 
ing”, in which foreign firms—especially 
those that earn fat profits in protected 
home markets—undercut domestic pro- 
ducers so as to drive them out of business. 
They then raise prices and recoup their 
losses. The second alleged justification is 
political: that anti-dumping is a safety- 
valve for countries that are otherwise open- 
ing up their markets. 

But predatory pricing is an unconvinc- 
ing excuse. It is not mentioned in the wro’s 
anti-dumping code, nor indeed in Ameri- 
can or European law. And it is rarely a win- 
ning strategy, because when predators raise 
prices again, they invariably attract new 
competitors. According to Mr Messerlin, 
only 3% of anti-dumping cases in the EU 
and 4% in America might involve preda- 
tion as defined in domestic antitrust rules. 

The political argument does not hold 
up either. wro rules already allow coun- 
tries to use "safeguard" measures for tem- 
porary protection against import surges, so 
long as compensation is paid. But coun- 
tries nearly always resort to anti-dumping 
instead, suggesting that their real aim is not 
to ease the adjustment to freer trade but to 
bring back protection by the back door. 

The new wave of anti-dumping cases is 
particularly alarming because protection- 
ists are pushing at an open door. America's 
top trade negotiator, Charlene Barshefsky, 
says her country's current-account deficit— 
which she sees ballooning to $300 billion 
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next year—is "politically unsustainable". 
Already the American government is en- 
couraging anti-dumping suits, promising 
to vet them faster. It is so keen on anti- 
dumping that it is loth to complain when 
other countries retaliate in kind. In the 
1930s, the Smoot-Hawley tariff provoked 
tit-for-tat responses and a collapse of world 
trade. According to Gary Horlick, an anti- 
dumping lawyer at O'Melveny & Myers, in 
Washington, DC, we may now be witness- 
ing "5moot-Hawley in slow motion". 

JU ee 


Citigroup 


Fall guy 


NEW YORK 


HERE are few more precarious posi- 

tions in banking than heir-apparent. 
David Coulter thought he had a binding 
agreement that he would one day replace 
Hugh McColl in the top job at Bank- 
America, but last month he quit. Jamie 
Dimon's status as king-in-waiting at 


Citigroup came from his long-standing 
reputation as "adopted son" of Sandy 
Weill, joint boss (with John Reed) of the 
new megabank. But that counted for noth- 
ing in this week's management shake-up at 
Citi, whose main casualty was Mr Dimon. 

Both MrCoulter and Mr Dimon are vic- 
tims of post-merger machinations at the 
two financial monsters. Nobody familiar 
with Mr McColl's empire-building past 
was surprised by Mr Coulters departure. 
Although the marriage of BankAmerica 
and NationsBank in April was presented as 
a "merger of equals", most observers 
viewed it as yet another takeover by Mr 
McColl’s NationsBank, and so it has 
proved to be. Mr Dimon's exit is more 
shocking, as it seems to reveal serious prob- 
lems in the biggest ever financial-services 
merger, between Citibank (Mr Reed) and 
Travelers (Mr Weill and Mr Dimon). 

The main justification for the 
Citi/Travelers merger was that the various 
bits of the two firms could be integrated 
into a global financial supermarket. The 
key to this was to be “cross-selling”: Citi 
would hawk Travelers' insurance products 





Hyposuction 


BERLIN 


| ITIGROUP is not alone in finding 

that two does not always go easily 

into one. The lesson is also being learnt at 

HypoVereinsbank, Germany's second- 

largest, the product of a recent merger be- 

tween two Bavarian lenders, Vereinsbank 
and Hypo-Bank. 

Trouble erupted with last week's red- 
faced admission by the bank that it would 
have to take a DM3.5 billion ($2.1 billion) 
charge to cover losses, mainly on property 
loans, made by Hypo-Bank in the early 
1990s. The merged bank's chairman, 
Albrecht Schmidt, formerly the boss of 
Vereinsbank, wasted no time lambasting 
former Hypo managers and auditors for 
negligence. This rattled Eberhard Mar- 
tini, Hypo's former chairman, whosits on 
the new bank's supervisory board. He ac- 

| cused Mr Schmidt of "dragging my pro- 

| fessional existence through the mud”. 

| With relatively little exposure to 
emerging markets and hedge funds, 
HypoVereinsbank had hoped this year to 
outshine rivals such as Deutsche and 
Dresdner Bank, which have been badly 
hit by market turmoil. It may yet be able 
to bolster profits by plundering its vast 
hidden reserves. But its reputation as one 
of Europe’s most cautious banks has 
taken a knock. 

Just as damaging is the tiff between 
Mr Schmidt and Mr Martini. They had 
known—and liked—each other for 30 





b. 


Schmidt shaken; Martini stirred 





years, which was seen as one guarantee of 
a smooth merger. Now Mr Martini pub- | 
licly questions Mr Schmidt's ability to | 
run the bank. | 
Touted as a friendly merger of equals, | 
the Vereinsbank/Hypo match has turned 
out to be prickly at less exalted levels too. 
For one thing, Hypo's managers are still 
angry that their bank is, in effect, a junior 
partner, with just five of the 14 seats on 
the managing board. And the two banks’ | 
cultures are very different: Vereinsbank's 
bankers tend to be buttoned-up and con- | 
servative. At Hypo-Bank, according to one 
insider, "their attitude to risk was: you | 
win some, you lose some." If their bosses 
do not patch it up soon, they may lose 
some more. | 
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Mr Dimon was not forever 


to its consumer-banking customers, while 
Travelers’ customers would be offered Citi’s 
banking products, and so on. 

In practice, rather than cross-sell, the 
different bits of Citi and Travelers have got 
cross with each other. Each has battled to 
defend its own turf from the new “part- 
ners”. Michael Carpenter, one of the two 
people who will try to fill Mr Dimon’s 
boots, told employees on November 2nd 
that “we're not moving forward fast 
enough and we're moving forward in some 
tribal ways.” The strife seems far worse in 
those divisions catering to corporate cli- 
ents than those covering retail finance. One 
reason may be that there are more than two 
tribes at war here. Travelers acquired Salo- 
mon Brothers in September 1997, and had 
not fully integrated the investment bankers 
there with its own when the new marriage 
with Citi was agreed. 

“I would hope we could all put aside 
these individual tribal issues, and form a 
new tribe,” said Mr Carpenter. But Mr 
Dimon's departure may have strengthened 
clan loyalties. He received a standing ova- 
tion from disappointed workers on the 
trading floor at Salomon. By contrast, em- 
ployees from the old Citibank were cock-a- 
hoopat the news. They saw it asa victory for 
their hero, John Reed, over Mr Weill, the 
Travelers man, who had until then been 
thought to be in the driving seat. 

Whether Mr Reed has really won is un- 
clear. Some in the Travelers camp reckon 
that Mr Weill's relationship with Mr Di- 
mon—they had built up Travelers to- 
gether—had been deteriorating since last 
year. The "adopted" son was responsible 
for the departure from the firm of Jessica 
Bibliowicz, Mr Weill's daughter. Whatever 
the reason, the loss of Mr Dimon has made 
investors even more unhappy with the 
merger. Citi's share price, which has tum- 
bled more sharply than those of most other 
big financial firms, slipped again on the 
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news. To make matters worse, the defeat of 
Alfonse D'Amato in New York's senate race 
on November 3rd has lessened the chance 
of new banking legislation—Mr D’Amato 
was chairman of the Senate banking com- 
mittee. Without new laws, Citi may have to 
sell the Travelers insurance operation. 

The task of integrating the Citi and Salo- 
mon corporate-banking activities, which is 
now to be accelerated, will fall to Victor 
Menezes—a bright, long-time Citibanker, 
but not an obvious leader—and Mr Car- 
penter. As boss of Travelers’ life-insurance 
business, Mr Carpenter succeeded in pro- 
moting the cross-selling of retail financial 
products. But the last time he ran an invest- 
ment bank (Kidder, Peabody), he presided 
over a disastrous bond-trading scandal. Ac- 
cording to Lawrence Cohn, an analyst at 
Ryan, Beck & Co, a stockbroking firm, nei- 
ther man inspires as much confidence as 
Mr Dimon, or seems obviously capable of 
imposing the discipline necessary if the 
squabbling factions are to work together. 

And there is now no heir-apparent to 
Mr Reed or Mr Weill, who are both getting 
old. Mr Reed has hinted he will step down 
once the merger process is complete— 
though, strikingly, he has not been so rash 
as to set a date. Mr Weill seems to believe he 
will live forever. But one day these two Wall 
Street giants will move on, leaving a huge 
gap. Mr Dimon’s departure makes it less 
obvious than ever who might fill it. 





Indian banks 
Surviving 


MUMBAI 


T FIRST glance, Indian banks look a pic- 
ture of health compared with those in 
sickly East Asia. Their loans total just 30% of 
GDP, they have hardly any exposure to 
property or the stockmarket, and their $11 
billion of bad loans are provided for. No 
Indian bank has ever collapsed. But on 
closer inspection, the picture is less rosy. 
Protected by a closed economy, the 27 dom- 
inant state banks are inefficient. None has 
collapsed, simply because the government 
guarantees survival. Now the central bank, 
the Reserve Bank of India, is pushing them 
to stand on their own feet. Might the gov- 
ernment remove the crutches? 

New rules, to be phased in from March 
next year, will increase the proportion of 
their assets to be reserved as capital, from 
8% to 9%. They will also have to provide 
more capital against such assets as govern- 
ment debt, hitherto regarded as risk-free, 
and increase the amount set aside for for- 
eign-exchange dealings. And they will have 
to tighten their classification of bad loans. 

As a result, they will need to raise a large 
amount of new capital. A government-ap- 


pointed committee has put the require- 
ment at 135 billion rupees ($3.2 billion). 
Since most of this will be needed by the 
state banks, the panel proposed that the 
government privatise them, cutting its 
stake to 33%. At present the state banks are 
subject to a 49% ceiling on private owner- 
ship (with no more than 20% allowed to be 
in foreign hands). 

But privatisation is politically challeng- 
ing. Millions of savers put their savings in 
the state banks precisely because the gov- 
ernment owns them; and the stockmarket 
is languishing, deterring share issues. With 
the economy also slowing down, the gov- 
ernment is under pressure to go easy on 
bank reform. And it has a softer option: to 
commit more public money. That is what 
successive governments have done, to the 
tune of 200 billion rupees, since 1992, 
when international capital and accounting 
standards were introduced, and most state 
banks became technically insolvent. 

But the Indian economy is more open 
than it was, and the risks that banks face are 
correspondingly greater. There are omi- 
nous signs already. At eight state banks, bad 
loans make up more than a fifth of the total. 
And this year, the government has already 
bailed out one mutual fund run by a state 
bank, and, last month, promised to rescue 
another $5 billion fund managed by the 
state-owned Unit Trust of India. 

Yet as long as the government guaran- 
tees their survival, the state banks may not 
worry too much about the risks they are 
running. India has the chance to reform its 
banks while their troubles are manageable, 
and while its economy is not fully open to 
the world. The central bank has now set a 
deadline of sorts. The government would 
do well to meet it. 
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Russian debt 
Default setting 


MOSCOW 


S THE country's tax revenues, reserves 
and credibility shrivel, the question 
facing Russia and its creditors is no longer 
whether there will bea default on over $160 
billion of outstanding debt. It is when it 
will come, and how messy it will be. 

The answers are all too likely to be 
“soon” and "very". Russia's debts to the rest 
of the world fall into five main categories. 
First are rouble-denominated government 
treasury bills. Russia defaulted on these on 
August 17th, when they were worth a total 
of $30.9 billion. They are no longer traded. 
Negotiations with foreign banks, who 
owned about a quarter of them, have been 
dragging on for two months. The Russian 
side has put forward a series of ingenious 
but highly unattractive restructuring deals, 
all involving payment of around 5% of the 
securities' par value. 

The latest wheeze involves bundling to- 
gether the state debt with the foreign-ex- 
change forward contracts that usually ac- 
companied them, and on which Russian 
banks have mostly also defaulted. Bemused 
western creditors were offered the chance 
to swap them for equity in Russian banks. 
Since most Russian banks are technically 
bust, there were, unsurprisingly, no takers. 

Thesecond category is $60 billion owed 
to other countries. Of that, two-thirds is for- 
mer Soviet Union debt, restructured 
through the Paris Club of official creditors; 
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the rest is new. Russia is several hundred 
million dollars behind in interest pay- 
ments. But because western governments 
have been eager to spare the new govern- 
ment's blushes, the fall-out has been lim- 
ited. Not that Russia has shown much grati- 
tude. One odd idea was that the debts 
should be offset against money owed to 
Russia by Soviet satellites such as Vietnam. 

Next comes dollar-denominated for- 
mer Soviet debt to the private sector. This is 
publicly traded—and currently worth 
around 8-10 cents on the dollar (see chart). 
It was renegotiated on very favourable 
terms in the early 1990s, in the misplaced 
hope that Russia would be booming by the 
end of the decade. Servicing this debt will 
soon become hideously expensive. Next 
year's repayments on the biggest categories 
will be $1 billion, rising to nearly $5 billion 
by 2010. 

Russian officials have already started 
preparing public opinion for a repudia- 
tion of this debt. Were Russia ever to have a 
strong democratic government, it could 
make a reasonable case for penalising 
those who lent to communist gangsters. 
This line of argument cuts pre- 
dictably little ice with the current 
authorities, whose main concern 
is poverty. The chief economics 
minister, Yuri Maslyukov, said 
on November 4th that restructur- 
ing talks would start soon. MFK 
Renaissance, a Moscow-based in- 
vestment bank, argues that most 
western commercial banks have 
already made provisions cover- 
ing all their exposure, so a lot of 
this debt may be forgiven, per- 
haps as much as half. 

The last and most immedi- 
ately sensitive category is Russia's 
$16 billion in Eurobonds, for 
which the legal penalties for de- 
fault are formidable. No sover- 
eign Eurobond has ever de- 
faulted. Even with its current 
measly reserves ($13.6 billion), 
Russia could find the $500m 
needed for the rest of this year, 
and the $1.6 billion due in 1999. 
Even so, bankers have heard Rus- 
sia’s central-bank chief, Viktor 
Gerashchenko, musing that Rus- 
sia might at least delay payment 


of the next coupon, on November 27th, to 
frighten the IMF into helping it avert finan- 
cial suicide. 

A bad idea for many reasons—not least 
because Russia also owes a further $23 bil- 
lion to the IMF and sister institutions, of 
which fully $5 billion must be paid back 
next year. Where that money might come 
from nobody knows—and without repay- 
ment, even Russia's membership of the IMF 
might be in question. 





American banking 


The banks are 
coming 


MERICANS are famous for two charac- 
teristics: dauntless optimism, and the 
desire to make the rest of the world like 
home. Of late, disarray in the financial mar- 
kets has robbed American bankers of this 
traditional jauntiness, But there is a bright 
spot in the gloom: Europe. 

The big American commercial and in- 
vestment banks have spent the past two 
years beefing up their presence in Europe. 
That may be because they believe their ana- 
lysts. Merrill Lynch, Goldman Sachs, Sal- 
omon Smith Barney and Morgan Stanley 
all expect enormous growth in European fi- 
nancial services over the next decade. 

Bright young things at Morgan Stanley 
predict that, between now and 2010, $13 
trillion will flow into EU equity markets, 
tripling their size. This is a staggering fig- 
ure: the present total capitalisation of the 
world’s stockmarkets is about $20 trillion. 
The other three big investment banks are 
not quite so starry-eyed, predicting a mere 
doubling in stockmarket capitalisation by 
2010. But all expect a boom in every area of 
investment banking: share and bond is- 
sues, mergers and acquisitions, fund man- 
agement and securities trading. As in 
America, capital markets will grow at the 
expense of commercial banking, and Euro- 
peans will invest more in stocks and shares. 
Europe, in short, will be just like home. 

The main catalyst will be the arrival of 
the euro in January (see page 91). Euro- 
boosters look forward to lower interest 
rates, which will encourage equity invest- 
ment. So will a spread of asset securi- 
tisation, more mutual funds and the ex- 
pected growth in private pension funds. 

The Americans hope to grab a lot of this 
business, believing they can outmatch their 
European rivals. Merrill Lynch, for exam- 
ple, has invested heavily in London. In 
1995 it bought a British stockbroker, Smith 
New Court. Last year it acquired Mercury 
Asset Management (MAM), Britain’s third- 
biggest fund manager. Recently Merrill has 
announced that it would be shedding 
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Robeco Bank. 





Because success should bring peace of mind. 


The future may be unclear, but one thing is certain. 
All the money in the world means nothing if it doesn’t 
bring peace of mind. So at Robeco Bank, we listen to 
what you have to say and find out what you want. 
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customise a portfolio to fit your personal needs. 

There’s no secret to our investment management or 
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objectives. We call this process Structured Portfolio 
Advice. All you have to do to take advantage, is 
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needs, cost effectively, wherever you are. 
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over US$80 billion. It has also given our clients 
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~ 3,400 jobs worldwide, includ- 
ing 400 in London—but it has 
left divisions dealing with Eu- 
ropean equities unscathed. 
Donaldson, Lufkin & Jenrette, 
another American firm that 
has announced big job losses, 
. also largely spared Europe. 
< Morgan Stanley, for its part, 
has almost doubled its Lon- 
. don staff over the past three 
years to 3,000. 
so American commercial 
‘banks are also piling in. Bank- 
~~ ers Trust, for example, bought 
«the investment-banking arm of National 
< Westminster, a British bank, in April, and is 
| now building a team to develop the na- 
. scent European market in high-yield 
("junk") bonds. Mellon Bank recently ac- 
quired Newton, a British fund manager, 
~~ and State Street has set up a European sub- 


sidiary in: London. Citigroup 
has just announced 1,300 new 
back-office jobs in Ireland to 
service its European business. 

All this might sound odd 
when banks’ economists are 
busy lowering their forecasts 
for European growth next 
year; corporate profits are al- 
ready hurting from the slow- 
ing world economy; and Eu- 
ropean stockmarkets have 
fallen about 20% from their 
peaks in July. But analysts at 
many American banks brush 
aside such short-term worries. Morgan 
Stanley argues that, short of another great 
depression, a European boom is inevitable. 
A Goldman Sachs strategist insists the re- 
cent market downturn is a “blip”. Tradi- 
tional American optimism certainly takes 
some denting. 








Investing in Asia 


Here come the good guys 


BANGKOK 


Is all foreign capital the same? As fund managers and lenders have lost favour 
in Asia, foreign multinationals have portrayed themselves as saviours 


“HEY say that in a crisis it is easy to tell 
A who your friends are. But rather than 
“leave anything to chance, foreign multina- 
tionals in Asia have been busy advertising 
their loyalty. They have been reminding the 
region’s governments that they are commit- 
ted long-term investors. We do not pull our 
money out just because things get a little 
rough, the sales pitch goes, before laying 
into “fair-weather friends” who do. “You 
are right not to trust them but that is all the 
more reason to trust us.” 
7, A transparent ploy—but one that just 
might work. That is partly because Asia’s 
governments are desperate for cash, and 
open to any deal that offers to create new 
5, 'jobsor prop up a local business. But rather 
= than rely on desperation alone, the multi- 
~ nationals have also taken great care to alle- 
; viate the politicians’ biggest fear: that they 
will be accused of siding with the enemy. 
Hence the effort by multinationals to 
stress the differences between themselves 
and other foreign investors. Unlike hedge 
funds, mutual funds and other financial 
investors, multinationals tend to invest di- 
rectly in plant and equipment. Since it is 
hard to uproot a chemical factory, these in- 
vestments, once made, are far more endur- 
ing than the flows of "hot" money that 
whisk in and out of emerging markets. So 
bosses such as Gary Wendt, head of GE Cap- 
ital, can talk smugly about 200-year plans, 
while ridiculing young traders. At a recent 
gathering in Singapore, Mr Wendt told the 
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region's leaders that they needed more in- 
vestors like him, “not one that sits ata com- 
puter and says sell.” 

Other multinationals, too, have been 
scoring points for steadfastness. After the 
Thai baht collapsed last year, for example, 
Ford continued to plough ahead with a 
new car plant in Thailand. Besides opening 
it, the firm has helped to create several new 
components suppliers, established a deal- 
ership, a maintenance firm, and even a 
new finance company (while the govern- 
ment has had to close 56 others). 

Some governments appear susceptible 
to the charm, at least in areas where they are 
most desperate: such as banking. Thailand 
and Indonesia both now allow foreigners 
to buy control of local banks, although, in 
Indonesia, this liberalisation is yet to be 
tested in practice. 


Half-truth 


The multinationals’ message, however, is 
only half right. It is true that they are a sta- 
ble source of capital and technology. Asian 
economies, as well as the companies them- 
selves, have much to gain if they are treated 
better. A good start would be to scrap the 
rules and practices that have discriminated 
against foreign companies—notably re- 
strictions on their taking controlling stakes 
in local companies. 

After all, foreign multinationals bring 
more than cash and technology. Since they 
are listed on their home stock exchanges, 


they are subject to much stricter regulation. 







and more transparent auditing. And their 
shareholders, besides being better in-: 
formed, are often more demanding. So they 
help to produce a more efficient allocation: 
of capital than would direct investment in 
badly run local companies. 

Even after a massive drop in asset 
prices, most multinationals are doing deals. 
only with existing partners—sirice they al- 
ready trust both the people and the books. 
That is one reason why most ofthe dealsare 
small, and why, in much of depressed Asia, 
direct investment from ábroad. has been 
falling over the past couple of years (see 
chart), despite the apparent bargains there. 

So ifa combination of battered domes- 
ticcompanies and a desire for stable invest- 
ment: encourages governments to offer 
such investors more, it will be to their own 
benefit. There is a danger, however, that 
many governments will succumb to the 
other—wrong—half of the multinationa 
message: that portfolio investment is some- 
how less worth having. That may encour- 
age them to delay making the reforms 
needed to attract more of it. 

The ease with which this. money can. 
cross borders raises obvious problems, for 
which there are no foolproof solutions. But _ 
the benefits it brings are every bit as realas | 
those from foreign direct investment (FD 
More important, for many kinds of invest- 
ment, FDI is no substitute. 

By bringing more investors into local 
markets, portfolio flows help to boost Ii 
quidity, allowing local investors to get bet- 
ter prices. Moreover, so-called “hot 
money”, if allowed to seek out the highest 
returns, would flow to many of the sma 
entrepreneurial companies that most need 
and deserve it, but currently lose out tothe 
bigger boys. If these smaller firms are to 
thrive, Asian governments will need. to 
change the rules for listing, issuing and. 
trading shares, improve local accounting 
standards, foster new securities markets, 
and make it harder for conglomerates and 
bureaucrats to push them around. Such 
firms are the true friends of any growing 
economy. And no. matter how govern- 
ments handle multinationals, they will 
lose them if they do not also try to attract. 
other kinds of money—however “hot”. 
































































Transparent hype 





The Group of Seven’s statement on reforming the global financial system 
was long on waffle and short on substance 


VEN by the standards of Bill Clinton 

and Tony Blair, those masters of por- 
tentous vacuity, the joint statement of the 
G7 governments last weekend was im- 
pressive. Their statement was billed, and 
faithfully reported by the world’s press, as 
no less than a plan for a “strengthened fi- 
nancial architecture for the global mar- 
ketplace of the next millennium”. Dis- 
counting at the usual rate, something of 
substance was still to be expected, be- 
cause this was after all an out-of-schedule 
announcement: why bother with such a 
thing if you have nothing to say? What in- 
nocence, with an American election in 
the offing, to ask that question. 

The statement was not a list of actions 
but yet another version of the agenda for 
ponderous deliberation that govern- 
ments have been wheeling out since the 
peso crisis of 1995, if not before. A central 
theme in this endlessly recirculated list of 
talking-points, oddly enough, is the need 
for greater disclosure and “transparency”. 
A transparent rendering of this statement 
would read, in full, as follows: “We still 
haven’t quite worked out what to do.” 

The only partial exception was the an- 
nouncement ofan intended new lending 
facility at the imr—“partial” because one 
or two details (how much money it will 
include, where the money will come 
from, which governments might qualify, 
how it will be run, and so on) still remain 
to be worked out. This American idea was 
first sprung on the IMF during its annual 
meetings in Washington last month. Offi- 
cials at the Fund are still very vague about 
it. One urgent question is whether this fa- 
cility would be available to Brazil. Ameri- 
can officials said it could be—but then 
again it might not be. 

Does the idea make sense in principle, 
at least? At first sight, it seems plausible. 


' One of the problems with the present ar- 


rangements is that money from the Fund 
is often too little and too late to save the 
would-be borrower from an economic 
crisis. America’s idea is that a big pot of 





cash, ready at short notice to be tapped by 
governments that have good policies and 
which have pre-qualified for access to it, 
may be enough to calm the markets and 
avoid capital flight. In the best case, the 
reserve would never in fact be drawn 
down; its mere existence would suffice. 
But this is surely wishful thinking. 
Countries will get into financial difficul- 
ties and seek help from the mmr, through 
one facility or another. Access to this new 
rapid-deployment cash will often be re- 
quested (even if, as suggested, the new fa- 
cility charges more for its loans than other 
Fund programmes). The question then 
will be, is the country in question allowed 
to borrow? But what will be the criteria? 
Will the Fund maintain a public list of 
countries that have pre-qualified? That 
would be the transparent thing to do. But 
one foresees difficulties. What if the IMF 
takes a country off its pre-approved list, 
thereby precipitating capital flight—and 
obliging the country to seek assistance 
through one of the Fund’s other facilities? 
That would never do. Better to keep the 
list private? So much for transparency. 


Details, details 


And whatever became of moral hazard? 
The central question in putting global fi- 
nance to rights is how to strike the bal- 
ance between, on the one hand, coping 
with financial distress once it has started 
and, on the other, improving incentives 
so that lenders and borrowers do not get 
into trouble in the first place. The G7 says 
very little about this. The new facility may 
worsen moral hazard, tempting lenders 
to take greater risks, unless the pre-quali- 
fication tests are demanding. On top of 
all this, the suspicion arises that political 
discretion (otherwise known as “Ameri- 
can leadership") will play an even bigger 
role in the operation of this new facility 
than in the Fund's other programmes. 


Again, this militates against transparency 
and better incentives. 

Half-baked ideas for new Fund pro- 
grammes are not as helpful as would be 
concrete, albeit more modest-seeming, 
measures to help financial markets work 
better. A variety of ideas on this were put | 
forward after the peso crisis; the same 
ideas are little further advanced three 
years on, and the G7 promises only to 
carry on discussing them. | 

For example, notwithstanding the | 
risk of frightening the markets with scary | 
facts, the tmr should be more open about | 
its views of countries’ policies and pros- | 

i 


pects. This could be done right now. Ev- 
erybody claims to agree in theory—but 
progress has been slow. The Fund is pub- 
lishing more than before, but still keeps 
the most sensitive parts of its appraisals 
of countries' policies under wraps. What 
does the G7 have to say about that? "The 
IMF should adopt a presumption in fa- 
vour of release of information, except 
where this might compromise confiden- 
tiality.” Orwell would have loved that. 

Another area where reform is still 
moving too slowly is in improving pru- 
dential and supervisory standards in 
banking. More than a year ago, for in- 
stance, countries adopted the voluntary 
"core principles" of the Basle standards 
on bank capital—but not all agreed toim- | 
plement them, or even to set a date for it. | 
The G7 should be pressing for countries 
that do not yet comply to set a date (even 
if asin the case of many developing coun- 
tries, it will be a long way off). Progress 
should then be monitored by the 1Mr. 
Failure to set a date, or to move briskly in 
the right direction, should be punished 
by denial of access to mF money. 

There were disturbing signs of com- 
placency, as well, in the G7's statement. It | 
began with a list of all the fine things that | 
governments had already done to con- | 
tain the crisis (Japan's decisive steps to 
solve its banking problems, and so on), as 
if to imply that the world economy had | 
turned the corner. If it has, it is no thanks 
to what governments (least of all Japan's) 
have done so far. Things are still likely to 
get worse before they get better. If govern- 
ments would like to prevent that, they 
had better understand that actions speak 
louder than words. 
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EURO BRIEF 


Unready for blast-off 






The arrival of the euro will mean massive 
adjustments for every business operating in 









For most businesses, the big- 
gest cost of adapting to the euro 
is that of updating information 
systems. But consultancies come 
up with widely differing guessti- 
mates. One, Cap Gemini, puts 
adaptation costs at between 0.5% 
and 2% of a typical firm's sales. 
About half will relate to informa- 
tion systems; a quarter to 










COR most consumers the 
E euro's biggest bang will come 
“on January ist 2002, when new 
notes and coins go into circula- 
© thon, and they collect pocketfuls 
“of strange new currency and 
spend. their last francs, marks 
and.escudos. Yet by then most 
firms will already have had three 
years’ experience of the euro. 
Starting on January 1st 1999, 
European firms will be allowed, 
though not required, to keep 
their books and conduct busi- 
ness in euros (a system known as 
. nó-compulsion, no-prohibition). 
Banks have to be ready to handle 
‘accounts and conduct business 
in both euros and national cur- 
rencies at the same time. At this 
stage, a host of practical prob- 
< Jems will appear. Staff must be 
trained; software has to be re- 
«Written on a huge scale; some le- 
“gal contracts may need checking. 
Still, more difficulties will 
^ emerge in 2002, when the euro 
moves beyond a virtual existence 
jn accounting systems and is ac- 
x tually issued in the form of notes 
- and coin. There will be practical 
problems with distributing the 
new currency; with converting 
«machinery that takes coins; with 
setting prices; and with avoiding 
;. outbreaks of fraud. 
>< Most big firms: intend. to 
“switch to the euro from the start 
- of 1999. A survey earlier this year 
` of 124 large firms, conducted by 
the Association for Monetary 
Union in Europe, found that 
more than half would adopt the 
euro immediately for their ac- 
counts and treasury, although 
not necessarily for all other oper- 
ations. Many companies—even 
the 49% of firms that told an- 
other recent survey they were 
well-prepared for the euro—may 
find the change traumatic. 

Early switching by big firms 
will force many smaller compa- 
nies to switch, as suppliers are 
urged to submit bills and take 
payment in euros. But many 
small firms are hopelessly il-pre- 
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Europe. Yet most firms are Hop about 
the trouble these will cause. As the 

our series of briefs explains, they may live 
(or die) to regret it 


fourth in 


pared. A study in France found 
thatonlya third of firms with ten 
or fewer employees had done 
anything at all to prepare for the 
euro, compared with 70% of 
firms employing between 100 
and 500 people. That is partly be- 
cause small firms have fewer 
staff to devote to the euro: Phil- 
ips, a Dutch electronics giant, 
reckons that it has 1,500 people 
(out ofa staff of 275,000) working 
on the joint challenges of the 
euro and the millennium bug. 


Don’t bank on it 


Banks have, understandably, 
done the most to prepare, for 
their business is the most imme- 
diately affected. Conversion 
rates will be set on December 
3ist; a convention is in place for 
rounding up; rules exist for 
multi-currency transactions (any 
conversion. must always go via 
the euro to limit the compound- 
ing of rounding errors, a cumber- 
some procedure called triangula- 
tion). 

Banks are having to make 
huge investments to prepare. 
Deutsche Bank plans to spend 
DMsoom ($300m). They will still 
have to carry some of the cost of 
handling multiple currencies for 
several more years: between 
1999 and 2002 banks must ex- 
change any currency issued by 
the 11 euro countries, while no 
longer being allowed to charge 
commission. 

The banks workload will 
also increase. A survey of small 
and medium European firms by 
Deloitte & Touche, an account- 
ing firm, found that more than 
half expected their bank to be 
their main source of practical 
help on the euro. But the euro 
will also do away with some im- 
portant bank revenues. Intra- 
euro foreign-exchange business, 
for instance, worth about $3 bil- 
lion a year, will disappear; over- 
all, foreign-exchange revenues 
for EU banks are expected to 
drop by 70% (see chart 1). 


changes such as consolidating 
back-office functions; and the 
rest to training and customer re- 
lations. Moody’s, a rating agency, 
puts the price-tag for conversion 
at $100 billion. The Gartner 
Group, another IT consultancy, 


puts the cumulative cost at be- | 


tween $150 billion and $400 
billion. 

One reason for these wide 
ranges is uncertainty about what 
will be needed. Another is that 
the no-compulsion, no-prohi- 
bition system gives firms some 
flexibility about what they do 
and when. Some firms may also 
choose to treat the switch to the 
euro as an opportunity to gain a 
strategic edge over competitors, 
meaning they do more than the 
minimum required. 

Such flexibility makes the 
switch to the euro quite unlike 
the other big challenge preoccu- 
pying rr departments, the mil- 
lennium bug. The millennium 
bug is technical and will bite at a 
precise moment. What must be 
done to eliminate the bug is at 
least clear, whereas the euro of- 
fers different choices. Gartner 
Group reckons that, depending 
on these, euro compliance could 
cost firms between a quarter and 
five times as much as dealing 
with the millennium bug. 

The bare minimum will be 
demanding enough. Merely go- 
ing through the operating sys- 
tems in the 75m PCs in busi- 
nesses in Europe and teaching 
them (and. the keyboards at- 
tached to them) to support the 
new euro symbol, could cost be- 
tween $10 billion and $20 bil- 
lion. However, the trickier part of 
updating information systems 
will be applications software. 

Upgrades for standard pack- 
ages such as word-processors 
and spreadsheets are straightfor- 
ward. Many are already avail- 
able—indeed, Microsoft's code to 
teach Windows how to draw a 
euro can be downloaded from 
its website. But changes to small 
applications that may have been 
customised to suit individual us- 
ers could be much harder. And, if 
users update their machines at 
different times, data represent- 
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whole thing meani 
could muck up. 
thresholds, such as credit li 
as well as peppering accou 

with errors. 


Better call your lawyer 
In theory, at least, the arrival of 
the euro should make little di 
ference to firms’ legal obligation 
on contracts. Two regulations 
adopted by the Amsterdam sum 
mit in June 1997 set the legal: 
framework for the new currency. 
The. regulations should ensure 
the continuity of contracts, mak- 
ing clear that, from theend ofthe 
transitional. period, all refer- 
ences to national currencies in’ 





international law, should 
ensure that European contract 
will continue to be valid in othe 
countries. Several American. 
states that do a lot of interna- 
tional business, including Cali- 
fornia, Illinois and New York, - 
have passed legislation recognis- - 
ing the euro and enshrining the: 
continuity of contracts during 
the transition period. 

Yet even enforceable con- 
tracts can be drawn up by crooks... 
The general confusion as prices 
in the euro-11 area are re-ex- 
pressed in euros will surely pro- 
vide a smokescreen for various 
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kinds of fraud. An independent 
contractor updating a firm's 
book-keeping software might, 
for example, funnel offintoa pri- 
vate bank account all the frac- 
tions of cents that disappear in 
rounding. Several such schemes, 
a high-tech equivalent of the ald 
practice of coin-clipping, were 
uncovered in Britain after 
decimalisation in 1971. 


The hard stuff 

When euro notes and coins are 
introduced. in 2002, a new set of 
problems will emerge. Old and 
new currencies will circulate 
side by side for, at most, six 
months, during which time the 
entire note issue and coinage of 
the 11 member countries will 
have to be replaced. Distributing 
the new currency will be a logisti- 
cal nightmare for Europe's banks 


(which will hand out the new: 


notes) and shops (which will be 
the main source of coins). It will 
place unprecedented demands 
on safe transport and storage. 
Many ofthe worst problems will 
hit retailers, who in some coun- 
tries will be in the thick of the 
January sales, the period when 
shops are busiest and the 
amount of money in circulation 
is largest (see box). 

Mass production of the 
notes—by the 11 euro-area central 
banks—will start in early 1999. 
The aim is to have produced 13 
billion notes, in seven denomi- 
nations (5, 10, 20, 50, 100, 200, 
500), by the time the new cur- 
rency goes into circulation on 
January 1st 2002. American offi- 
cials worry that the 500 euro note 
(worth $600) will make Europe's 
new currency the medium of 
choice for crooks and money- 
launderers: a wallet of 500 euro 
notes will replace a suitcase of 
$100 bills, America's largest 
denomination. 

The biggest issue for many 
Europeans will be the loss of the 
distinctive characteristics of 
their national currencies. All the 
notes will carry the same designs, 
the winning entries in a compe- 
tition held in 1996, incorporat- 
ing the EU flag and pictures of 
bridges, windows and doorways 
(to represent European “open- 
ness and togetherness") A sug- 
gestion that there might be space 
for national symbols on the 
notes was overturned in Septem- 
ber by the European Central 
Bank on grounds of simplicity. 

At least the coinage will keep 
national symbols. Euro coins, 
which will be produced in eight 
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- denominations (one, ty 
‘ten, 20 and 50 cents, plus one. 











Ve, 





by * 
and two euros), will have a com- 
mon side, carrying the value and 
à map, and one national side. 
France, for instance, will retain 
Marianne and the sower who 
grace various franc coins. 

One of the biggest practical 
problems facing the ECB is toes- 
timate the demand for euros and 
to ensure their distribution. No- 
body knows how many notes 
and coins will be needed—habits 
vary widely among euro-area 
countries (see chart 2). Coin pro- 
duction has already seen some 
setbacks. Minting the coins is un- 
der way, as a far greater number 
of coins than notes will be 
needed: some 76 billion coins 
are in circulation in the euro 
countries. 

France has had to melt down 
9m ten-cent coins, after the Euro- 







_ pean Blind Union said they were 
"confusing.  Vending-machine- 


makers -had ‘also. demanded 
changes after discovering that 
the electrical properties of some 
proposed coins, important for 
distinguishing between them 
automatically, were too alike. 

Adjusting to a whole new set 
of values will bring special diffi- 
culties. Italians will have to cope 
with numbers three orders of 
magnitude smaller than those 
they use now; the Irish, on the 
other hand, whose pound is 
worth about 1.25 euros, will be 
dealing with new prices close 
enough to the old ones that there 
isa danger of confusion. Even to- 
day, it is possible to find French 
people talking in old francs, 
which were replaced 40 years 
ago. 

One other result will be prob- 
lems for pricing policy. If compa- 





Shopping and changing 


HEN the euro takes solid form, on January 1st 2002, 

shops will be in the front line, sucking in old coins and 
notes and pumping new currency out into the pockets of con- 
sumers. Equipping themselves to do so will be expensive. 
Eurocommerce, a lobby group for European retailers, reckons 
that gearing up for the euro will cost shopkeepers 1.8% of turn- 
over—some $24 billion across the whole Eu. Marks and Spen- 
cer, a British retailer that owns stores in six ofthe 11 euro coun- 
tries and has franchises in a further four, will spend $180m 
installing new tills—secure against the millennium bug as well 
as euro-ready. 

Part of the expense will come from shops carrying larger 
floats of cash than usual, so as to give change only in euros, 
while taking in old and new currencies. To be ready for this, 
shops will have to take delivery of unusually large quantities of 
new coins and notes in December 2001, during the busy Christ- 
mas shopping season. This will mean extra security, costly at a 
time when temporary staff numbers are at their peak. For simi- 
lar reasons, Britain's change to decimal currency in 1971 was 
made on February 15th, one of the slowest times of year for re- 
tailers; but EU ministers rejected this idea for the euro. 

Pricing policy will be another hot potato. During the transi- 
tion, and probably for some time afterwards, shops will have to 
display two prices, one in euros and one in local currency. That 
could be confusing for staff and shoppers alike. Price transpar- 
ency between countries, once the mask of currency conversion 
is removed, may also be an issue, though some firms claim to be 
untroubled. McDonald's points out that a Venetian Big Mac 
already goes for more lire than a Milanese one, without any loss 
of sales in the Rialto. 

Regardless of how much the fizzy drinks and lollies inside 
them go for, Europe's 3.2m-odd vending machines will need 
new coin slots and recalibration ofthe scales, scanners and am- 
meters with which they check money. Jean-Louis Bariller of the 
French vending-machine association reckons that the cost per 
machine will range from FFr3,000 ($540) for the oldest, with 
mechanical brains, to FFr5oo for the most modern, in which 
adjustment is simply a matter of reprogramming an internal 
computer. Similar adjustments will be needed for parking me- 
ters, cash dispensers, postal-franking machines and pay 
phones. Whenever it arrives, e-day promises to be a nightmare 
for shopkeepers—and probably for shoppers too. 
























































































































nies want to stick to the psycho- 
logically significant price points 
such as 9.99 or 0.49, they may 
have to change the units in 
which their products are sold. 

That will create opportuni- 
ties for the sort of price-gouging 
that often accompanies currency 
changes. Indeed, all fraud, in- 
cluding straightforward over- 
charging, will be harder to detect 
during the early life of the euro, 
since people's instincts for what 
prices ought to be will not have 
adjusted. 

Forgers may make the most 
of the change-over in 2002 as 
well. Euro notes will be full of 
clever security features, but the 
early stages, when the new 
money is unfamiliar, will still be 
a chance to pass counterfeits. So 
will the numerous different na- 
tional designs for coins. To add 
to the security worries, a 
hologram stamp that was to be 
one ofthe safety features for euro 
notes was stolen from an Air 
France flight from Paris to Mu- 
nich in May. The ECB insists it 
was only a trial model. 

National mints and the ECB 
do at least have a few years left to 
get themselves organised for the 
solid forms of the euro. With 
only two months to go before the 
ethereal version arrives, firms 
that are not yet ready—and even 
many that think they are—may 
come a cropper long before then. 
The cost of the transition to the 
euro could turn out to be far big- 
ger than expected. That makes it 
all the more vital that European 
governments and 
businesses deliver 
on the potential 
benefits of the sin- 
gle currency. 
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Global Conference for 
Educators and Business Executives 


LEARNING FOR THE 21st CENTURY 


April 7-9, 1999, St. Charles, Illinois 


Understand the co-evolution of schools, 
higher-education and business training toward 
a self-directed, life-long learning system. 


Interact with thought leaders (all confirmed): 

* Renate and Geoffrey Caine — Authors of Education 
on the Edge of Possibility 

* Peter Drucker - Father of Modern Management 

* Morton Egol - Director of Arthur Andersen's School 
of the Future 

* Jane Goodall — Honored Scientist, Environmentalist 
and Learner 

* Dean Kamen - Inventor, Entrepreneur and Educator 

* Alan Kay - Creator of the Idea of Personal Computing 

e Thomas Kelly — Director of Arthur Andersen's 
Knowledge Enterprises 

* Benjamin Zander - Conductor of Boston 
Philharmonic Orchestra 


Visit the Arthur Andersen Community Learning 
Center via videoconference with facilitators and 
learners. This modern version of the one-room 
schoolhouse for multiage, self-directed learners is 
evolving towards a learning environment for all ages. 


Participate in workshops on Global Best 
Practices for learning in schools, higher-education 
and business. 


Phone 630-444-4987 

Fax 630-444-4975 

E-Mail school.of.the.future@arthurandersen.com 
Visit www.arthurandersen.com/schoolofthefuture 


Please send me registration forms: 
Name (Mr./Ms.) 

Company/Org. 

Address 

City 

State/Country Zip/Postcode 

Telephone 

Fax 


E-Mail 








bank offshore 

have instant access to my money 
need a Gold International 

Debit Card from 


f Standard Chartered or 

9” 

1 If you keep money offshore, you may 
have all the confidence of knowing it is 

in a secure environment earning a competitive rate of interest. 

But what about getting your hands on it when you need it? 

INTRODUCING THE GOLD 
INTERNATIONAL DEBIT CARD 

Our Gold International Debit Card, available to Priority 
Customers holding £50,000 or US$100,000 on deposit with 
us, gives you easy, instant access to your money from around 
the world." 

Because the card bears the VISA symbol", it allows you to 
withdraw local currency from over 400,000 24-hour cash 
machines around the globe, and to make direct payments from 
your offshore bank account for goods and services at over 
15 million outlets worldwide. 

The Gold International Debit Card can help put your offshore 
funds right into your pocket. As a Priority Customer, you'll 
enjoy further benefits, including a single point of contact at the 
Bank, in the shape of your own Customer Relationship 
Manager, and exclusive access to our Priority Banking Centres 
around the world. 

Both the Gold International Debit Card and Priority 
Banking are entirely complimentary services. 

For more information, please retum the coupon below to: 
Mrs Ruth Martin, Standard Chartered Bank (CI) Limited, 

PO Box 830, Conway Street, St Helier, i — 


Jersey JE4 OUF. 
Or, call us on Jersey «44 (0) 1534 507001 GN 
Fax: +44 (0) 1534 507112 Ex mq 


*Please be advised this minimum balance requirement will be increased to £100,000, or currency 

equivalent, with effect from 1st January 1999, for all new Priority Banking Customers. 

“Use of the Card is subject to the conditions described in the applicable Gold International Debit Card 

Terms and Conditions. The Gold International Debit Card is available to customers who hold a minimum 

of £50,000 or US$100,000 on their account with the Jersey office of Standard Chartered Bank (CI) Limited. 
rnopal place of business of Standard Chartered Bark miad is Jonsoy. and fs patu capital and reserves 

woes E. won =n the West aucia m nts ar wie on mo J 

Deposits made with the office of Standard Chartered Bank (CI) Limited in Jersey are not covered by the 

Deposit Protection Scheme under the UK Banking Act 1987. Jory ft part of te UK 
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DEPARTMENT 
OF CORRECTIONS 


The New Zealand Department of Corrections is 
seeking Registrations of interest in contracting 
for the supply of Home Detention Monitoring 


Home Detention 
Electronic 
Monitoring 
Equipment 


The New Zealand Government is considering 
legislation to allow offenders who meet the 
conditions contained in the Criminal Justice 
Amendment Act Bill No.3 to apply for release on 
residential prison parole to Home Detention. The 
implementation of Home Detention is currently 
scheduled to commence nationwide in May 1999. 
Various.types of monitoring equipment and « 
methods of monitoring are being considered with 
a preference for an "active" system. 


This contract for operation of the selected system 
may be separate but not exclusive of the proposed 
contracts for the provision of: 

* Monitoring of home detention equipment. 

* Security service personnel. 

* Telephone line service. 


The Community Probation Service of the 

Department of Corrections wishes to identify 

qualified suppliers of electronic home surveillance 

monitoring systems. At this stage the Community 

Probation Service invites Registrations of Interest 

from vendors together with: 

* A brief description of the product(s) available. 

* Aschedule of existing users of the system(s), 

* Experience and/or capabilities in the supply and 
management of security systems. 

* A brief profile of the company. 


A formal request for proposal will be issued to 
selected vendors at a later stage. 


Companies who believe they can offer an 
appropriate solution are invited to respond to this . 
Registration of Interest by Friday, 27 November 1998. 
The response must include a written undertaking of 
confidentiality, signifying that all exchanges of 
information, written or verbal between the 
Department and the company will be kept in strict 
confidence by the company. 


Registrations and any enquiries should be 
directed to: 


Annette Crequer, Operations Adviser, Community 
Probation Service, Department of Corrections, 
Private Box 1206, Wellington, New Zealand. 

Ph: 64-4-474 8818 or fax: 64-4-460 3203. 


Our Traveler's Litigation 
Bag is made with our 
Flexible Unwreckable™ 
frame to double as your 
laptop bag. Inside the 
19" bag, our Insiders?" 
dividers protect your 
laptop and organize A4 
” and letter-size papers 
vertically side by side mak- 
d. ing space for an extra shirt. Our 22" 
bag (the largest carry-on size) holds your laptop, letter- 
size folders and binders vertically side by side, and two 
shirts, and a suit wrinkle-free (in our Suitfolder). We make 
hard-working travel goods for frequent business travelers 
and sell direct to you. Please call for our free catalog. 
Walnut or black leather 19x 13x 8" 8795. 22x 14x 8" $1,050. 
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SCIENCE AND TECHNOLOGY 


. This issue of The Economist marks the 20th anniversary of our Science and 
. Technology section. On the tenth anniversary we ran a quiz to find out if you 
- had been paying attention. We also warned you to start swotting for the 1998 







. quiz. Here itis... 


© 1 Miranda, Hyperion and Europa are: 

- (a) the names of experiments attached to 
the main accelerator at the European parti- 

_ cle-physics laboratory, CERN; 

. (b)the names of moons in the outer reaches 

_-ofthesolarsystem;. 

.. (©) the names of three Tyrannosaurus rex 

_ skeletons auctioned in 1996. 





-2 What is unusual about the sheep on the 
_ Scottish island of Foula? 
- (a) They eat sea birds. 
(b) They eat seaweed. 
(c) They eat each other. 


3 On average, how many thunderstorms 
does the earth experience each day? 


.(3)440 





How to play 

i. A point for each correct answer, unless the 
| question says otherwise. Each multiple- 
| choice question has only one correct answer, 
a$ far as we know. 

| "The answers are on page 99. Or there is an 
interactive version at www.economist.com 
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(b) 4,400 
(c) 44,000 


4 Hydroxyapatite is: 

(a) the main ingredient of tooth enamel; 
(b)a fancy medical name for thirst; 

(c) one of the components of solid rocket- 
fuel. ' 


5 A piece of string is of notoriously variable 
length. But some models of the universe in- 
clude superstrings. How long are they prê- 


dicted to be? 


(a) About 10km. 

(b) About ten light years. 

(c) About a ten-billionth of the diameter of 
an atom. 


6 What are Predator, Dark Star and Heron? 


(a) Unmanned aircraft. 

(b) Internet computer programs that inter- 
cept and crack encrypted messages. 

(c) NATO code-names for Russian spy satel- 
lites. 


7 In a non-Chinese context, what is the 


_ nary purposes the Roman Catholic chur 






Great Wall? 


(a) A weather front that sweeps around th 
Southern Ocean in March every year, o o 
(b) A fossil coral reef that runs for 50km — 
through the Australian outback. CAR 
(c) A huge sheet of galaxies, 225m light years. 
away. Labia 








8 Ants are everywhere, and there are lots 
them. But they are small. What fraction, by. 
weight, of the world's land animals do they: 
make up? NOD 
(a)1096 
(b) 30% 
(c) 509 








9 What is made in a B-factory? 


(a) Enriched uranium for nuclear bombs. 
(b) B. mesons, a type of subatomic particle. 
(c) The data “buses” that link the compo- 
nents of a computer together. 


10 One way to deal with insect y 
sterilise them in large numbers an 
lease them into the wild to mate 
with others. How much gam ia 
does it take to sterilise a screw-worm fly 
(a) About enough to kill a rabbit, i 
(b) About enough to killa person. 
(c) About enough to kill 16 people. 










11 What isa Milankovitch cycle? 
(a) A streamlined velocipede that wi 
rider a gold medal in the 1996 Olym 
Games. DUM : 
(b) A recently invented alternative to the 
Otto and Diesel cycles in internal-combus- 
tion engines. ne ee 
(c) A pattern of change in the Earth's o 
which may explain the ice ages. : 


12 Capybaras are large guinea-pig-like an 
mals that live in Venezuela. According to 
zoologists, they are mammals. But for culi- 






classifies them as what? 
(a) Birds 
(b)Fish 
(c) Insects 










13 What valuable substance did the Ameri- 
can space-probe Clementine discover on: 
the moon? : 
(a) Ice 

(b) Gold 
(c) Tritium 
14. As every schoolboy (and girl) knows, Fer- 
mat’s last theorem, which was recently” 
proved to be true, is that no integer solution 
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Milankovitch cycle 


exists to the equation: 
x'«y?s2^ for n»2 


Goldbach's conjecture, however, remains 
unproved. What is it? 


(a) That in any map composed of contigu- 
ous spaces, no more than four colours are 
required to paint it without any adjacent 
spaces being of the same colour. 

(b) That face-centred packing is the most ef- 
ficient way to fill a space with spheres. 

(c) That every even number greater than 2 is 
the sum of two prime numbers. 


For an extra two points, name the math- 
ematician who proved Fermat's theorem to 
be true. 


15 What is antisense technology? 


(a) A way of blocking the action of genes. 
(b) A way of jamming radio signals in bat- 
tlefield conditions. 

(c) A way of enhancing radio (or other elec- 
tronic) signals by adding noise to them. 


16 Where is the Kirkwood Gap? 


(a) In the rings of Jupiter. 

(b)In the asteroid belt. 

(c) In the Carpathian mountain range on 
the moon. 


17 A dokwera, a karakdosura and a shish- 
ina, are: 


(a) types of gun used by medieval Chinese 
soldiers; 

(b)types ofarmour used in ancient Assyria; 
(c) types of arrow used by South American 
hunter-gatherers. 


“18 What is an AngioCat? 
(à) An experimental double-hulled racing 
yacht. 
(b) A type of bulldozer. 
(c). A machine that uses x-rays to check for 
heart disease. 
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"were three kinds of ünkrutb: lies, damned 

< lies and statistics. But who said, “If your ex- - 

< periment needs statistics, you ought to have 
_ done a better experiment?" 


- @)lord Kelvin. 


(b) Lord Rutherford. 
(c) Lord Keynes. 


20 What is the next number in this series, 
and why? 
0.005, 0.008, 0.18, 1.3, 4.3 


(a) 7.9 

(b)23 

(c)176 

(Three points for answering both. ques- 
tions; no points if you get either answer 
wrong.) 


21 Who was Paul Jernigan? 


(a) An executed murderer whose body has 
been electronically recorded as the. so- 
called "Visible Man”. 

(b) The inventor of MDMA (a recreational 
drug better known as ecstasy). 

(c) A science-fiction writer who anticipated 
the emergence of AIDs. 


22 What is the Drake equation? 


(a) The formula that predicts the height of 
an ocean wave for any given wind-speed 
and fetch. 

(b)An attempt to calculate the likelihood of 
intelligent life existing elsewhere in the 
Galaxy, 

(c) A way to estimate the energy output of a 
star. 


23 Only two women have had chemical el- 
ements named after them. One point for 
naming one; three points for naming both. 


24 After a mere 40 years. of space flight 
there is already a-litter problem in the 
earth’s orbit. How many pieces of space de- 
bris are routinely tracked by the American 
air force? 

(a) 850 

(b) 8,500 

(c) 17,000 


25 What was invented in 1839 by Sir Wil- 
liam Grove? 


(a) The harmonium. 
(b) The fuel cell. 
(c) The electric telegraph. 


26 Lava lamps are a throwback to the 
1970s, but they have recently found a new 
use. Is it: 

(a) hypnotising monkeys to quieten their 
brains before they are scanned; 

(b) modelling the movement of magma in 
the earth's mantle; 

(c) generating random numbers. 





ike peop. i 
tists “need standards. Where is. pee stan 


dard kilogram kept? 


(a) In Leuven, Belgium. 
(b)In Sévres, France. 
(c) In Lausanne, Switzerland. 


28 What is Maxwell's Demon? 


(a) An alternative name for the Great Galac- 
tic Ghoul, jokingly believed to eat Mars- 
bound space probes. 

(b) A hypothetical creature in a thought-ex- 
periment on thermodynamic efficiency. 
(c) A species of vampire bat that "trades" re- 
gurgitated blood with hungry neighbours 
against its own future shortages. 


29 What does Joseph Kirschvink of the 
California Institute of Technology think 


caused the Cambrian explosion (the süd- 
den appearance in the fossil record, some | 


540m. years ago, of large numbers of 
animals)? 


(a) The earth’s outer layers shifted through 
90" with respect to its core, so that the polar © 


regions ended up at the equator. 

(b) A collision with a giant asteroid moved 
the earth 10% closer to the sun, increasing 
the amount of light available to sustain life. 
(c) A collision between a giant asteroid and. 


the moon generated so much heat that it- 


melted the ice caps then covering much of 
the earth 


30 Elephants have big appetites. But how 
big? How much food can a grown African 
elephant get through i in a day? 


(a) 50kg 
(b) 200kg 
(c) 400kg 


31 The Iridium satellite-telephone network 
was so named because the original plan 
was to have 77 satellites (the number of elec- 
trons in an atom of iridium). That number 
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MASTER IN PUBLIC 


POLICY 


The Master in Public Policy Programme of the Faculty of Arts 
and Social Sciences, National University of Singapore, invites 
applications for admission for the academic year 1999-2000, 
commencing 12 July 1999. 


Developed in collaboration with Harvard University, the 
Programme creates an awareness of the complexity of policy 
issues and provides professional skills needed in government 
and management. Students learn methods of analysis and 
techniques in the management and setting of policy and the 
resolution of conflict. The multi-disciplinary curriculum emphasises 
both Southeast Asian and international perspectives. The 
Programme has an international student body drawn primarily 
from Southeast and East Asia, and this provides excellent 
opportunities for networking among the future leaders of the 
Asia-Pacific region. 


The MPP is a full-time programme consisting of 17 months of 
coursework and a Policy Analysis Exercise. Candidates seeking 
admission must have at least 2 years’ relevant working experience 
in the public service or other policy-related fields. Candidates 
must also demonstrate management ability and leadership 

jal. A good first degree with some background in economics, 
and the following disciplines: political science, statistics, law, 
and the environmental and other sciences is desirable. Interested 
applicants from both the public and private sectors are encouraged 
to apply. 


TEMASEK / APEC SCHOLARSHIPS 


The National University of Singapore offers attractive scholarships 
which provide both tuition assistance and a living stipend to 
Students wishing to pursure an MPP degree. 


The Temasek Scholarships are available to nationals or permanent 
residents of member countries of ASEAN (except Singapore) 
and other Southeast Asian nations. 


The APEC Scholarships are available to nationals or permanent 
residents of the following member APEC countries (except 
Singapore): Australia, Brunei Darussalam, Canada, Chile, People's 
Republic of China, Indonesia, Japan, Republic of Korea, Malaysia, 
Mexico, New Zealand, Papua New Guinea, Republic of the 
Philippines, Chinese Taipei, Thailand and the United States of 
America. 


Applicants must also have good academic and professional 
records, and careers which lie in public service to be eligible. 


Additional information on the Programme and the Temasek / 
APEC Scholarships is contained in the MPP Handbook which, 
along with the Admissions Booklet, may be obtained free of 
charge, after 1 October 1998, from: The Director, Master in 
Public Policy Programme, Faculty of Arts and Social 
Sciences, National University of Singapore, 10 Kent Ridge 
Crescent, Singapore 119260. 


You may also obtain the Handbook and Admissions Booklet from 
the Singapore Embassies or Trade Representative Offices in 
ASEAN and APEC countries. 


For enquiries, please contact the Programme at (65) 874 6134 
/ (65) 874 3724, fax it to (65) 778 1020 or e-mail it to 


mppsec @ nus.edu.sg. 
All applications must reach the Programme by 30 January 1999. 
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was later reduced. To be consistent, which 


element should the system now be named 
after? 
(a) gadolinium 
* (b) dysprosium 
| (c) caesium 
3 2 What is Clovis? 
The Concatenated Laser-Optical ViSual- 
ing system, used for switching packets of 
a in fibre-optic telephone networks. 
Asubmersible oyster-farm in Scotland. 


c) The site of the oldest known human arte- 
icts in the USA. 







3 “A robot may not injure a human being 
through inaction, allow a human being 
ome to harm Whose law of robotics is 


QAturcc Clarke.” 







34Whatisasoliton? 

(a) Geek-speak for a hacker who works 
' alone. ; 

special type of wave that is useful in 
i ME 


ypothetical subatomic particle. 


what did the poet William Blake see a 




















) sing high-performance silicon chips. 
cting drugs from genetically modi- 

ed bacteria. 

(c) Compressing video data for transmis- 

n over the Internet. 








i 38 Nitrogen and oxygen can get together 
chemically in several ways. Which. one is 
critical to the function of Viagra? 


(a) Nitrous oxide. 
: (b) Nitric oxide. 
(c) Nitrogen dioxide. 






39 What role does melatonin play in the 
body? 

(a) It helps to control sleep patterns. 

(b) It darkens the skin. 

(c) It stores oxygen in the muscles. 


40 Science is overburdened with confus- 
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ing. acronyms, some of which are dupli- 
cated. Which of the following is not a legiti- 
mate translation of “arp”? 


(a) Advanced Technology Programme. 
(b) Adenosine tri-phosphate. 
(c) Asynchronous transition protocol. 


41 In addition to being confusing, some ac- 
ronyms can be irritatingly twee. What, for 
example, are MACHOS and WIMPS? 


(a) Hypothetical types of "dark matter" that 
might represent the missing mass which 
some cosmological theories require. 


d (b) Evolutionarily stable strategies that 


male animals can adopt in their quest to 
maximise’ their number of successful 


- matings. 
| (c) Electrical phenomena in the upper at- 


mosphere whose frequency may give clues 
about the progress (if any) of global 
warming. 

For another two points (one point each), 


what do MACHO and WIMP actually stand 
for? 


42 What do the cities of Kamioka in Japan 
and Baksan in the Republic of Georgia have 
in common? 


(a) They are both good places to study the 
Permo/Triassic boundary (a point in the 
fossil record when 90% of animal species 
became extinct). 

(b) They have both hosted meetings of 
Pugwash, a group of pacifist scientists. 

(c) Both have nearby detectors for neutri- 
nos-subatomic particles so elusive that 
such detectors must be located deep under- 
ground to screen out other forms of 
radiation. 


43 El Nino (The Boy) a temporary warm 
current in the Pacific ocean, is a well- 


(ba 


La Niña? 


(a) A temporary current that cools the Pa- 
cific in the same place as El Nifio warms i 

(b) The nickname of Isabella Lorca y Mu 

cia, a Spanish molecular biologist who wo 

a Nobel prize for medicine. 
(c) A Peruvian volcano. 




























44 A collision with a supply ship; a fire; 
leak in a cooling system; a failure of th 
main computer; a failure of the main oxy- 
gen generators;a failure of the carbon-dio: 
ide scrubbers; a plague of cockroaches ea 
ing part of a solar panel. 


How many of the above have gone wrong 
with Russia's space station Mir in the past. 
two years? 
(a) All ofthem. 
(b) All butone. 
(c) All but two. 





45 The Economist tries to maintain a cleat, 
concise prose style, but how well have we 
done? On the readability scale devised by 
Donald Hayes of Cornell University (which 
has a baseline of zero, for "international 
English-language newspapers", and rises to 
*50 for the most difficult papersi 
journals such as Nature) wha 
Economist score? 


(a) +2 






















(c)-10 
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Ti itar die nr a raha 31 


MOREOVER 


A n Gl ee s a ee aa A Ba Re 


Atlanta burnt again 


Tom Wolfe's great stren 


are caustic reporting and dialogue. His new book 


perfectly mirrors a familiar America, with all its f(r)ictions and prejudices 


ELL? Is it as good? Tom Wolfe's first 

novel, “The Bonfire of the Vanities”, 
came out a decade ago, and the first thing 
everyone will ask is whether his second, “A 
Man in Full”, is equally good. The answer is 
yes, but that only becomes clear around 
page 500. Both are black comedies of 
late-20th-century manners, and the 
initial disappointment stems from 
the seeming similarity of character 
and plotline. Can it be that at 67, the 
hothead in the vanilla suit and river- 
boat-gambler's hat has actually lost his 
touch? 

True, he has shifted the scene from 
1980s New York to 1990s Atlanta (“the 
Chocolate Mecca") Mr Wolfe is a 
southerner, and so his social antennae 
there are razor-sharp—especially on 
the Atlanta blue-bloods' envy for the 
southern authenticity of Richmond, 
Charleston and Savannah, as well as 
the cultural confidence of New York. 
The reactionary rants and philistine 
jibes are undimmed. Political correct- 
ness gets a verbal thrashing, as do mili- 
tant homosexuals. As Wesley Dobbs 
Jordan, his black mayor of Atlanta, 
says: "...when these  gay-rights 
groups, who are all white boys, of 
course, start trying to compare their 
'struggle—it's always 'struggle—with 
our folks—I mean they're comparing a 
lot of white boys hugging and kissing 
each other with a people rising up 
from slavery—it makes the smoke start 
coming out of your ears." 

Mr Wolfes punctuation may be 
idiosynchratic, but his ear for corpo- 
rate gobbledegook is acute. Circum- 
stances do not change, paradigms 
shift. Numbers are not studied, they are 
crunched. A strategist informs the chief ex- 
ecutive of a wholesale food operation that 
customers "can't defer their food consump- 
tion function". Asked what he means, he ex- 






A MAN IN FuLL. By Tom Wolfe. Farrar, 
Straus and Giroux; 742 pages; $28.95. 
Jonathan Cape; £20 
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Laughing Tom 


plains: “They have to eat. Every day.” But 
Mr Wolfe's protagonists are less original 
than his prose. The “man in full”, a rich 
property developer named Charlie Croker, 
suffers the same sort of humiliations that 
the rich Wall Street bond dealer, Sherman 





ser" 


(“Master of the Universe”) McCoy suffered 
in “The Bonfire of the Vanities”. The racist 
fault lines that run through urban America 
are the cause of both men’s downfall—in 
Charlie Crokers case a young black run- 
ning-back, Fareek “the Cannon” Fanon, 
whose 225 pounds (100kg) of attitude con- 
tain the social graces and predatory sexual 
drive of a Mike Tyson. 

Many members of the supporting cast 





are also familiar. Both novels have a self- 
serving politicking clergyman (the Rever- 
end Isaac Blakey has much of the unctuous 
insincerity of the Reverend Reginald Ba- 
con) strong-willed and opinionated 
judges, politicised lawyers and macho 
bankers. There is even a fateful incident 
with a car, though in Mr Wolfe’s latest novel 
it involves a misparking not a misturning. 

The social x-rays do not make a reap- 
pearance, but the gold-digging second 
wives do. Only the ideal female shape has 
changed. The mostly-blonde Lemon Tarts 
of 1980s Manhattan are, in 1990s Atlanta, 
“boys with breasts”, who maintain their 
perfect shapes at franchised Definition- 
America (TM) classes. 

The big difference between the two 
novels emerges only gradually, but it is 
a crucial distinction that involves Mr 
Wolfe's romantic fascination, even ob- 
session, with what constitutes male 
courage. Intermittently visible in the 
heyday of the New Journalism, it 
really emerged 19 years ago in “The 
Right Stuff", his examination of what 
motivated American test pilots and 
the early astronauts, and it runs 
through both his novels. 

Bond dealers like Sherman McCoy 
do not measure up. As Mr Wolfe notes 
dismissively in "A Man in Full", the 
passion for the deal is a pathetic sub- 
stitute for the male passion for battle. 
Politicians, preachers, lawyers, bu- 
reaucrats and, one suspects, journal- 
ist-novelists like himself, also flunk his 
test of masculinity by engaging in 
namby-pamby occupations. Charlie 
Croker, by contrast, is a "real" man in 
Mr Wolfe's book. A braggart, a bigot, 
sometimes even a hardtack cracker, he 
is as incompetent in business as he is 
ruthless. But he changes the skyline of 
a city, and his inner core is as tough as 
tungsten when continuous push 
comes to ultimate shove. 

Unlike *The Bonfire of the Vani- 
ties", Mr Wolfe's new book also has a 
moral anchor; in short, a hero. He is a 
holy fool, a young escaped convict in- 
spired by the 2,000-year-old philoso- 
phy of the Stoics, which he garners from a 
mutilated volume of Epictetus. It sounds 
wildly improbable, yet Mr Wolfe somehow 
succeeds in making his unlikely hero in- 
spiring and almost believable as he stands 
up to the denizens of America's criminal 
underclass. Mr Wolfe might still be wearing 
the same suit. But something inside has 
changed. 


————————————— —AÀ 
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MOREOVER 
Fiction as theatre 


The word made flesh 


Stage adaptations of famous books rarely succeed. A small British company, 
about to burst on New York, shows how it can be done, and done well 


AMOUS books have been much abused 

by the theatre. Dickens suffered so 
much hackneyed staging—more than 50 
versions of “Nicholas Nickleby” were put 
on during his lifetime—that he felt forced to 
change his writing style, throwing time- 
shifts into his narratives to trip up the 
adapters. Undeterred, theatrical 
managements ever since have used 
other people's literary repute to put 
“bums on seats". 

Until recently indeed, adapta- 
tions seldom enhanced the reper- 
toire. Two ofthe three great successes 
ofthe 1980s—“Nicholas Nickleby” at 
the British National Theatre and Pe- 
ter Brooks "Mahabharata"—were 
one-offs; both ran to eight hours or 
more and are unlikely to be re- 
peated. The other, Christopher 
Hampton’s play, “Les Liaisons Dan- 
gereuses”, was a great adaptation 
that grew out of a difficult novel few 
would put in the first rank. 

Six years ago a small British the- 
atre company, Shared Experience, 
working with the writer, Helen 
Edmundson, began to confound the 
received wisdom about adaptations. 
They have developed thrilling and 
uniquely theatrical versions of 
George Eliot's “The Mill on the 
Floss”, Tolstoy’s “Anna Karenina”, 
which transfers to Brooklyn’s Majes- 
tic Theatre on November 11th, and even his 
gigantic “War and Peace”, using only ten 
actors. The company’s American artistic di- 
rector, Nancy Meckler, confesses she only 
turned to Tolstoy’s heroine as a last resort, 
when the company could not get bookings 
for another work it wanted to do. 

“All the adaptations I had seen made 
me wonder what I was missing,” she says. 
“They referred to the book, or to the au- 
thor's voice; and they tended to pick out a 
string of scenes and hope that something 
inherent in the story would hold it all to- 
gether. I wanted an Anna Karenina with 
theatrical structure and theatrical drive, 
which is nothing to do with novel-writing. 
So I said, ‘Screw the book. Let’s create a the- 
atre piece inspired by this material. People 
who have read the book will be furious, but 
we'll get the bookings. " 

Shared Experience got the bookings. No 
one was furious. In fact, their mailinglist 
swelled with admirers eager to see more of 
the company’s work Ms Edmundson 
makes “The Mill on the Floss” the story of 
Maggie Tulliver, rather than Maggie and 
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her brother Tom equally. She takes Eliot's 
brief reference to the ducking of witches (in 
a book Maggie is reading) and makes it a 
recurring symbol of Maggie's plight: a 
woman of spirit and intelligence, like the 
woman on the ducking stool, is damned if 
she rises and drowned if she sinks. Maggie, 





Damned, then drowned. . . 


of course, is finally drowned in a great 
flood. 

For Ms Edmundson, such a free inter- 
pretation was the esssential first step. “We 
had to decide what great life-and-death 
themes are illuminated by the book. In 
"War and Peace’, it was ‘How much can in- 
dividuals control history, and how much 
do our times control us?’ Once we had our 
central theme, many decisions were made 
for me. If a scene in the novel didn't relate 
to that theme, I left it out." 

Ms Edmundson was also happy to in- 
vent new scenes, to fit with Ms Meckler’s in- 
sistence on “theatrical structure and drive”. 
Virtually none of the dialogue is repro- 
duced from the novels. Ms Edmundson 
simply decided what functions a scene had 
to fulfil, and then closed the book and 
wrote it her way—though she concedes that 
“by that time I was so immersed in the 
book that the language is a kind of distilla- 
tion of the author's words.” 

She refused the undramatic easy option 
of a narrator. Theatre is action. Instead, 
each of her central characters has a confi- 


dant who becomes privy to their inner 
thoughts. Anna Karenina has Levin, whom 
she meets in a dream-world at crisis points 
in the play, although Tolstoy makes them 
meet only once. Pierre in “War and Peace” 
has Napoleon, at first Pierre’s hero but later 
his sworn enemy. And Maggie, memorably, 
is played successively by three actresses, 
each embodying the warring sides of her 
psyche: the wild child, the religious repres- 
sive and finally the mature Maggie. 

The three Maggies are the essence of El- 
iot’s Maggie, but they are also the essence of 
Shared Experience. The physical expres- 
sion of the characters’ inner lives is at the 
very core of the company’s theatrical 
impact. When Maggie Tullivers fa- 
ther vengefully whips his longtime 
enemy, Ms Edmundson has the dis- 
traught Maggie hanging on to the 
end of the whip. The slow-motion 
lashing, with Maggie pulled this way 
and that, vividly catches the rhythm 
of emotion. In "War and Peace", Ms 
Edmundson has all the wounded 
characters come on stage and repeat- 
edly stumble, fall and pick them- 
selves up. There seem to be thou- 
sands of them, and the sense that 
they will stumble on forever is 
operatic. 

Opera composers demonstrate 
emotion through heightened vocal 
expression; Shared Experience uses 
heightened physical expression. Ms 
Meckler is aware that many before 
her have searched for such a theatri- 
cal language. In an exception to the 
general rule about books-into-plays, 
actor/director Steven Berkoff pro- 
duced two successful Expressionist 
adaptations of Kafka at the end of 
the 1960s. But she feels that western the- 
atres’ prevailing manner is naturalistic— 
and needs changing. Film and television 
areso much better at creating the illusion of 
real life that theatrical naturalism is ex- 
posed as artifice. 

The success of Shared Experience, and 
of increasing numbers of mime-trained 
companies like Theatre de Complicite, 
whose first New York show in 1996 was a 
sell-out, suggests that the theatre is at last 
shifting to celebrate its distinctiveness. But 
old habits will die hard. When the Greek 
National Theatre produced Ms Edmund- 
son's adaptation of “Anna Karenina”, it 
brought a real steam train on stage for the 
heroine's death scene. 

Shared Experience's train is created 
through the bodies of the actors. The re- 
morseless engine is made up of Anna's 
small-minded persecutors: its grinding 
wheels are more horrifyingly mechanical 
for being human. It would be pointless on 
film. It is certainly not in the novel. But it is 
magnificent, and truthful, theatre. 





THE ECONOMIST NOVEMBER 7TH 1998 


CASTROVILLARI 


pora itsounds, the story of the 
Olivetti typewriter company, which 
marks its 9oth anniversary this year, has 
given rise to a remarkable piece of Italian 
theatre. It first came to notice during the 
long Italian summer when theatres and 
cinemas close down to recuperate and lo- 
cal councils try to keep people healthy 
and happy with free helpings of culture. 
This year, an enterprising town council in 
Calabria, which is commonly but mistak- 
enly treated as a cultural backwater, of- 
fered what will almost certainly turn out 
to have been one of the most extraordi- 
nary Italian stage events of 1998. 

Around 200 locals from Castrovillari, 
including many children, sat attentively 
for nearly two hours in a small piazza not 
far from the town's Aragonese castle. 
Holding their attention was a young ac- 
tress none of them had heard of, giving a 
one-woman show dedicated to the ad- 
venturous life of Camillo Olivetti, one of 
the pioneers of enlightened capitalism in 
20th-century Europe, who founded the 
firm in 1908 at Ivrea in Piedmont. 

The actress, Laura Curano, who grew 





Modern masters 


| 
| But who plays the typewriter? and returned to Ivrea where he dedicated 


up herself in Piedmont, is somewhat 
plain by theatrical standards, but when 
she speaks she becomes a storyteller of 
great passion and humour in the tradi- 
tion of Dario Fo, a renowned dramatist 
and Nobel laureate. 

Although he was named David Sam- 
uel when he was born in 1868, the young 
Camillo Olivetti chose to use his third 
name, not because he was ashamed of be- 
ing Jewish but to honour his hero Camillo 
Cavour, one of the fathers of Italian unifi- 
cation. Olivetti’s own father had died 
when he was young and he was brought 
up by his Protestant mother. The family 
were well off, and he went to good 
schools. There he learned English, which 
helped him during his first visit to Amer- 
ica when he acted as an interpreter for an 
illustrious scientist representing Italy at 
an electricity congress in Chicago. 

Inspired by meeting Thomas Alva Ed- 
ison, Camillo returned home and began 
manufacturing electrical instruments. 
Soonhe transferred his business to Milan. 
But he quickly became far more attracted 
by the developing typewriter industry, 


The age of innocence 


If you long forthe grandeur and excitement of mid-century modern painting, 


New York currently has four treats to offe 


OREACH the paintings in the Museum 

of Modern Art's marvellous Jackson 
Pollock retrospective, you first have to get 
past the myth. A huge photograph of the 
painter covers the wall by the entrance. It 
was shot by Arnold Newman in 1949 for 
Life and shows Pollock at his most swagger- 
ingand James Deanish. Paint-daubed, he is 
standing in front of his delicate drip paint- 
ing of 1949, “Summertime”. The maga- 
zine's caption-line was: “Is he the greatest 
painter in the United States?" The question 
is straight from the world of advertising, 
but Pollock's own languid stance and defi- 
ant gaze seem to be smirking, "I dare you to 
top this." 

For promotional purposes, Pollock was 
a ready-made: a cowboy hick from Cody, 
Wyoming; an all-American natural who 
put his canvas on the floor and single-han- 
dedly overturned the rules of painting; a 
self-created, self-destructive, drunken ge- 
nius, who killed himself at the age of 44 by 
smashing his car into a tree. This Pollock 
myth, which will soon be furthered by a 
bio-pic, is irresistible. It is also, in almost ev- 
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ery detail, either exaggerated or wrong. 
Pollock was not a heroic loner, but one 
of a group of like-minded painters, many 
from Europe, that included his friends, 
Arshile Gorky and Willem de Kooning. To- 
gether, with their many accents, 
they made 1940s New York a cos- 
mopolitan centre for a new kind 
of painting that drew deeply on 
cubism and surrealism. Pollock 
himself left Wyoming before he 
could walk, and he was far from 
self-taught. A seemingly ham- 
handed young pupil, he studied 
under Thomas Hart Benton, a 
leader of the American regional- 
ist school, derided by Gorky as 
“poor art for poor people”. Keen 
to know more, Pollock sucked in 
everything from El Greco, Miro 
and the Mexican muralists to In- 
dian sand-painting. Nor was he 
neglected or misunderstood. Af- 
ter his first one-man show in 
1943, at which MOMA bought a 
painting despite its directors 


himself to inventing an Italian model. 
Olivetti booked showrooms at the Turin 
Universal Exhibition in 1911, but as his 
new machine wasn't ready he had to put 
his workers *on display" while they were 
finishing it—which they did, before the 


exhibition closed. They produced the | 


famous Mi and launched the name of 
Olivetti at home and abroad. | 

Most of Ms Curano's show tells the 
Olivetti story by way of two women who | 
provided courage and support through- | 
out Camillo's life, his mother Elvira and 
his wife Luisa, mother of the five Olivetti 
children, one of whom, Adriano, was to 
carry on his father's business. Adriano | 
survived the hazards of fascism and went 
on to become one of the most influential | 
figures in post-war Italy. Ms Curano who 
co-authored "Olivetti" with her director, 
Gabriele Vacis, is reviving it this winter 
elsewhere in Italy. She has developed 
what was the epilogue of Camillo's story | 
into a second piece dedicated to Adriano 
and the Community Movement he 
founded in the 1950s. Like many other 
benevolent entrepreneurs, he wanted to 
find a "third way" between capitalism 
and socialism—a utopian ambition for 
those cold-war years. 





misgivings, Pollock had a gallery show ev- 
ery year for the rest of his life. He had critics 
and expositors in his camp, including a 
leading arbiter of the day, Clement 
Greenberg (see box on next page). 

To their credit, MOMA's curators, Kirk 
Varnedoe and Pepe Carmel, have consign- 
ed most of Pollock’s biographical Sturm 
und Drang to the catalogue, leaving view- 
ers to concentrate on the paintings. And 
what a feast they are. Everything about this 
show is large. It is the first Pollock retrospec- 
tive in 20 years and the largest ever. Its 105 





... dripped, and poured 


103 





(Fa 
a 





MOREOVER 


| P | 


ope Clement 


NEW YORK 


LEMENT GREENBERG (1909-94) 
knew how to make and keep ene- 
mies. Imperious and impatient, he lec- 
tured artists with icy certitude on what 
was wrong with a painting or sculpture, 
he speculated in the works of artists he 
championed and resolved aesthetic dis- 
agreements with fists, from which wo- 
men had no special protection. In his 
heyday, from the late 1940s to the mid- 
1960s, Greenberg was a dreaded and 
powerful critic. W.H. Au- 
den called him “warm- 
headed and cold-hearted”. 
Greenberg was also 
good at making and main- 
taining reputations. At the 
Nation, where he began to 
write regularly in 1942 af- 
ter leaving his job as a cus- 
toms clerk, he championed 
Arshile Gorky, Willem de 
Kooning and Jackson Pol- 
lock. Greenberg’s support, 
even before Pollock's “drip 
years", encouraged reluc- 
tant collectors to buy Pol- 
locks work and hesitant 
museums to exhibit them. 
Intellectually, he made 
his mark with a 1939 essay, "Avant Garde 
and Kitsch", which grappled with defin- 
ing a culture that included T.S. Eliot and 
Tin Pan Alley. Though many nowadays 
find the *high-low" question a non-is- 
sue, for the record, Greenberg, an ex- 
Trotskyist, took the highbrow line. He 
went on to defend a modernism of the 
purest kind, stressing the intrinsic value 
of flat, painted form, to the exclusion of 
virtually everything else, including, you 
might even think, the viewer. This lofty 
approach felt suitable for abstract ex- 


paintings and 49 works on paper cover 
25,000 square feet (2,300 square metres) of 
exhibition space, and works in the perma- 
nent collection have gone into storage to 
make room—a privilege MOMA has previ- 
ously allowed only Matisse and Picasso. 

As these works attest, even as part of a 
milieu, Pollock had a daring of his own. 
“Jackson broke the ice,” de Kooning ac- 
knowledged. Pollock created an all-over 
form of abstraction in which paint swirled 
and surged to the edge of the canvas, sug- 
gesting space beyond. He was not the first 
to drip paint on to the canvas. But he was 
the first to create entire works by dripping, 
pouring, speckling, scratching and scatter- 
ing paint, often house paint. Cigarette 
butts, sand, footprints and hand prints 
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pressionism and its relatives. Butitmade | 
Greenberg a hate-figure for supporters of 
the art that followed: pop, minimalism, 
performance art and conceptualism. 
His eye and his self-confidence were 
formidable and he never hesitated to use 
either. He coached the colour-field paint- 
ers Morris Louis and Kenneth Noland 
stain-by-stain. As an executor, he kept 
David Smith's sculptures in the open 
long enough for the paint on them he 
disapproved of to wear off. 
Greenberg’s authority 
misled Tom Wolfe in “The 
Painted Word” (1975) to 
claim that critics were re- 
placing painters as art's 
true stars. On the contrary, 
the power of modern-art 
criticism peaked with 
Greenberg. The explainers 
and publicists who matter 


now are curators, dealers— 
and artists. 

In 1986, long after | 
Greenbergs ^ reputation | 


had waned, the University 
of Chicago Press put out 
two volumes of his writ- 
ings. Two more came out 
in 1993. This was a chance to look again. 
More from exhaustion than anything, 
the heat had gone out of many of the dis- 
putes Greenberg engaged in. People were 
readier to read what he actually wrote— 
he was broader in range and sympathy 
than enemies allowed—and to see him 
in the context of his times. "Clement 
Greenberg: A Life", a biography by Flor- 
ence Rubenfeld (Scribner; $30), should 
contribute to this reassessment, by send- 
ing readers back to Greenberg to judge 
for themselves. 





found their way in as well. His canvases, 
which were huge, barely fitted into his stu- 
dio. Faithfully recreated for the show, this 
cramped space confirms that the man once 
labelled as an “action painter" hardly had 
room to swing à can. 

The sources of his "drip" technique 
have been sought in many places: in seeing 
his father urinate, in watching the waves at 
East Hampton, in sexual release, in ritual 
dance. One reason none of these suggested 
explanations seems adequate is that the 
word "drip" itself so pathetically conveys 
the zest and variety of Pollock's painterly 
gestures. These could be sweeping and vast 
or detailed and intimate. A film shows him 
almost dancing over a canvas or tossing 
paint as if seeding a garden. Yet he could 





also paintas slowly and carefully asa callig- 
rapher. From a fair distance, you can run 
your eye over his huge paintings as if scan- 
ning a field, or, close-up, you can drink in 
the painted richness ofa few square inches. 

The high points come at the end of the 
1940s, including "Summertime" (1949), 
“Autumn Rhythm" (1950) and “Lavender 
Mist" (1950). After that, Pollock began to 
drink more, paint less and, as the last room 
shows, seemed to lose his own way having 
opened it for others. Anyone who loves 
painting will not want to miss this show, 
which runs until February 2nd in New 
York and then opens at London's Tate Gal- 
lery on March 1ith. 

A MOMA show this size that was eight 
years in the making was bound to be the 
season's big draw. But there are wonderful 
modern things to see in three other New 
York shows. The small but powerful Gorky 
show at the uptown Gagosian Gallery 
hinges around the sombre "Night-time, 
Enigma and Nostalgia" (1933-34) and re- 
lated drawings. The Drawing Centre dis- 
plays 70 de Kooning works on paper, and 
the Whitney is showing another Pollock 
contemporary, Mark Rothko. The timing of 
the Rothko was a coincidence, but the 
Gorky and de Kooning shows were, it 
seems, scheduled with the Pollock in mind. 

Perhaps because their work is still 
found to be difficult or off-putting for 
many people, the lives of these artists gets 
particular attention. Gorky's short career (a 
suicide at 43) was so full of calamity that it 
is hard to find a balance between the art 
and the man. No less than three biogra- 
phies are pending. Throughout a long ca- 
reer, de Kooning often stopped himself 
working through drink. Rothko, a depres- 
sive with a bad heart, killed himself at 76, 
convinced the art world had passed him by. 

To strict formalists of the time, biogra- 
phy was irrelevant and only the work mat- 
tered. Besides, there were luckier, less de- 
pressed abstract expressionists; and these 
were hardly the first artists to suffer—or to 
drink The formalists were wrong, of 
course: an artist's experience does matter. 
Yet it would be an equal mistake to think 
that illness and hardship explained the 
power of these artists’ work or the scale of 
their output. On the contrary, the misfor- 
tune makes the art all the more remarkable. 
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Wr The Economist 
Review next week: 


iF bots nd mutiny Britain's tortuous 
relationship with Europe; a new look 


at Mitterrand; reassessing the first 
world war; searching for America’s 
West; what's right with cloning; 
Oxford intellects; gout; Latin American 
fiction, and more 
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N 1949 Alan Sainsbury re- 

turned to Britain from a voy- 
age of discovery to the United 
States. Self-service, he an- 
nounced, was the future. 
Sainsbury's was a chain of food 
shops where, in the practice of 
the time, the customer was dis- 
| couraged from touching any 
| goods until they had been re- 
quested from an assistant, ap- 
proved of and, of course, paid 
for. Marble counters separated 
the customer from the assistant, 
in a white apron, who would 
expertly cut the cheese and 
shape the butter, wrap up the 
provisions in a flash and, as a fi- 
nale, tot up the bill of pounds, 
shillings and pence in an in- 
stant. There was a chair for any- 
one whose feet were killing 
them, and would madam care 
for the goods to be sent to her 
home? This was the service that 
the grandfather of MrAlan, as he 
was known, had brought to per- 
fection since the first Sainsbury’s 
| had been started in 1869. 

Now here was Mr Alan with 
his wild proposals from Amer- 
ica. He was listened to with close 
attention by other Sainsburys 
on the board and in manage- 
ment, among them a brother, 
uncles, nephews, sons and cous- 
ins. (Very much a family firm 
| was, and is, Sainsbury’s.) He 
tried not to make his discovery 
sound like a traveller's tale, but understandably there was some 
concern. If people could pick up goods as they pleased, would 
they not walk out of the shop without paying? This had not, it 
seemed, happened in America. But America was not Britain, 
where food was still scarce and rationed. Still, let no one say that 
the firm was not progressive. Mr Alan was given permission to 
try out self-service at a shop in Croydon, an outer suburb of 
south London. If it was a flop, perhaps no one would notice. 

The shop was an astonishing success. An envious competitor 
reckoned that it did better than any other shop of its size in the 
country. Thus, Britain began its shopping revolution. From then 
on counters were being ripped out and aisles were piled tempt- 
ingly high. Sainsbury's was opening a new self-service shop every 
three weeks. The last of its counter shops closed in 1982. 
Sainsbury's has returned its compliment to America: it owns 
Shaw's, a chain of supermarkets strong in New England. 


The eggs and milk of life 

By the time Alan Sainsbury was born, the family firm, started 
with a capital of £100, was already rich. Alan was privately edu- 
| cated and fancied doing social work. But he joined the firm “be- 
cause my mother said it would break my father's heart if I 
didn't". He started as an apprentice in a provincial shop, and he 
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Lord Sainsbury 





Alan John Sainsbury, pioneer of self-service, 
died on October 21st, aged 96 


| | OBITUARY | | 


recalled that two of his uncles | 
taught him how to buy eggs and 
milk for resale. Twelve years 
later he was a director and even- | 
tually became chairman and 
then president for life. 

When he was master of all he 
surveyed he sometimes liked to 
put on an apron and wander 
around one of his shops pre- 
tending to be on the staff. He 
told a story ofa woman, a judge's 
wife, who expressed her displea- 
sure to him at having to do “the 
work of a shop assistant". Most 
shoppers, though, were un- 
protestingly obedient. After all, 
fast service was supposed to go 
with fast life and fast food, even 
if you had to queue up at the 
check-out counter. The com- 
puter has speeded things up a 
bit more, and indeed is making 
everyone self-sufficient in ways 
that Mr Alan may not have en- 
visaged. Even bosses can now 
type a letter without too many 
mistakes. 

Some people do grumble, 
and they are not always judges’ 
wives and Luddites. Not every- 
one likes to shop in an aircraft 
hangar and buy enough to feed 
the 5,000. The counter shop lives 
on, seemingly now mainly run 
in Britain by enterprising Indi- 
ans and Pakistanis who have 
found a gap in the market and 
are every bit as polite as the assis- 
tants who used to be behind Sainsbury's marble counters. Mr | 
Alan himself may have had a touch of sentiment for the old days. | 
When he was made a peer in 1962 he chose the title of Baron 
Sainsbury of Drury Lane, the modest (if theatrical) London street 
where his grandfather founded the business. 

He fancied being a politician, and being made a lord was a 
substitute, if a poor one, for not being elected to the House of | 
Commons. He tried hard enough. On three occasions in the 
1920s and 1930s he was an unsuccessful Liberal candidate. He 
later joined the Labour Party and after that the now defunct So- 
cial Democrats. The Sainsburys are among the richest families in 
Britain, but Lord Sainsbury hated the idea of being thought a 
rich man. He never owned a racehorse or a yacht. "The more 
trappings, the less freedom,” he told the Director magazine. “The 
very poor and the very rich are unhappy people.” 

He would muse about social responsibility and *the guilt 
that comes with money". Improving welfare, for his workers and 
in the country as a whole, was one ofhis concerns, and he sat on 
numerous committees that sought to do good. He thought of 
himself as a socialist, but his was a very British sort of socialism. 
"Profit is the first motive for a commercial business and it al- 
ways must be so,” he said, just in case anyone thought he was | 
going soft. 
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The Oxford 
- Advanced 


Presents a global overview of the business enterprise and its strategic challenges. Oxford’s 

fou -week AMP provides a unique opportunity to stand back and pursue your own learning 

agenda, assisted by a top class team of individual tutors and in the company of some of 
10st international and high calibre senior executives. s 


10 January - 7 February 1999 


details return to Maureen Campbell, Templeton College, Oxford, OX1 SNY, UK 


Job Title: _. 
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COURSES 






Industrial chemistry, 
ysics, political 





Rome, September 14,1998 — 


For further information and applicati on forms. 


email: ‘nfo@scuolamattel dt 
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Take a world PULYKA IY 
with the City (CRUAN 


i | You'll find a global MBA with a global perspec 


City University Business School. Why? Bex 
students on our full-time MBA come from o 
UK, with 42 nationalities represented on the 
programme. 





And our City experts have extensive experience 
working internationally, and many collaborate on 
research and teaching with overseas institutions. 
With this amount of international expertise you ¢ 
the benefit of joining a global community while 
studying in the heart of London’s financial centre. 


Our one year Full-time MBA will give you a well 
rounded general management education v 

specialist options in finance, electronic business, 
human resource management, marketing, international 
business, and management of technology, all taught 
by our City experts. 


Joining our prestigious MBA programme means you 
are taking confident control of your career. TI 
immediate benefits - average student salari 

an increase of 45% on graduation. Three to five years 
later, with several promotions achieved, your 
investment in our programme will have truly paid off. 


We have a world ranked programme and top quality 
expectations of our students both before and after 
their MBA. After all, you'll be working with some of 


1 David Edelshain the best brains in the business. 


qualified in law, accountancy and psychology, and an Are you ready for a global challenge? 
expert in currency exposure and foreign exchange risk. Why not come to see us at the following fairs: 
GMAC Paris, 11th November 1998, Hilton 
2 Rov Batchelor GMAC Frankfurt, 14th November 1998, Sheraton 
y MBA Fair, 26th November 1998, GMEX Centre, 
Manchester 









Midland Bank Professor of Banking and Finance and a 
specialist in financial risk and financial forecasting 







For more information call us now: 


e : MBA Programme «44 (0)181 553 6960 
3 La kis Kaounides Executive development short courses 


member of the Foresight programme and an *44 (0)171 477 8710 
international expert in high-tech start-ups and E-mail cubs-postgrad 2 city.ac.uk 









strategies for new technologies City University - Business School, Frobisher Crescent 
s Barbican Centre, London EC2Y 8HB, UK 
4 Carol Vielba http://www.city.ac.uk/mba/ 






Director of MBA programmes and a leading authority on 
public sector management, the theory and practice of 
management education and GMAT evaluation 


5 Shiv Mathur 


leading teacher of strategy and international business 
and co-author of the award winning book, Creating 


Value: Shaping Tomorrow's Business University 
« Chris Hendry BUSINESS SCHOOL 


professor in organisational behaviour, star teacher of 
entrepreneurship and an expert in international human Research and teaching excellence for 
resources and the management of change the City of London at the Barbican 
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WHICH 

MBA 

How to build a bargaining 
table from scratch. 












The Kennedy School's Strategic Public Sector Negotiations 
Executive Program helps experienced executives move to 

aE new levels of negotiating skill, add strategic dimensions to their 
“A final word”—students and negotiations, mi strengthen their ability to produce lasting 
graduates express their views formal agreements and productive informal understandings. 
Each year this Harvard program attracts executives from 
governments and corporations around the world, NGOs, and 
international organizations. It is intended for those who must 
produce formal agreements or contracts, structure complex 
transactions, resolve disputes, or negotiate for authority and 
resources. Offered May 25-29, 1999. For more information, 
please call Ms. Pyong Yim at 617-496-0484, ext. 59, or email 
her at: KSG_Execkd@harvard.edu. 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


GZ Amsterdam 
J institute of Finance 
offers in cooperation with the faculty of 


INSEAD 


and in association with y 
Amsterdam Exchanges AEX 
















































The Economist Intelligence Unit's annual critical guide to | 
the world's best MBA courses is now in its tenth edition. 
Based on extensive research and personal interviews with 
business schools and students Which MBA? gives you 
incomparable independent assessment of an MBA 
qualification, worldwide. 


The introductory chapters are complemented by a 
directory of 116 leading schools in 19 countries around 
the world, listed alphabetically by region. Each entry 
contains a detailed description of the school's MBA 
programmes, with comment and analysis of the structure 
and content of courses. 






















Which MBA? is an essential time- and labour-saving 
directory which will enable you to pinpoint your needs 
quickly and easily. 





The Options Workshop 
- Stock Option and Foreign Currency Option Pricing — (April 6 - 8) 
- Option Trading Strategics and Risk Management (April 8 - 10) 








Which MBA? 










The Advanced Options Workshop 

Price: US$48.00* Report No: 525 ISBN: 0 273 63710 - Yield Curve Dynamics and the Pricing of 

Which exe cutivi e pro gramm e? Interest Rare Derivatives (April 12 - 14) 
- Exotic Options (April 15 - 16) 


Price: US$50.00* Report No: 526 ISBN: 0 273 635662 ELU 
* Please add: USS4.65 postage and packing (per hook). i 


Derivatives: Special Topics 





The Economist intelligence Unit Limited. Registered in. England amd Wales The Economist a , 
No: 1262617. Registered office: 25 St James's Street, London SWIA IHG intelligence Unit - Volatility (April 19 - 20) 
d ~ Derivative Products and Credit Risk (April 21 - 22) 

- Mathematics of Derivative Securities (April 26 - 28) 


To place an order or for more information J 
E 1-0 > 1 ? 
call . (852) 2802 7288 quoting 3ABSJB or For information, please visit our Web site or contact Ms, K, Arnold. 
Fax: (852) 2802 7638/2802 7720 a e ie ' 
ES M eol AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
Email: hongkong@eiu.com ; telephone: *31-20-5200165 - fax: *31-20-5200161 











Also available from good book shops e-mail: info@aif.nl - internet: www.aif.nl 
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GMAT GRE “S& Teaching French to adults for 29 years 


Taking the GMAT : || INSTI TU T D E FRAI i ÇAIS E 
- or GRE? H d Overlooking the Riviera's most beautiful bay 
Er E E UNIQUE TOTAL IMMERSION PROGRAM 
We CAN help! N 2 coi 14016 73 8/: hrs a day with 2 meals, 8 levels : Beg, Ito Adv. H 


oe ieee Wi ACCOMMODATION IN PRIVATE APARTMENTS 

Details from GTAC Associates - c MÀ Next 2-4 week course starts 23 Nav., 4 Jan. and all year 
HEEPOST London W5 4BR VLL Adice dac Dal kid 46230 Villefranche/Mer EK7, France. Tel, (0) 493 01 88 44 Fax (02:493 76 92:17 
m fel. 0181-993 3983. icit» effet > ses http:// www.institutdetrancals.com - 


" zx PRESTON 
m DEPARTMENT OF EAST ASIAN STUDIES eye UNI V E R SITY 


LÀ - 
< Online Master of Arts in d Cheyenne 


Asia Pacific Studies = EPEa .  . . ..  . 
l Masters/Doctoral Bogres Programs 
Gain a strategic understanding of the region while studying via 


“the: memet Offered by a leading centre for Asian studies, the Distance learning 

_ MA explores the major issues in the region's economic and Business Administration * Computer Science * Education ^ 
d political development. * Natural and Social Sciences * Humanities + Languages’ 
_ Next module commences January 1999. Accredited by W.A.U.C * Licensed by State Dept. of Educati 


Email: Eastasian@leeds.ac.uk Preston University, Dept. EC7/11 

http:/lwww.leeds.ac.uk/east. asian 1204 Airport Parkway * Cheyenne, WY 82001 «USA 
Tel: + 10307) 634 1440 * Fax: + E007) 634 3091 
Email: admissions @ preston.edu * www.preston.edu 





: D A KOT A ST ATE Sas The Politics & International Studies Department 
: : - Ei à E is now inviting applications for 
UNIVERSITY WARWICK the October 1999 entry to the 
MA in International Political Economy and MA in International Relations 
A leader in education The University of Warwick is one of the UK's top five research institutions, and 


» X ya the Department of Politics and Imernational Studies ix the site of the new UK 
on the Web since 1990 Research Council fimded Centre for the Study of Globalisation and. 


grams in : * Information Systems * English for Information Regionalisation, under the Directorship of Professor Richard Higgon. This- 
Svsieims» Health Information Administration provides a premier location for teaching and research on International Political 
ub y ei PE ESQ MEE Economy and International Relations. The Department of Politics and International 
Spring courses run from January 7 to A pril 30 Studies has around 30 academics and its graduate programmes attract around: 100: 
Find information on these and many ot hen s on our Web site. students and professionals from over 30 countries around the world. 


: Accredited by NCA and NCATE Please request a copy of our detailed brochure for more information: 
Dakota ee University : Madison, SD 37042-1799, USA iis Graduate Secretary (Ref: Econ/T) — Email: resab@eswwa 
Tek +1 605 236 5049 - Fax: +1 605 256 5208 Telephone: + 44 (0)1203 523486 Fax: + 44 (01203 514221 


Email: dsuinto @columbia.dsu.edu Department of Politics & International ee University of Warwick, 
1 " " Coventry CVA TAL, 
U Online - www.courses.dsu.edu/disted/ Web Site: Nic MPO totais IS/ 





ENGLISH FRENCH 
| JAPAN, in BEL (ie in FRANCE, in BELGIUM 


DUTCH 
in BELGIUM 


66 HOURS PER WEEK ; RES 
IN THE TARGET LANGUAGE NEUEN CE RANI 
* ADULTS from 19 years i : d uS SPI f 
Study: 8-4900 SPA (BELGIUM) 

; DOEA ROREEAN ENTA ; z 

RETIRED PEOI LE ma 2» AND ABOVE up to 45 private and/or group lessons Tel. c 32- 87-79. 11 22 

(Special conditions available) and pedagogical activities Pax: 32. 87-79 1188 
* JUNIORS from 11 to 18 vears & Since 1975 

- FRENCH in BELGIUM ers E P in USA: Languagency n ae JM 

- ENGLISH in ENGLAND, Putting into practice with our teachers: || Te. | (413) 534-0334 BPW e™-ceran.com 


in BELGIUM at breaks, meals and evening socio-cultural activities. | | Fax: I 
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COURSES - 





Degree Completion Program 
BS, MA, MBA, Ph.D. 
Send resume for no-cost evaluation or call 
(505) 889-2711 

8400 Uptown Blvd. NE 


Dept. 34 
Albuquerque, New Mexico B7 110 U.S.A. 


Home Study Course in Economics 


A 10-lesson study that will throw light 
on today's baffling problems. Tuition 
free—small charge for materials. 


| Write: Henry George Institute, 121 East 
30th Street; New York. NY 10016, USA. 


rge.org 


“Off Campus Degrees. 
BACHELOR * MASTER'S * DOCTORATE 
Credit for Work & Life Experience 
1-504-626-8904, Dept. 136 
620 Lotus Dr. N. * Mandeville, LA 70471 USA 


hetp/ www distance.edu 
LASALLE EDUCATION CORPORATION 


Learn how easy it is to become a Certified 
Professional Consultant (CPC) in. your 
own field. Write for free catalogue 


The Consultants Institute 


| 
| 
| 


Executive earning $50K-500K 


Career searching into, within or out of 


Asia/Europe/U.S.? A new position is closer than you think! Free info. 


www.CareerPath.co.uk 


hi 
< 
N 


2674685 


E-mail: cpasia@bkk loxinfo.co.th 


AT. 
4? te. 


P 
MN: 
k 
^ 

x* 


MA 


Fax: 
(662) 
2674688 


Dept EQ 30466 Prince William Street, Princess Anne, 
MID 21883 USA Fax: (4400581 4885 





UNIVERSITY 
(Home Study Program) 


eeeDOCTORAL AND 
MASTER'S DEGREES.» e 


Accredited, 1 to 2 years; 
] month Residency. 
Business, Educotion, Gov't., Psych. 
International Relations, Religion, 
Social Work, Health Services 


Write: BERNE UNIVERSITY, International 
Graduate School, PO Box 1080, 
Wolfeboro Falls, NH 03896, 

TEL: (603) 569-8648 FAX; (603) 569-4052 
E-MAIL: berne@pberne.edu 





Founded in 1986, Fairfax University offers: 
* Home study degree programs with no written 
examinations or residency requirements 


* Credit awarded for prior leaming/practical 
experience 
* International faculty 


* Programs at the Bachelor, Master and Doctoral 
levels. 


* Year-round admissions 
Details from: The Registry, Fairfax University, 
Fork, Drive, Suite 200, Baton Rouge, 


FRENCH 


| 55, Fontaine du Tonnelet, 3 http://www. sogid. be/dialogue 
B-4900 SPA (ARDENNES) 32-87/773592 — E-mail: dialogue@arcadis.be 


TOTALLY PERSONALIZED TRAINING 


Also courses for teenagers and young adults during school vacations 
North American Inquiries: Elliot Essman/Autonomy Publishing Corp. 
Tel: (800) 474-7416 Fax (914) 834-8938 http://www.autonomy.con/dialogue.htm 


MONTICELLO UNIVERSITY 
Prestigious Distance Learning * Professional Experience Credits 
International Acceptance 
Bachelors + Masters « Doctorate e Juris Doctor 
Law « Business e Education e Diplomacy & Int’! Studies + Arts & Sciences 
(913) 661-9977 Tel, © (913) 661-9414 Fax © info@monticello.edu + www.monticello.edu 
Administrative Services: 8600 W 110th St., Suite 206, Overland Park, KS 66210 USA. 


SPANISH 


(Barcelona) 


BACHELORS * MASTERS * PH.D. 


America's SS: * i 
Preferred * No classroom attendance + Distance learning. 


; +. Distinguished faculty + Accelerated degree programs 
Distance « Credit for work AN tg * Students from EA 
Learning 


countries and 30 states in the USA. 


THIS Washington International University 
P.O. Box 1128, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E-mait: washuniv@op.net. 


UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


“Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 
utilizing your life and work experience. College equivalent credits are 
given for your: Job, military, company training, industrial 
courses, seminars and business ex x 

We accept collage credits no matter when taken. 

Our graduates are recognized for their achievements in business and 
industry. We will assist you in completing your degree requirements 
at your own pace through home study. 

Send/fax detailed resume for a NO COST evaluation, 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, Hi 96814-4922 
14808) 597-1909 
;-CALU: (800) 423-3244 ext. 137. UK: 0800-960-413 
Fax: (310) 471-6456 E-Mail: admissions pwu.com 


http//www.pwu-hi.edu 


transcripts 


MAS you know 
experience ix 
Still the best 

teacher... But 
degrees open 
“doors.” 


THE NATO Ain COMMAND & 
CoNTROL System MANAGEMENT 
AGENCY (NACMA) 


The NATO Air Command & Control System 

Management Agency (NACMA) is primarily 

responsible for undertaking the central planning 

for and implementation of the NATO Air Command 

and Control System. The programme is intended to 

modernise NATO Europe's air defence capabilities 

by combining the planning, tasking and execution of tactical air defence, 
air offensive and air support operations. It involves the provision of software, 
hardware, civil works, and communications in both static and deployable 
Configurations. 


PROCUREMENT 
SPECIALIST 


Within the Office of the General Manager, the Procurement Specialist will 
execute tasks related to the development and implementation of Agency- 
wide procurement policies and procedures, the processing of relevant 
contract data, the formulation and negotiation of procurement strategies 
and international agreements and the liaison with Agencies providing 
Services in connection with procurement activities of the Agency. 

He or she is responsible for the negotiation, placement and administration of 
contracts for the procurement of goods and/or services within established 
policies and procedures. 


The candidate should have: 

+ a university degree or an equivalent combination of education and 
experience in economics, law or business administration. The 
candidate must also be familiar with the use of computer-based 
Support tools; 

+ good command of English or French (oral and written) and a sound 
working knowledge of the other language. Work in this post is mostly 
conducted in English; 

€ many years of experience in negotiation, award and administration of 
government contracts, sole source procurement and competitive 
bidding procedures in the procurement of major systems, preferably 
related to defence electronic equipments; 

+ a thorough understanding of competitive and sole source acquisition 
procedures of government contracts, negotiation skills, cost and price 
analysis techniques, contract law, accounting procedures, contract 
administration and industrial practices, Current knowledge of inter- 
national/NATO procurement policy and procedures would be desirable; 

+ a familiarity with industrial practices, contract law and accounting 
procedures in the acquisition process of major systems;. 


NACMA will offer: € a pleasant working atmosphere in an international 
environment; € excellent salary and additional allowances depending upon 
marital status; € good private health insurance scheme; € 30 days 
annual leave; @ a three year contract which may be renewed for a 
further period of three years. 


Candidates, who must be NATO nationals, are requested to forward 
their detailed Resume in English or French to Mr. C. Picot, Personnel 
Officer, NACMA, rue de Genève 8, B-1140 Bruxelles to arrive not later 

than 4th December 1998, quoting the reference no: OGM7-EXT. 
Please note that only qualified candidates will be contacted. 
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j 3 Ashoka: Innovators for the Public seeks 


ice President, Regional Director, 
and Senior Project Managers 


ka is a rapidly growing global not-for-profit organization 
omoting social entrepreneurship in thirty-four countries. We 
and support outstanding individuals worldwide with ideas 
farreáching social change and link them into a global 
Ork of social entrepreneurs. Ashoka Fellows are on the 
rontier of innovative sustainable development, human rights, 
environmental protection, education, and many other initiatives 
around the globe. 


| Ashoka's decentralized, yet integrated, management philosophy 
| is unique and allows a great deal of flexibility and room for 
| creativity and initiative. We value entrepreneurial drive, real- 
| world. resourcefulness and demonstrated professional 
| commitment to international issues and the public interest. 


We are currently seeking candidates for the following new senior 
management positions based in Washington, DC. 


Vice President of Institution Building/Development 
; Regional Director for Asia 
Regional Director for North America 
Senior Project Manager, All Children Learning 
nior Project Manager, Human/Environment Interface 


id CV and cover letter, specifying the position/s you are 
rested in, to Ashoka Attn: Search Committee, 1700 N. Moore 
Suite 1920, Arlington, VA 22209, Fax: (703) 527-8383. 


r more information and job descriptions, please see our 
ebsites at www.ashoka.org and www.changemakers.net. 


The University of Reading n 


TY WE THE BUSINESS SCHOOL 
Eat FOR FINANCIAL MARKETS 


Career Opportunities in Finance 


SMA Centre is part of the 5-rated Business and. Management RAE group within 
Department of Economics. The Centre has just moved into a £3 million purpose-built, 
igh-tech facility on the attractive Reading campus financed by the Zurich based 
national Securities Market Association (ISMA) — the trade association and market 
regulator for the international securities market. The Centre was founded in 1991 with 
al help from ISMA: <: UNE: 
vides sion of academic staff and research facilties and 
imber of new academic posts. These posts will be 


management, the economics of thé global securities industry and securities industry structure 
and strategy, The Centre also provides good research support in the farm of computing 
Ur faeilties market data, travel etc. for productive researchers. 
Salaries within the Centre reflect its position as, in effect, a specialist business school 
Within the University. 
~The Director would be pleased to have informal discussions with interested candidates prior 
tco the placement of the formal advertisement and to arrange a visit to the Centre; Please 
telephone Professor Brian Scott-Quinn on 08 931 8419 or email bsentt-quinn 
qpismacentre reading.ac.uk to discuss opportunities. Further information about the Centre 
«ois avallable on wwwásmacentre.reading.ac.uk 


The University of Reading, ISMA Centre 
Whiteknights, PO Box 242, Reading RGG 6BA, UK 
Tel: +44 (0)118 9316675 Fax: +44 (0) H8 9314741. 
email: admin@ismacentre.rdg.ac.uk web: www.ismacentrerdaacuk TE. 
“ESM A 


CISMA Centre: the Business School for Financial Markets is supported by the 
International Securities Market Association, the trade association and market 
feguiator for some 780 international banks active in the global securities market. 
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THE FLETCHER SCHOOL OF LAW AND DIPLOMACY. | 
TUFTS UNIVERSITY qs 


The Fletcher School, established in 1933 as the first 
graduate school of international affairs in the USA, seeks 
full-time tenure-track faculty beginning September 1999 as 
follows: 


Assistant/Associate Professor of 
INTERNATIONAL MARKETING 


The School offers a comprehensive program/curriculum in. . 
International Business, Finance and Economics. The faculty : 
member will teach graduate courses with an emphasis on 
International Marketing/Marketing Research and related 
fields. Applicants must possess a Ph.D. or equivalent, show 
evidence/promise of strong scholarship and teaching | 
excellence with graduate students and executives. Review |. 
of applications will begin January.4, 1999. Applicants = < 
should send a curriculum vitae; any supporting materials 
and the names of three referees to: 


Professor Laurent Jacque, Chair i 
International Marketing Search Committee 
The Fletcher School of Law and Diplomacy 
Tufts University 

Medford, MA 02155 


Assistant/Associate Professor of INTERNATIONAL LAW 


Candidates for this position should have expertise in. 
international organizations, in particular the United Nations 
system. Other areas of interest might include World 
Bank/IMF, the European Union and international 
organizations dealing with the environment or refugees. 
The ideal applicant should have teaching, research and 
professional experience. Review of applications will begin. 
January 4, 1999. Interested candidates should send a CV, : 
relevant publications and the names of three referees to: : 


Professor Alfred Rubin, Chair 

International Law Search Committee = 
The Fletcher School of Law and Diplomacy. 
Tufts University 

Medford, MA 02155 


Fletcher is an EO/AA employer, encouraging applications : | 
from women and members of minority groups. 





Visiting Faculty 


The Fletcher School is also seeking 2 Visiting Faculty 
for the 1999-00 academic year, one to teach 
International Finance and Banking, the other to teach 
International Environmental Policy. Candidates 
interested in these one-year appointments should 
forward a letter of interest, CV and the names of three 
referees to: 


Professor joel Trachtman, Academic Dean 
The Fletcher School of Law and Diplomacy 
Tufts University 

Medford, MA 02155 
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CENTRE FOR AID AND PUBLIC EXPENDITURE 
THREE PROFESSIONAL APPOINTMENTS 


ODI is Britain's leading independent think-tank engaged in research on 
international policy development. 


The creation of the Centre for Aid and Public Expenditure is a major new initiative, 
undertaken in collaboration with the Department for International Development. 
The Centre will carry out research, advisory and dissemination activities on public 
expenditure policy and the influence of aid donor practices on these. It is expected 
to commence work early in 1999, 


The Institute is looking to fll vacancies for three experienced specialists: 


(a) a budget and institutional reform specialist, 
(b) a social development advisor, and 
(c) aresearch manager. 


The United States Agency for International Development is seeking 
candidates fora Market Reform Advisor (GS-14) to be based in Yerevan, 
Armenia. Applicants must be U.S. citizens, have a law or other advanced 
degree i.a related. field, and have experience in one or more of the 
following areas: capital markets, accounting reform, land reform, 
tax/ fiscal reform, privatization, or the banking/ financial sector. 


Experience in the region, as well as language skills, is highly desirable. 
The Advisor will be responsible for designing and managing USAID 
funded technical assistance projects. 


This position will be contracted under a personal services contract for two 
years with-option to extend. Salary will be negotiated upon salary history 
not to exceed $80,151, with other benefits such as housing and 25% post 
differential provided. A security clearance will be required. Interested 


Further information is available from: 


Allen Brown, Secretary, Overseas Development Institute, Portland House, 
Stag Place, London SWILE SDP. Fax: 0171 393 1699. E-mail: recruit@odi.org ok 


Closing date for applications: 30 November 1998. 


Bangladesh 
Health and 
Population 
Programme 


Managers 


Post I: Government of Bangladesh Projects 
Principally responsible for tracking progress of 
DFID-B's Health and Population programme 
related to HPSP and SHAPLA. 


Post 2: You will be principally responsible for 

tracking progress of DFID-B's Health and 
-Population programme related to Egos and other 

Non-government agencies such as ICDDR,B. 


Closing date for receipt of completed 
applications is 4 December 1998. 


For further details and application form, please 
write to Appointments Officer, Ref No 
AH304/3B/AWITE, Abercrombie House, 
Eaglesham Road, East Kilbride, Glasgow G75 
BEA, stating Ref No AH304/3B/TE clearly on your 
envelope, or telephone 01355 843545, 


DFID is committed to a policy of equal 
opportunities and applications for this post are 
sought from both men and women. 


Department for 
International 
| Development 


applicants should send a complete curriculum vitae and a salary history 
be November 30, 1998 to USAID, ENI/PER Office, Room 2.06-032, Ronald 
Reagan Building, 1300 Pennsylvania Avenue N.W., Washington, DC, 
20523-2600, or fax (202) 216-3169, Attn: Willie Mae. 


LL NAS AL I A ETS 
-For both posts you will assist with operational issues to guide 
-~ project/programme managers to achieve Project Purpose. Specifically, 


through developing an understanding of Bangladesh's. broad health and 
population sector, you will provide DFID-B and the health team with 
analyses of the relevance of Government's present and future 
policies/strategies in the Health Sector. This will involve monitoring the 
progress of the portfolio of health and population projects under SHAPLA 
and its co-ordination with HPSP, making field visits and taking a strategic 
view of the efficiency and effectiveness of existing projects in meeting sector 
objectives and advising on ways of improving impact. 


Working with your opposite Programme Manager, you will:- promote within 
DFID-B an understanding of health and population sector issues as a whole; 
promote increased collaboration between the Government and NGO 
sectors; maintain up-to-date knowledge among both Programme Manager 
on common issues and themes. 


QUALIFICATIONS 


“For both posts you must possess a Masters degree in a health related subject 


coupled with at least 3 years' experience in managing a health or 
development project/programme. For the Programme Manager (Government 
of Bangladesh Projects) experience with planning/monitoring sector-wide 
programmes, in co-ordination with development partners is highly desirable. 
Excellent analytical repor writing skills are a pre-requisite for both positions 


às are Strong communication and interpersonal skills. The ability to work on 


your own initiative and as part of a team is essential as is the ability to travel 
extensively in Bangladesh. Developing country experience is also essential 
and a working knowledge of South Asia is preferred. 


Candidates should either be nationals of Member States of the European 
Economic Area (EEA) or Commonwealth citizens who have an established 
right of abode and the right to work in the United Kingdom. 

TERMS OF APPOINTMENT 

For both posts you will be'on contract to the British Government for 3 years 
in service to the Government of Bangladesh. Salary will be £30,000 ~:£35,000 
p.a. (UK taxable) for the Programme Manager. (Government of Bangladesh 
Projects) and £28,000-£33,000 for the Programme Manager. (NGO Projects). 
Additional benefits will normally include variable tax-free allowances, 
children’s education allowances, free accommodation and passages, 
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Salary up to £31,182 pa inc. 


The Department of international Relations at LSE 
proposes to appoint three lecturers in international 
Relations. The Department is a focal point for the study of 
International Relations, in the UK and internationally. 
Together with the Department of Government it obtained 


ee ae 5: | Management 
Candidates should have an excellent first degree, a | | ge >o g 
completed, or virtually completed, PhD, and published | |: UMS 
asa peters ae. apta lul priae Q if you are interested in learning about 
- internati 1 ; ; ! Y wz 

Relations (especially Foreign Policy Analysis, Historical AS international management but don't want to 
Sociology, International Political Economy, and B give up your job, have three years work 
mone aria men The and leidas A ; B experience and a second class honours degree 

e Department's empirical work, both teaching an ! . 
research (especially on the international relations of | | - - (0ra first degree and a GMAT of 550) contact us. 
Africa, or Asia, or Eastern Europe, or the role of uc pd ENQUIRIES: 
intemational business in the international system), would o Room 1 (98/EC/MBA), Senate House 


be an advantage. 
For further details please phone 0171 955 6183 or email Malet Street, London WCTE 7HU 


recruitment@ise.ac.uk with your postal address. Please || @) o Tel: +44171 862835978361 Fax: +44 171 636 5841 
quote reference number HO24. OCA aq B Fax number from 1 January 1999: +44 171 862 8358 


Closing date for applications: 7 December 1998. Nem gn enquiries@eisa.ton.ac.uk 


http:/Awww.lon.ac.uk/external 
The London School of Economics and Political Science is an educational charity à 
committed to equal opportunities and excellence in teaching and research 


The Bank for International Settlements 


an international organisation in Basle, Switzerland, established in 1930 to promote co-operation among central banks. 
is seeking 


, Successful candidates will join the research group of the Monetary and Economic Department and are expected to: 


engage in high-quality applied research on policy relevant issues in both industrial and emerging economies; make 
presentations in conferences, seminars and workshops; contribute to BIS publications. : 
assist in the organisation of meetings, including the drafting of background documents and reports, and be able to. || 
participate actively in such meetings. 

© keep abreast with developments in the academic literature and monitor current events in their fields of expertise. 


The positions require: 


PhD (or equivalent) in Economics or Finance from a university of international standing with emphasis i in one or 

;, more of the following areas; monetary economics, international finance, financial economics, economics of financial 
- institutions. 
Excellent training in statistical methods in Economics and Finance, and strong background in conducting empirical 
research. 
Excellent drafting skills in English and the ability to analyse To or technical issues for non-technical audiences. 

Working knowledge of another major world language would be a plus. 

Previous research experience in a central bank or other financial institution and a publication record could be an 

advantage. 


The Bank offers attractive conditions of employment in an international atmosphere and excellent welfare benefits. 
Information on the BIS, including research papers and other publications, is available on our web site 
littpz/ /www.bis.org. 


Candidates should send their application, detailed curriculum vitae together with references and writing samples, to 
Hans Weenink, Human Resources, Bank for International Settlements, 4002 Basle, Switzerland. Please note 
that it will not be possible to take into consideration applications received after 2nd December 1998. 
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Environmental consultancy 
opportunities — 
Cambridge and overseas 


We are one of the world’s: leading multi-disciplinary- 


engineering consultancies, with 4.300 staff world-wide. 

Our water engineering experience covers the whole water 
cycle — from water resources investigations to effluent 
disposal and po llution control — along with major solid waste 
and environmental management schémes. Our environmental 
expertise is equally comprehensive, encompassing the le 
range of services from initial planning to implementation, plus. 


institutional, economic, financial, social and management. 


advisory services. 
i As a winner of The Queen's Avg for Export Achieve- 
"ament. in 1996 and again in 1998, we're looking to continue 


our international expansion. We seek the following experts ==. 


‘ideally. independent consultants — to assist us in achieving 
this goal: 


- development economists and financial analysts with 

water sector experience 
“environmental economists 

* solid waste management specialists 

+ landfill specialists 

~ industrial HSE specialists 

- environmental auditing and management specialists 

- watershed management specialists 

water resources engineers and management experts 

+ water resources policy and legal experts 

: institutional development and capacity 
building specialists 


We are particularly interested in applicants with significant 
overseas experience and a working knowledge of Russian, 
Spanish or Portuguese. Candidates especially interested in 
either short or long tours overseas or in particular countries. 
should specify their preference. You should have good verbal 
and written communication skills, along with strong manage- 
ment and team-working abilities, 

We are also seeking education specialists in all disciplines. 


| Please write, enclosing your CV, to Peter Mason at: 


Demeter House 
Station Road 
Cambridge CBT 2R5 


v 01223 463500 
F 01223 461007 


E environment@mottmac.com 
w www.mottmac.com 


Mott MacDonald is an 
equal opportunities 
employer 


Mott 
MacDonald 


-1M 


BALLIOL COLLEGE 
OXFORD 
OX! 3BJ 


Adam Smith Junior Research 
Fellowship in Economics 


The College proposes to elect an Adam Smith Junior Research Fellow in 
Economics for three years from | October 1999. The Fellow elected will 
be a Junior Research Fellow of the College, as defined in the College 


i Statutes. He or she will be required to undertake research in economics. 


The stipend will be £12,241 in the first-year, with superannuation, free 
meals and rooms (or, in the case of a married Fellow, a housing 
allowance). 


' Other things being equal, preference will be given to (1) a graduate of the 


University. of Glasgow, (2) a graduate of any other Scottish University. 


Applications should be sent to the College Secretary, Balliol College, 
Oxford OX} 3B, from whom further details and an application form can 
be obtained, not later than Saturday 5 December 1998. 


Balliol is an equal opportunities employer anda charity which exists to promote 
excellence in education and research 


University of St.Gallen (HSG) 


Institute for Media and Communications Management 


The mem institute was founded earlier this year by the University of 
St.Gallen, one of Europe's leading management universities, in co-opera- 
tion with Bertelsmann and Siemens Nixdorf Foundations. It now seeks 
two motivated, talented and forward-looking individuals to expand its 
unique academic programmes in the emerging area of media and 
communications management, The ideal candidates will share a keen 
academic interest in the digital economy, strong communications and 
interpersonal skills and à readiness to work as part of an inter-disciplinary 
team of over thirty researchers working with an international palette of 
leading organisations in the field of media, information technology and 
telecoms. 


| Director, MBA Programme 


An entrepreneurial and innovative individual with strong management 
skills is sought to initiate and to build a new, internationally orientated 
MBA programme focused on the dynamic and fast-moving field of media 
and communications management. A first class academic track record, 
management experience and an understanding of emerging digital eco- 
nomy are required. The role can be combined with an habilitation project. 


Academic Director, Chair for Management of the Media Industries 

A high calibre academic with strong interest in convergence and the 
digital revolution is required to further the development of our fast-growing 
academic programmes in the field of media and communications mana- 
gement. A first class PhD in Management and experience of the media 
sector are required. The successfull candidate will be closely involved in 
the institute's research projects, and required to complete an habilitation. 
project. 


Please apply, by 30 November, enclosing full CV and all relevant docu- 
mentation to: 


institute for Media and 
Communications Management - 
University of St, Gallen HSG 
Müller-Friedberg-Strasse 8, : 

CH-9000 St. Gallen, Switzerland 

Tel: 441.:(0)71224 2770; Fax: + 224 20 
http/www.mcm.unisg.ch oo. 


-amcm institute 


Media Dapununicaliong anaqument. 
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The creme always rises to the top, 
‘So why shouldn't you? 


Looking for the way to achieve that higher level of income? If you're an 
| international senior executive, over 40, and currently earning +100K per 
: year, we can assist you iri attaining your goals. At Resume Broadcast 
nternational, our team will manage your career search with the expertise 
you have come to expect. Our commitment is not just 40 hours per week, 
but 24 hours a day,.365 days a year. Contact us at Tel: (909) 866-4213, 
(809).866-4244 or E-mail: 102224.3306@compuserve.com today 
nd watch the doors to opportunity open tomorrow. 

Resume Resume Broadcast Intemational 

PO BOX 2892, Big Bear Lake, California CA92315, USA. 

Tel: +1 (909) B66 4213, Fax: +1 (909) 866 4244 

Email: 1022243306 compuserve.com 


CONSULTANT WANTED 


. The Royal Civil Service Commission is pleased 

to invite applications for the post of a Chamber of 

_ Commerce and Industry Development Specialist 

_ Consultant (CCIDS) to work with the Bhutan Chamber 

of Commerce and Industry (BCCI) from January 1999 

fora period of four months. Deadline for application is 
December 30, 1998. 

. For TOR please write to the Secretary, Royal 

Service Commission, P.O. Box 163, Thimphu, 

hutan. Tel: 975-2-22491, 22956 Fax: 975-2-23086. 


UC THE WORLD HEALTH 
Uu. ORGANIZATION 
seeks a j 
PERSONNEL OFFICER 
(NEW DELHI - INDIA) 


| PROGRAMME OBJECTIVES: The Division of Personnel at Headquarters in Geneva as well 

] 88 the Personnel Units at the Regional Offices in Alexandria (Egypt), Brazzaville, Copenhagen, 

* Manila, New Delhi, Washington. D.C., the Onchocerciasis Control Programme in Ouagadougou. 

(Burkina Faso), OCP and the International Agency for Research on Cancer in Lyon (LARC), 

,| manage and develop the Organization's human resources in an optimal way in order to support 

|: the implementation of technical programmes, enhancing efficiency atid responsiveness to the 
needs of Member States. 


THE INCUMBENT WILL: Under the guidance and supervision of the Senior Personnel 
icer, take up assignments in: the following areas: recruitment of short-term and long-term 
reassignment, post classification, administration of contractual entitlements of staff, 
analytical support for cost of living surveys and other studies, briefing of staff and consultants on 
their conditions of employment, terminations, appeals, staff relations and coordination with the 
Nations and Specialized Agencies as well as the International Civil Service Commission. 


| QUALIFICATIONS: University degree, with appropriate postgraduate specialization in 

| personnel management, public or business administration, law or psychology. Knowledge of 

i| personnel administration theories and practices; very good ‘inter-personal and communication 

T. skills; ability to analyse and present information or draft material in a clear and logical manner. 

|J Computer literacy and knowledge of automated personne! systems would be an advantage. 

‘Considerable experience in wide-ranging duties in personnel management functions at the 

national level and three to five years’ experience of progressively more responsible assignments 

| in administration or personnel management with an international organization, or in a private 

enterprise at the intemational level, Excellent knowledge of English or French with a working 
knowledge of the other language. 


An attractive package of salary, international allowances and benefits is offered. 


Head, Professional Candidates (PRC/SEARO), World Health Organization 
20, avenue Appia - CH-1211 Genève 27 (WHO Facsimile No 791.41.77) 


WHO hus a smoke free environment e Applications from women are encouraged 
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T 
Make a Difference 


For more than three decades, World Wildlife Fund (WWE) has led international : 
efforts to save life on earth. Our work is driven by a passion for nature, grounded | 
in science, and shaped by an understanding that addressing human needs is critical | ^ 
to successful long-term conservation. $ 


WWF seeks a seasoned economist to play a lead role in WWF's ecoregion-based 
conservation, an approach to conserve biodiversity at large spatial scales. As a | 
Senior Program Officer, the Ecoregions Economist will work internationally onani 
interdisciplinary team to assess and identify economic options to promote | 
environmentally sound development. Candidates must have experience in’ 
analyzing economic issues at community, national and international levels, 
collaborating with natural and social scientific: communities and effectively 
communicating issues. M.S. in Economics with 10 years practical experience in 
applied economic development required, : 


AA/EOE Women and minorities are. encouraged to apply. Only applicants selected 
for an interview can be contacted. For immediate consideration, please forward: 


‘cover letter and resume by fax: (202) 293-9211, e-mail: HR@WWFUS.ORG, or by: 


mail: World Wildlife Fund, Human Resources Dept. 990215, 1250 24th Street. | 
NW, Washington, DC 20037. NO TELEPHONE INQUIRIES PLEASE. 
www.worldwildlife.org E 


NATIONAL UNIVERSITY OF SINGAPORE . : 
Department Of Economics 


Founded 1905 


Applications are invited for teaching appointments in the Department of 
Economics from candidates who possess a relevant PhD degree. Preference will be: 
given to those who are able to teach in one or more of the following areas: 


* Economies of ASEAN * Health Economics * Technology & Economies 
+ Economies of East Asia — * Industrial Organisation + Transport Economics 
* Economie Theory (Macro + International Trade & — * Urban Economica 

or Micro) Finance * Business Management & 
* Economies of Financial & | * Labour Economics Marketing 

Capital Markets * Money & Banking * Financial & Managerial 
* Economics of Information _ Accounting 


The Department of Economics is a department in the Faculty of Arts & Social 
Sciences and the Faculty of Science. First established in 1934, the Department 
conducts courses in Economies leading to the award of BA, BSc, BSoc Sci degrees 
and the Master's and PhD degrees by coursework and research. In addition, 
courses in Economics are conducted for students in Computer Science; 
Engineering and Law. ; 


The Department has an established reputation as one of the largeat (with 
established academic posts of 75) and leading departmenta of economics in the - 
Asia-Pacific region. Its staff members are internationally known for their | 
contributions to the theory and practice of Economic Development, in particular on- 
Southeast Asian economies and the Asian NIEs, International Economica, 
Finance, and Econometrics, among other specialised areas. Besides teaching, staff 
members are also expected to publish internationally. The faculty includes persons 
of diverse interests and experiences. Recognition of the contributions by the T 
faculty has taken the form of editorships, selection to membership of scholarly 
societies, invitations to scholarly conferences, consultancies with international: 
organisations, and with the governments of Singapore and ASEAN. The medium 
of instruction is English. 

Please send your applications to: 

Assoc Prof Chng Meng Kng, Head, Department of Economics 


National University of Singapore, 10 Kent Ridge Crescent, Singapore 119260 
Fax: (65) 775 2646, Email: ecsrec@nus.edu.sg 


Visit our website at httpy/www.nus.sg/NUSinfo/Appoint/arte-econs,htm for terms 
and conditions and application form. 


Only shortlisted candidates will be notified. 





SWITZERLAND 
THE BANK FOR INTERNATIONAL 
SETTLEMENTS 
an international organisation in Basle, established in 1930 
to promote central bank cooperation and provide additional 
facilities for international financial operations, has a. 
Shiai in its Monetary and iin aor fora 


The successful candidate will: 

* join a multinational team managing the macro- 
economic time series data base for the BIS and central 
banks, 

è specify and apply statistical quality control techniques, 

* be in regular contact with current and new users and 
suppliers, 

* enhance the statistical documentation in the database. 

Requirements: 

euniversity degree with a major in economics or 
statistics, 

e experience with 
statistics, 

* good knowledge of statistical sources and methods, 
experience with software products (MS Office, time- 
series analysis packages, FAME), 

e strong team spirit, diligence and perseverance, ability to 
work under pressure, good communication skills. 

In addition to fluent spoken and written English, a good 

command of French, German, ltalian or Spanish is 

essential. 

The BIS offers attractive conditions of employment in an 

international atmosphere. 


international macro-economic 


Applications should be sent, together with references, to . 


Human Resources, Bank for International 
Settlements, CH-4002 Basle, Switzerland, quoting the 
reference number 98497. 


Rio Tinto's global iron ore business. 
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"UNITED NATIONS 


NATIONS UNIES 


ECONOMIC AND SOCIAL COMMISSION FOR ASIA AND THE 


PACIFIC (ESCAP) 
SHORT-TERM CONSULTANTS 


For the project on “Advisory Assistance to Industry for Export 
Promotión" being implemented by the United Nations Economic and 
Social. Commission for Asia and the Pacific (ESCAP), we wish to 
prepare a roster of reputed professionals. with proven expertise in 
Marketing, Quality Management and Finance, to undertake 
consultancy assignments. 


Job description 


. 


Missions to Viet Nam, Lao People’s Democratic Republic and 
Cambodia to train and advise small and medium entrepreneurs and 
local export promotion organizations in export related marketing, 
finance or quality management issues; 

To organize and hold seminars in export marketing, finance or 
quality management; 

To assign, train and supervise local consultants in the programme 
countries; 

To liaise with cooperating partners and related projects within the 
programme countries; 
To prepare technical modules, handbooks and guidelines. 


Qualifications 


An advanced university degree in a relevant field and at least five 
years of relevant working experience, preferably within South East 


Asia; 


Ability to work independently; 

Managerial experience; 

Experience in organizing and holding seminars and workshops; 
Good. command of English and excellent drafting skills. 
Knowledge of the languages of the programme countries is an 
advantage. 


Honorarium will be commensurate with qualifications and experience. 


Please send your resume to: Personnel Services Section, ESCAP, The 


United Nations Building, Rajdamnem Avenue, Bangkok 10200, Thailand. 


Business Analyst 


Hamersley Iron Pty Ltd, based in Perth Western Australia is a major organisation within the Rio Tinto Group, the largest Mining Group 


| Fax No.:(66 2) 288-1045, E-mail: escap/personnel_services@un.org. 


in the world. With revenues of over US$1 billion, Hamersiey is one of the largest iron ore exporters in the world and the vehicle for 


We are looking for an analyst of outstanding ability, to join the Business Analysis team at Hamersley's Head Office in Perth. 

Your work will be wide-ranging covering areas such as strategic business planning, market and competitor analysis, macro-economic 
forecasting, capital project review and the identification of acquisition opportunities world-wide. You. will be working in a high profile rote 
with the opportunity to contribute to top management decisioni making 

The ideal candidate will have a good undergraduate degree in the technical or financial area and be in possession of, or be studying 
towards, an MBA from.a leading business school. We are seeking wall developed analytical skills, commercial insight,a ‘persuasive 
personality and a strong work ethic. Several years’ experience ina commercial environment working in cross functional teams is desirable, 

To apply for this position, please send a full CV to: Ms Adele Bonadeo, Selection and Placement Advisor: Hamersiey fron Phy Ltd; 

GPO Box A 42 Perth, WA 6837, Australia. Closing date: 30th November 1998. 
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COURSES 





Prepared for the global 
business game? 


The game takes skill. Fordham's Transnational MBA (TMBA) prepares 
you for career success in any global business environment. Get a 
high-quality degree in two vears without leaving vour job. At Fordham 
we will help you run around your competition. To learn more, call 
(212) 636-6167. Class size is limited. 


P= FORDHAM 


GRADUATE SCHOOL OF BUSINESS 


http:/Avww.bnet.fordham.edu — tmba@embanet.com 








REAL 
FACULTY 


WORLD 


REAL WORLD 


EXPERIENCE 


NO rid S 
Q e 
ep: 
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REAI 
SOLUTIONS 


WORLD 


Toll-free within U.S 
(800) 311-6364 





Outside U.S 











Fax: (814) 865-3372 


E-Mail: psep@ psu.edu 


Web Site: http://www 


smeal.psu.edu/psep 


ECON 
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2 Biman BANGLADESH AIRLINES 





Request for Expressions of Interest 
Consultant Services for Privatizing 
Biman Bangladesh Airlines 










The Government of the Peoples Republic of 
Bangladesh has applied for a Credit from the 
International Development Association, and intends to 
apply part of the proceeds of this Credit to payments 
under the contract for consultant (firm) services for 
privatizing Biman Bangladesh Airlines. 








The services, to be provided by a Financial Advisory 
Group (which may consist of one consulting firm or 
joint venture of consultants), include (i) legal, financial 
and operational restructuring of the carrier necessary 
for privatization, (ii) initial inclusion of a strategic 
partner (an airline of repute) through equity ownership 
participation and (iii) subsequent divestiture of 
remaining shares through the capital markets (and/or 
private placement). 










Biman Bangladesh Airlines now invites eligible firms 
for expressions of interest in providing the services. 
Interested firms must provide information indicating 
that they are qualified to perform all of these services 
and have relevant international experience, that is 
privatization in general and more specifically airline 
privatization (brochures, description of similar 
assignments, experience in similar conditions, and 
availability of appropriate skills among staff, etc.). 
Firms may associate to enhance their qualifications. 












The firm will be selected in accordance with the 
procedures set out by the World Banks Guidelines: 
Selection and Employment of Consultants by World 
Bank Borrowers January 1997, revised September 
1997. 








Interested firms may obtain further information at the 
address below from 0900 hrs to 1700 hrs, Bangladesh 
Standard Time (BST), Sunday through Thursday of the 
week. 








Expressions of interest must be delivered to the address 
below by 1700 hrs BST, of November 22, 1998. 










General Manager, Corporate Affairs 
Head Office, Balaka, Kurmitola,Dhaka 1229, 
Bangladesh 
Telephone: (8802) 897386, 897400. 
Facsimile: (8802) 897471. 
E-mail: mdbiman@bdonline.com 
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REPUBLICA DE VENEZUELA _ 
SUPREME COURT OF JUSTICE 
Modernization Project 






INVITATION TO SUBMIT EXPRESSIONS OF INTEREST 


. The Supreme Court of Justice has been granted a loan by the International Bank of 
Reconstruction and Development to cover the costs of the Supreme Court of Justice 
Modernization, Project. The general goal of the Project is the institutional 
strengthening of the Supreme Court of Justice, to achieve better quality and 
efficiency in the task of imparting justice. 


. Part of the resources obtained from this loan will be used to contract the following 
services: Digitalization of the Decisions produced by the Supreme Court of Justice, 
Software for a Case Management System and Software for a Management 
Information System. 









t2 


; Each of the required services have the following general conditions: 


3.1 Digitalization of the Decisions produced by the Supreme Court: Includes the 
layout of sentences of each of the chambers of the Supreme Court of Justice 
into an electronic media. Sentences should be available with the use of a 
software already in use at the Supreme Court of Justice, which holds top market 
standards. 


Case Management System: Includes the design and implementation of a 
software to manage case filing and processing in each of the chambers of the 
Supreme Court of Justice. The software should be adapted to the specific legal 
conditions and procedures for each chamber of the Supreme Court of Justice. 












3.2 


3,33 Management Information Systems: Includes the design and implementation of 
a software to improve. the efficiency of internal administrative procedures, 
allowing permanent control and evaluation of the performance of each 
administrative office. The software to be procured should satisfy the regulations 
of the Venezuelan public sector, and include the following administrative 
applications: a) Human Resources Management, b) Finance (in relation to 
budgeting and accounting) and c) Procurement Control. 


. Firms with relevant experience are invited to submit their expression of interest to 
be included in the different selection processes. The interested firms may submit 
their manifestations of interest for one or several of the contracts above mentioned, 
indicating for which of the contract(s) it is made. 


. Interested firms are required to submit information regarding their qualification to 
provide the services required, including the internal organization of the enterprise or 
institution, experience in similar jobs, and curriculum vitae of the staff that will be 
responsible of accomplishing the project (including their level of fluency in Spanish), 


. The firms will be sélected according to the Guidelines of Selection and Employment 
of Consultants issued by the World Bank on January of 1997. The Supreme Court of 
Justice will evaluate and prepare a short list of the interested enterprises for each one 
of the contracts mentioned above, and will invite them to submit their proposals. 
The invitations. will include the Terms of Reference, the contractual conditions and a 
draft of the contract. An expression of interest does not bind the Supreme Court of 
Justice to include a firm in the short list. 


. Expressions of interest should be submitted no later than November 30, 1998, to the 
following address: Econ. Candido Pérez Contreras, General Director of 
Administration and Services, Supreme Court of Justice Headquarters, Prolongación 
de la Av. Baralt, Foro Libertador, Esquina de Dos Pilitas, Caracas 1010, Venezuela, 
Telephone (582) 801-9520, (582) 801-9178. Fax (582) 564-8596; e-mail: 
gsjadm@ecsi. gov.ve, or web page: www.csj.gov.ve 


Cecilia Sosa Gómez 
President of the Supreme Court of Justice 


BUSINESS 


BUSINESS 
OPPORTUNITIES 














OFFSHORE COMPANIES § 


FOR SALE 


PRIVATE OF FSHORE 
INVESTMENT BANK 


with well established 
international correspondent 
banking network, offshore 
brokerage trading accounts and 
S.W.LF.T. membership. 
Shareholders will sell all or 
management control if 
potential partners are strong 
banking group. 
INQUIRIES TO BE SENT TO 
E-MAIL ADDRESS: mblitd@msn.com 


* Ready made companies 
* Full corporate administration 
* Trade services (UC, shipping) 
* Banking/Accounting services 
* China business developrnent services 
Contact Stella Ho for immediate -> 
services & company brochure 


NACS LTD 


Room 1108, Albion Plaza 
2-6 Granville Road, T.S.T., 
Kowloon, Hong Kong 
E-mailnacsQhk super.net 
Tel: (852) 2724 1223 
Fax: (852) 2722 4373 
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- The St Andrews Prize 
Submissions for this international 
environmental prize are now 

invited. Entries. of no more than 

3,000 words on the subject of the 

urban environment are required by 


| the closing date of 31 January 
1999. 














The winner of the 1999 Prize will ST ANDRE 


receive a medal and a cash prize 









or by contacting: 

The winner will be invited b St Salvator’s 
Sir Crispin Tickell, Chairman of the Une a > Andrews 
Trustees, to participate in the KY16 9AL 
St Andrews Environmental Seminar 
on 20 & 21 May 1999. Scotland 

Tel: + 44 (0)1334 462161 
Details available from the Prize Website Fax: +44 (0)1334 462030 






http:/ /www.st-andrews.ac.uk/prize e-mail: prize@st-andrews.ac.uk 







































CONFERENCE 


A One-Day 
Conference on: 


December 4, 1998 


New York University Stern School of Business 
Sponsored by the New York University Salomon Center 


On the eve of the lock-in of exchange rates 
among the currencies comprising the Euro-zone, on 
January 1, 1999, the New York University Salomon 
Center is holding a one-day conference on the 
impact of this major development in the global 
financial system on European and world capital 
markets. The conference is based on original 
research supported by the European Capital Markets 
institute and conducted under the auspices of the 
International Financial Services Centre at INSEAD in 
Fontainebleau, France. The objective is fto provide 
new insights into the oncoming implications of the 
euro on the primary and secondary markets for 
fixed-income securities, equities, mergers and 
acquisitions and corporate governance, asset 
management, and the strategies and performance 
of firms competing in. the financial services industry, 
Equally important, it will consider the implications of 
the euro for major end-users of the financial markets, 
notably. nonfinancial corporations and institutional 
investors, The conference will incorporate a focus on 
the impact of the euro on U.S. financial markets, the 
tole of the dollar, and American financial and 
business interests in Europe. 


Speakers include: Paul A. Volcker, former 
chairman, Federal Reserve Board and NYU; Jean 
Dermine, INSEAD; Bruno Gérard, University of 
Southern California; Karel -Lannoo, Center for 
European Policy Studies, Brussels; Lars Nielsen, INSEAD 
and: Morgan Stanley: Dean. Witter & 
Co.; Pedro Santa, Clara; UCLA; Alfred Steinherr, 
European Investment Bank, Luxembourg; Ingo. Walter 
and Roy Smith, NYU 


Nvue a 
STERN 


For information contact Mary Jaffier at 
tho New York University Salomon Center 
Tel. 212-998-0700 Fax 212-995-4220 
email: miattier@stem.nyu.edu 
hip;//www.stem.nyu.edu/salomon 
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NTERNATIONAL PROPERTY 


mr 


X Readers are recommended 
‘© SERVICED APARTMENTS | |to make appropriate enquiries and take 
REE COLOUR GUIDE appropriate advice before sending money, 
incurring any expense or entering into a 

binding commitment in relation to an 

advertisement, The Economist Newspaper 

"(The Apartment Service Limited shall not be liable to any person for 
Tek 644 (0) 181-944 1444 loss or damage incurred or suffered as a 

: Fax: 4-44 (0) 181-944 6744 result of his / her accepting or offering to 
Internet: hfip/www.apartmentco.uk accept an invitation contained in any 

. E-mail: sales@apartment.co.uk advertisement published in the Economist. 





FELLOWSHIP 


HARRIS MANCHESTER COLLEGE 
OXFORD 


Tutorial Fellowship in 
Economics and Management 


Applications are invited for a suitably qualified person to provide core 
undergraduate teaching in economics and to contribute towards 
undergraduate teaching in-business studies, as well as to take overall 
; responsibility for the Collega's students in these two areas, The person will 
aiso be responsible for the College's MBA students, This full-time post, 
“which is for five years in the first instance, carries with ita College Fellowship 
and the successful candidate will be proposed for membership of either or 
both the faculties of economics and management. Duties include 12 hour's 
tutorial teaching per week, pursuit of original research, and partícipation in 
the administrative work of the College. The stipend offered will be in the 
range £22,744 (at age 26) to £36,382. 


Harris. Manchester College accepts only mature students to read for first and 
: higher degrees in the University of Oxford, 


Further details are avallable from the Academic Administrator, 
Harris Manchester College, Oxford OX1 3TD. (Tel. 01865 271009, 
e-mail judith.nisbetéhmc.ox.ac.uk). Applications (six copies) should 
include a CV and should be sent to the Principal at the above address by 
27 November 1998. Applicants should ask two referees to send their 
references directly to the Principal by the closing date. 


The College is an Equal Opportunities Employer. 
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Let our exclusive group of former Visa Officers, with over 35 years 


experience, provide expert assistance and guidance to your)” 


immigration process. Applications professionally and confidentially 
prepared. Our money-back guarantee is your assurance of success. 
Best Government owned and administered Investor Funds available: 
Specialists for skilled workers, businessmen and investors. 
OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET:- www.our-website.com E-MAIL-passport@intoserve.net 


ad without obligation. 


Firm welcomes collab ons with qualified ag 


he Original 


kallback’ 


Lowest International Rates 


Call to the U.S. from: 


Hong Kong....35¢ Germany......25¢ 
Spain.............45€ Italy..............34€. 
Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........27¢ 


Instant Activation 

Fiber-Optic Networks | No Minimum . 
Itemized 6-Second Billing 
Ideal for Home, Office, 


Hotels and Mobile Phones 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info@kallback.com 












2nd PASSPORTS 
OFFSHORE COMPANIES 


Maritime International Ltd. 


Bay View Place, Crosbies 


visa; and oi 
visa processir 
you, phone us ar 001 954-4244 ‘6071 
Managsinent Consulting USA Inc. 
1802 N. University Drive, 
Suite 100A, 
Ft. Lauderdale, Fl. 33322. 









US Immigration, A 

For free ki contac 

$t. John’s, Antigua, West indies rim S m 

BUSINES sont TIONS (NC. Tex GS 780238 

Tel: 41(268)461-2024 Fax: +1(268)462-2718 

Email: maritime@candw.ag 
http//www.milonline.com 

"A decade of confidential service" 


























IMMIGRATION TO CANADA 


CHAIT AMYOT 
Barristors & ors (Founded 1928) 
Reputable Canadian y ides assesament of your 
chances of success, ASED ON RESULT 
Fees are payable only if i an a int anigrant Vise is actually 








issued and not otherwise. For an ASSESSMENT, 
forwerd your resume to. 


CHAIT AMYOT immi 























A TU & BERWICK BINGE N 
AUN 


Serviced Apartments offering Best Value for Money. 
Unbeatable location i^ South Kensington, 
2 person apartment from £70 per night 








Kensington Park f 






4 person apartment trom ens për night IMMIGRATION TO CANADA. Apartments 
| ge CBS Canadian Immigration Lawyer will Luxury Serviced ants 
i Cen Fw ' prepare Visa application and conduct job Hoe Hai sp 
Tourist Board Commended search for prospective immigrants. Very Select from studies, one/two bedroom 


reasonable fees. Leonard Simcoe, Ref. 
E, 1255 Laird Blvd., #208, Mt, Royal, 


GARDEN APARTMENTS 


ASHBURN 
US Ashburn Gardens, London SW? 4DG. U. stylish italian furniture, at competitive rates. 


Tek «44.171 3702663 Quebec, Canada H3P 2TI. Fax (514) Limousine service available. | 
6 A HM (TL 970 OS N S | | 7390795. Email: LSimcoe@esi.com | 58 Keen an, ton ee | 
: R D http://users.ycs.net:85/simcoe l Nor ion au ns ) 


Visit our web site: 
www.kenpark.dircon.co.uk 





AUTHORS © 
Let Us Publish Your Book. 


Most subjects considered including 
Religion, Biography, Children’s Stories, 
Poems, Corporate Histories, Fiction and 

First Books. 


INCORPORATE IN USA 
BY FAX OR PHONE 



















» Corporations and LLCs AVON BOOKS (EO), 

« Free name reservation “Delaware $199.0 | doa’ Bataan park Road, 

e Personal assets shielded Wyoming $285.00 | London SWIT RUK, a 
* Confidential and cost effective Nevada $380.00 | 

e Full registered agent services — Utah — — $270.00 TRAVELLING 
FAX: 302-421-5753 TEL: 302-421-5750 TO NEW YORK? 


E Mail: corp&dca.net 
Web dud WWW. incusa. com 


2n € Ltd. 


Bed & Breakfast Service 
offers 200+ apartments, all 


in fashionable areas. 
Rates $90-300 p/n. 


Corporate Specialists 


Bed of Roses V., 
Inc. 800 5th Ave. NYC 10021 
Tel: (212) 421-7604. 
Fax: (212) 935-0617. 





Save 30-70% on International Calls 
“Justice rated #1 in Callback 


4997 litternotionol Telecommuntcations Association. 


* Business, residential, and 
cellular savings. 






* Earn Free air travel with 
WorldMiles program. 


Forbidden Offshore 


SECRETS 


» that your government hopes you 
don’t discover. Second passports... 
secret banking...asset havens... 
forbidden investments... offshore 
retirement and more. Mention code 


* join the prestigious 
Ni Agent. Program: 


ASTE- 





ECE3 to receive 5 FREE reports, 
ScoPE INTERNATIONAL 
230 Peppard Road. 


Reading RG4 BUA England, UK 
Tel: (44) 1189-463419 
Fax: (44) 1189-483450 
Email: scopemail@compuserve.com 


looking for. 


S. Agent inquities welcome. 
10-526-2100 fax 
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| apartments all with fully equipped kitchens and 


[| FAK: ++ 44 (971) 795 6215 EMAIL; kenparküdircon.coak. | 






































"FINANCING WORLDWIDE from $10 

mill to-$5 bill 7525 AMC 215-343- 
9180, Fax 215-343-5969 3146 Bristol 
Rd. Wartington, PA 18976 USA 





GOV'T FORECLOSED homes from 
pennies on $1. 
Repo's, REO's. Your Area. Toll Free 
(1) 800-218-9000 Ext. 
current listings. 


Delinquent Tax, 


H-4265 for 





2ND PASSPORTS / Driver's Licences 
I Degrees./ Camouflage Passports / 13 
Countries / Secret Bank A/Cs / Awards. 
GMC, Fax *3120-5241407; E-Mail: 
100413.3245(pcompuserve.com; 
http:/Awww.global-money.com 





NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED: 
Fiction, non fiction, Biography, Religious, 
Poetry, Childrens, 
AUTHORS WORLD-WIDE INVITED. 
WRITE OR SEND YOUR MANUSCRIPT TO:- 


MINERVA PRESS 
2 OLD BROMPTON RD. LONDON SWT 30Q] 










LONDON SUITES 
LUXURY SERVICED APARTMENTS NEAR HARRODS 


CHOOSE FROM A SELECTION OF BEAUTIFULLY 
APPOINTED STUDIO AND ONE BEDROOM 
APARTMENTS IN KNIGHTSBRIDGE 
AU. FULLY EQUIPPED WITH MODERN FACILITIES 


12 OVINGTON 
NEC 
E-Mail: LSuites@aol,com "- 
Web Site: MIU /members.aol, .aol.com/LSuites 


COMING TO LONDON? 


THEN WHY NOT STAY AT ENDSLEIGH COURT 
i 3 BE E OF A FRIENDLY 
URTEOUS WELCOME 


Ho 





TH WELL EQUIPE D KITCHEN 
AND BATHROOM 
OCTOBER 1998 - MARCH 1999 FROM *£336 PER WEEK 
APRIL, 1999 . SEPTEMBER 1999 FROM “£408 PER WEEK. 
ALIMITED NUMBER OF ONE AND TWO 
BEDROOM APARTMENTS ARE AVAILABLE 


FOR FURTHER Di ree 5 ur TACT. 
ENDS 


URN. PLACE 
WCTH OWA 
011 44 171 878 0050 
44 171 380 0280 


ALL MAJOR CREDIT CARDS ACCEPTED 


* THIS PRICE INCLUDES A SEPARATE 
CHARGE FOR PROVISION OF FURNISHINGS 








FINANCIAL ADVISORS 
SAVE CLIENTS UP TO 
50% ON BANK LOANS! 
wiCOLLATERAL LOANS 
PAY INTEREST ONLY. 
ENROLL IN OUR 
TRAINING PROGRAM. 


ERIC A. KLEIN, ATTY. 


INTERNATIONAL DEVELOPING 
ENTERPRISES AGENCY (IDEA) 


PHONE: (212) 751-0800 
FAX: (212) 688-4442 (24 HRS) 
e-mail:panglobGaol.com 
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DELAWARE (USA) 
Soret 


: 30/7980: Car Spin 


BELIZE 
| CITIZENSHIP & PASSPORT 


|' Confidential Service Direct From Belize 
FULLY LEGAL PROGRAMME 
Generous Visa Free Travel 


From US$45,000. inclusive 


Belize Passport Consultants Ltd. 


944 Orchid Garden, P.O. Box 165 
Belmopan, BELIZE 
Tel: + 501 8 22759 
Fax: + 5018 23785 
Government License 981001 
http://www. visafree.com 


‘OFFSHORE 
COMPANIES 


COST EFFECTIVE 
| & MANAGEMENT SERVICES 
; PILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


OTHER JURISDICTIONS AVAILABLE 


PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
LG REDIT CARDS ACCEPTED 
FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13WIMPOLE STREET 
LONDON WM TAB 


TEL: 0171 436 8100 
FAX: 0171.436 8188 


NOW only 


:39" 


Shirts made the t traditional way | 
Old-fashioned generous cut, single needle 
stitching throughout, 100% 2-ply white 
or blue cotton oxford, distinctive 3 I6" 
full roll collar, long sleeves and tail. 
impeccable after 100+ launderings! 


| Add $5 shpe offer lim mied ta dat time Pacyers only 


‘tally broadclorhs 


Mercer Sons Bx E01 Adamsville Ri 0280) | 


OFFSHORE 
TAX-FREE 


companies world-wide 


formation and administration 
of companies opening af bank aco 
tehfax/mail forwarding ser 


LAYECO-GROUP Head Office 
Clos de Saignie, Sa 
United ics apnea 
Raymond Terry Gibso 


Hungary LAW ECO Kii Main Customer Servive 
33a Raday str, Budapest, Hungary 1092 
Contact languages. English, French, 
En. roc ie 


Ronana- LAW ECO Romania s.r. UE 
BLY, KOGAL NICE AME NR, 60 


du acer and Import Bank Cop. 
t languages: English. Russian 





OFFSHORE COMPANIES 
TAX PLANNING & TRUSTS 


, Since 1977, The ICSL Group has specialised 
;.inadvising on the use of offshore companies 
and trusts to achieve personal and corporate 


aX Savings. 


INTERNATIONAL TAX PLANNING 
We can provide innovative solutions to your 
complex tax problems. We can assist you in 
setting up and managing a structure to help 


you achieve substantial tax savings, 


For more information, to receive our FREE 
explanatory booklet on offshore and 
ning and trusts or to 


international tax planr 


arrange a discussion free of obligation or 


charge, please contact: 


The International Company Services 


Limited Group 


The Offshore Professionals 
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HONG KONG ~ Simon Hanley 
Tel: +852 2542 1177 
Fax: +852 2545 0550 
Email: hkGTCSL. com 


ISLE GF MAN — Diane Dentith 
Tek: +44 1624 BOLSOL 
Fax: +44 1624 801800 
Email: iomGtCSL.com 


LONDON ~- Peyman Zia 
Tot: +44 171 493 4244 
Fax: +44 171 491 0605 

Email: ukGICSL.com 


CARIBBEAN -- Paul Winder 
Tel: +1 649 948 2828 
Fax: +1 649 946 2825 

Email: tclG@iCSL.cam 
USA -- Jerry Bakerjian 
Tek 41 954 943 1498 
Fax: $1954 943 1499 
Email: usaG ICSL.com 


Web Site - httpz;www.ICSL com 


E 


WORLD WIDE 


a meme of the Estare and 
up estebishusd sn 1808 


OFFSHORE 
SOLUTIONS 
FROM THE 
WORLDS No 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciplined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and 
bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using afl of the 
major low tax areas. 





Companies available 
from US$350 


LUXEMBOURG SINGAPORE 
Eveline Karts Diana Bean 

Yel. +352 224 286 Tet. +88 $35 3302. 
Fax, «352 224 287 Fax, «55 525 3901 
FINLAND HONG KONG 
Jenny Kompulainen Raymond Choi 

Tet +358 9 6969 2569 MBA MUA [Dip] 

Fax +398 9 6969 2565 Tel +882 25220172 
HUNGARY Fax «852 25211190 
Laszlo Kiss BSc (Econ) SHANGHAI 

Bart Dekker uM 

Tel +86 21 62468 4355 
Fax «BG 21 8248 1421 
USA 

Kevin Mirecki 

4 864 3344 
a 854 6067 


Chris Vassiliades 
Attorney-at-Low 

Tek 4387 2 423201 Te 
Fax #357 2 463463 Fi 


For immediate service and 


our 110 page colour 
brochure contact: 


ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
iste of Man, Great Britain, IM99 4EE 
E-mail: economist@ocra.com 

TEL: +44 1624 815544 
FAX: +44 1624 817080 
LONDON - RICHARD COOK, asc 
Tel +44 171 355 1096 Fax +44 171 493. 4073 
1509002 CERTIFICATED 


Offshore Information on 
Www,ocra.com 


A OFFSHOREN 
COMPANIES 


BY LAWYERS 


HRS E PU GC GT AE SEALS OH PSEA EN EORR 
SCF is one of the world's largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs wil 
be dealt with in an atmosphere of 
utmost privacy and confidentiality. 


[WORLDWIDE OFFICES CAN 


"4c PROVIDE: KY 


. COPYRIGHT & PATENT REGISTRATION 
@ ASSET PROTECTION TRUSTS 

@ VESSEL/YACHT REGISTRATION Do 
@ FISCAL MIGRATION/2ND CITIZENSHIP: M. 


LOWEST 1" YEAR 
& ANNUAL FEES 
GUARANTEED 


For confidertial& friendly advice please contact 1 
LONDON OFFICE 

90-100 SYDNEY ST, 
is rg LONDON, 
TEL: + Die 2274 
FAX: + 171-873 9688 of 

E-mail: offshore@scfgroup.com. 

FREEPHONE: 0800 262 856 
www.scfgroup.com 


DUBLIN OFFICE 
27-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@sctgroup iol.ie 


Athens, Budapest, Lishon, Monaco, Moscow; 
Nicosia & Sofia 


For a free colour brochure on 
how you can save taxes please 
complete this coupon below: 


Name — 
Address — — 
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| OUTPUT, DEMAND AND JOBS 


| America's GDP grew by 0:8% in the third quarter, à 
from a disappointing second quarter. But its annual rate of growth slowed to 3.4%, down: 
from 3.6%. Dutch Gp» growth was revised up from 3.4% to 3.8% in the year to the second 

| quarter. France's jobless rate edged down to 11.7% in September, as did Denmark's, to 6.2%. 

i 

| 








rev 








% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts . production - (volume) rate 
1 year 1999 3mths! 1 year 




















Switzerland +13 


















PRICES AND WAGES Consumer-price inflation in the 
| September. Swiss consumer prices were unchanged in the year to October; Japan's fell 0.2% 
in the year to September. Australians’ wages rose 3.3% in the year to the third quarter, a real 
increase of 2.0%. Italians’ pay increased by 2.8% in the year to September, a real rise of 1.0%. 






















% change at annual rate The Economist poll 
Consumer prices* consumer prices forecast — Producer prices" . Wages/earnings — 
NE 3mths! 1year — — 1998 3mths! 1year 
Australia —— —  * 10  « 13 Q3. 
Austria 204 +09 à 












+09 4240 




































* 05 997 








weighted average of countries listed. above 


ival.| 





1990::100 % change on 
Oct 27th Nov 3rd* one one | 
ccs ON year 
Dollar index i 
| Allitems 864 880 + 30 ~ 169 








| up a quiet coffee market. Prices in New | 
i York soared 8% on November 3rd, and | 


| ports only 15% of the world’s coffee, it pro- 


| prized by roasters. Coffee stocks in New | 
| York are currently low. There are fears that. 


| Industrials 
























me COMMODITY PRICEINDEX | 
MN Hurricane Mitch, which has 
devastated Central America, has stirred 








22% on the week, reaching their highest | 
since late May. Although the region ex- 


duces the high-quality “mild” arabica type | 





infrastructure damage will delay ship- | 
ments as winter approaches and con- | 
sumption increases. Brazil's coffee grow- | 
ers hope to cash in on any shortage, but | 
low quality may deter roasters. Brazil has a 
bumper crop to sell and is exceeding the 
export quota set by the producers' cartel. 











s 


Sterling index 
All items 










Industrials 


SDR index 
All items 





293,15 288.65 - 26 ~ 


Crude oil North Sea Brent 








M FORECASTS Every month The Econo- 
mist polls a group of forecasters and calcu- 
lates the average of their predictions of 






% of GDP 








1999 





economic growth, inflation and current- 
account balances for 15 countries. The ta- 





9) -50t47] 








22,3 ET). 





ble also shows the range of forecasts for 


45 (6.0 








growth. This month forecasts for the group 











of 11 European countries about to adopt a 





LELI: 











single currency have been added to the ta- 


Tosan -0. 





ble. Our seers get ever gloomier. For the 





25 








second month running the average fore- 








cast of GDP growth for 1999 has been cut 
for every single economy. The estimated 











raté of shrinkage of the Japanese economy 





48 495. 





has been increased; but growth estimates 





ib 0.405) 





for 1998 have been marked up in six other 





countries. Predicted inflation rates for 














next year have been cut in ten countries, as 
well as in the eurost ^ 
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| STOCKMARKETS - Markets surged i in the week to November 3rd, as confidence returned 
| and investors hoped for further interest-rate cuts. Wall Street was up 4.9% and is now only 
| 5.9% down from its peak in July. London rose 6.2% and Tokyo leapt 7.5%. 


Share price indices _% change on 


‘Dec 31st 1997 
















in local in$ 
2,881.4 458. . 12. j 
- 19 | 
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| MONEY AND INTEREST RATES There were more interest-rate cuts in Europe. Spain and 
; Portugal, which are joining the euro, trimmed their repo rates by a quarter-point, to 3.5% and 





5% respectively. So did Sweden, which is not, to 3.85%. Bond markets rallied. 














Money supply* — FECE MES interest rates % p.a. (Nov 4th 1998) 
% rise on year ago over- 3-mth money 1 market banks — bond yields 








l year. ago 


























; T Ten-year b bond rates (United States 36-year 





* Narrow. Mt except Britain MO, broad M2 or M3 except Britain Md. Sources. Banco Ambroveneto, Banco Bilbao Viecaya, Belan Bar nkers' Á 
Manhattan, CA IB investment Bank, Cornersbank, Crédit Lyonnais, Credit Suisse First Boston, Den Danske, Deutsche, Generale, £P Morgan, 
; Banik-of Canada, SE-Banken, Svenska Handelsbahken; WERA Group, Westpac, Datastream ACV. Rates cannot be construed as banks’ offers. 





Paribas Royal 








| B FOREIGN. RESERVES Japan has the 
| world's biggest official reserves (including | 


| and reserve positions at the ime, but ex 
_ cluding gold). At the end of August Japan's - 
| holdings were worth $208 billion. That |- 
| was more than two-and-a-half times the | 


| $80 billion. Of other rich countries in the. | 
| chart, Spain had reserves of $68 billion, | 


| of reserve strength is a country’s “import | 
| cover", the number of months it can pay | 
| for imports out of reserves alone: Japan | 
| again comes top, with enough reserves to. | 
| finance over nine months of imports. 


| imports. America's reserves would buy less 
i thanonemonth's imports—but its trading. 
| partners take dollars. 





foreign currency, special drawing ri 


reserves ofGermany, in second place, with 


ahead of America's $62 billion. A measure | 


Spain could cover almost six months of | 








TRADE, EXCHANGE RATES AND RESERVES Australia s visible-trade deficit widenedt to 0$3. 9 billi ionin the yearto September, i its biggest |: 
: since February 1996. In the year to July the Dutch trade surplus increased to $15.4 billion; Spain's trade deficit grew to $20.4 billion in the | 
: year to August. The yen's trade-weighted value rose 1.4% in the week to November 3rd; the dollar slipped 0.3%, and sterling 0.596. 


Trade balance*, $bn 


Current account , $bn Exchange rate 


Currency units per $ Currency units Foreign ‘reserves* $bn 









“+ 206 Qi 

E 78 Aug 

KR MEM D 
E Seen EE. 
United States -23.20 Aug -2307 


“Australia, Britain, France, Canada, Japan and United States imports Tob, e fobs Al others tob | T1990-100, Bank of England FExCH luding ‘gold, ME definition 
SForward rates for delivery January 1st 1999. calculated by LP. Morgan. 88Nor seasonally adjusted. " *fevy series 
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EMERGING-MA 





| M LATIN AMERICAN INFLATION Dur- - 


ing the 1980s and early 1990s most of | 
Latin America's economies were plagued _ 


erage inflation rate hit a peak of 438%. 


| the first time since 1960. 








| M GOOD, BADAND UGLY ‘Nowhere has 
| monetary policy been as tight as in Argen- 
| tina, which operates a currency board un- 
| der which the money supply must be 
| backed 100% by foreign reserves. Argenti- 
| na’s consumer prices rose by only 0.7% in 
| the year to October, compared with a rate 
| of more than 3,000% in 1989. After the de- 
| valuation of its currency at the end of 
| 1994, Mexico's inflation rate jumped from 
i 7% to more than 50%. It has since declined, 
| but still remains high, at 16%. Venezuela’s 
| inflation rate has fallen over the past two 
| years, from over 100% to 34%, but that still 


| leaves it with the highest inflation in the | 

















i 
i 











by hyperinflation. In 1990 the region's av- | 


Since then, however, central banks have | 
tightened the ‘monetary reins. The IMF | 
| forecasts that the region's inflation rate | 
| will drop into single figures next year for | 





ECONOMY Singapore’ SGDP op shrank byi 5%in ihe year to the third quarter, its first contrac- | 
tion since 1985. South Korea's industrial production grew for the first time this year, by 0.396. 
in the year to September. Thailand's 12-month consumer-price inflation slowed to 5.8% in 
October; Chile's was down to 4.3%, Colombia's fell to 17.1% and Turkey's slowed to 76.6%. 





Latest 12 months, $bn 


Current 
account 


inge on year earlier 


Industrial Consumer 
production. prices 





Foreign reserves, $bn 
Latest Year ago 
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FINANCIAL MARKETS  Brazil's fiscal package we was as well-received by Latin ‘American mar- 
kets: Sao Paulo, Buenos Aires and Mexico city all recorded double-digit percentage gains in 
the week to November 3rd. Bullishness returned to Asia too: Seoul leapt 13.6% and Singapore | 
10.2%. Istanbul soared 18.2%, but was trumped by Budapest, which was up 19.5%. | 











„Currency units — (— | interest rates — Stockmarkets — — "e changeon — 1 i 
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Alternative medicine 


Sir—You oppose the alternative 
vote (av) because it is more com- 
plex than  first-past-the-post 
(rere) without any advantage 
(October 31st). However, support- 
ers of minor parties who vote tac- 
tically under rere (as many do) 
are already implementing av by 
dropping the party of their 
choice and selecting the least 
unattractive mainstream party— 
presumably a second or later 
choice. If their first choice is likely 
to be a close third, the decision 
whether or not to vote tactically 
is difficult and may be subject to 
irrelevant influences such as 
opinion polls and media spin. 
For such voters, av is much 
simpler than rrr, because they 
can simply state their prefer- 
ences rather than having to sec- 
ond-guess the rest of their fellow 
electors, who are in turn second- 
guessing them. 
Newbury, 
Berkshire 


ALECCAWLEY 


Sir—Australia successfully uses 
the “complicated” Av system for 
the majority of its lower-house 
elections and its efficacy. was 
demonstrated at the last federal 
election. A prominent candidate 
for a small populist party 
received a large minority of first 
preferences but did not win the 
seat because the major parties 
displayed rare bipartisan co- 
operation to put this party last in 
their recommended preferences. 
The winner was therefore 
approved by the majority of vot- 
ers in the electorate rather than a 
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vocal minority with extreme 


divisionist views. This would” 


appear to be a vast improvement 
over FPTP. 
Kathmandu 


ADAM SIMPSON 


Sir~av is quite similar to the 
two-round voting system com- 
mon in Europe. The first round 
sorts out the two most popular 
candidates. In the second round 


those who previously supported: 


othercandidates choose between. 


the leading two. The main differ: .- 


ence is that Av is more efficient, 
removing the need to visit the 
polls twice. 


Basle JOHN HAWKINS 


Sig—Having lived in Italy for the 
past eight years I have witnessed 
at first hand the mess created by 
its system of proportional repre- 
sentation. The British rere sys- 
tem may be unfair but at least it 
works, 
EDWARD 
Vienna CLARENCE-SMITH 
ers — ———à Wi 





Cross-reference 


Sır—Your article on the gover- 
nor's race in Michigan (October 
24th) uses a Republican: cam- 
paign advertisement as a source 
for a quote. Geoffrey Fieger cer- 
tainly said some outrageous 
things during the campaign. 
However, he did not refer to Jesus 
as "just some goofball that got 
nailed to the cross". The quote is 
taken out of context. What he said 
was that “the Romans viewed 
Jesus as just some goofball that 
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got nailed to the cross". The 


Republican party television cam- 


paign-advertisement blatantly 
manipulates the text. 

Hull, 

Quebec MARK WOLFGRAM 
D ett eat eee pie nents tie Ml 
Second rate 

Sir—You. contemplate — the 


demise of the London Interbank 
Offered Rate (4isor) when EURI- 
BOR is introduced in January 
next. year ("The battle of the 
benchmarks”, October 31st). 
Analysis shows that over 92% of 
existing short-term interest rate 
contracts open past Januaty 1st 
1999 and quoted on major Euro- 
pean exchanges—.irre, Eurex 
and matir—will fix against the 
British. Bankers Association 
euro-LIBOR rate. Both the ssa and 
proponents of guRImOR have 
responded to market demand to 
produce fixings of euro interest- 
rates. EURIBOR may fix slightly 
higher because of the perceived 
lower average credit quality of 
the 57 EURIBOR panel banks and 
the requirement that they place 
reserves with the ecs. The market 
will ultimately decide which 
benchmark to favour. Precedent 
suggests LIBOR will prevail. 
SIMON Hites 
Director 
British Bankers’ 
Association 
arcte drea is rue erae c O ALLE Lf - 


Model behaviour 


Sirn—J.A.Woods (Letters, October 
31st) was right to point out that 
economic models influence eco- 
nomic behaviour by becoming 
integrated into the domain they 
are built to predict. However, the 
letter was misleading in two 
other respects. Weather forecasts 
have little effect on the weather 
because they look only a few days 
ahead. Climatological forecasts 
may indeed change the climate; 
there would be no point publish- 
ing papers about the effects of 
greenhouse gases otherwise. 

Also, no model however 
sophisticated, can feed back into 
the forecast because true predic- 
tions about socio-natural sys- 
tems often degenerate into unde- 
cidable propositions when they 
enter the public domain. I offer a 
simple proof: 

Supposean omniscient clima- 
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tologist predicts that carbon- 
dioxide emissions will precipi- 
tate a crisis within five years. 
Politicians will naturally believe 
the omniscient climatologist 
and will argue for emission cuts 
which, if successful, will disprove 
the prediction. Omniscient 
politicians should be able to pre- 
dict that the climatologist’s pre- 
diction will be wrong; some may 
cut costs by procrastinating, oth- 
ers may bite the ecological bullet. 
If too many politicians try the 
former the climatologist’s predic- 
tion will be confirmed, which 
means the politicians were not 
omniscient either. Of course, 
omniscient sociologists might 
predict what the politicians 
would do, but as soon as the 
results get published, politicians 
will read them... 

The story of Jonah and the 
whale deals with this issue. From 
it we learn that individuals can 
predict the course of history only 
if they do not share their insights 
and can change the course of his- 
tory only if they do. 

Kiruna, 
Sweden 


NICK WINDER 
C s 





Production lines 


SiR—A picture is worth a thou- 
sand words. Pity then that the car- 
toon about British productivity 
(October 31st) showed a worker, 
spanner in hand, asleep with his 
feet up. As you say, the causes of 
the productivity gap lie in British 
skill levels from top floor to shop 
floor. This is also a partial expla- 
nation for the fact, pointed out 
by Mary O'Mahony in a study 
cited in your article, that 
although levels of investment in 
Britain are not bad, the quality of 
thatinvestment is often lacking. 

Perhaps a more accurate car- 
toon would show a British work- 
er busily tightening up nuts with 
a spanner a Japanese worker 
using a robot to do it five times 
faster and a German worker 
designing a product that elimi- 
nated the need for nuts and bolts 
at all. 

ToM GOODWIN 
Warwick University 


Sin—Surely the root cause of the 
British disease is horticultural. 
Share-holders reap four times as 
much as their European and Far 
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dividends asa percentage of sales 
revenue; at the same time British 
companies sow back only half 
that of their competitors on the 
same basis. In major corpora- 
tions across the world, dividends 
average out at approximately one 
third of that spent on research 
and development. In Britain, div- 
idends equate to as third as much 
again of this investment. 

Until British business learns 
that, in order just to stand still, let 
alone advance, it must sow as 
much as its competitors in terms 
of training, productivity, sales 
and marketing and so on, then it 
will continue to lose ground in 
world markets. 


JOHN FLYNN 
il ta eat a SEHE VET CUPRUM E EE, x 


An online view 


Sig—Your praise of Peter Kann's 
move toa subscription model for 
the Internet version of the Wall 
Street Journal (Face Value, Octo- 
ber 24th) will soon be viewed as 
one of the greatest blunders of 
Internet-media history. Previous- 
ly, this newspaper had 600,000 


“unique visitors monthly; now it 


has a mere 230,000 visitors and 
these subscribers view the online 
edition on average once every 
three days. By not having mil- 
lions of unique users every 
month, the Wall Street Journal 
has lost a myriad of commercial 
opportunities. 

Dow Jones could have been 
one of the most powerful online 
financial sites if it had main- 
tained free use. Virtually every 
effort at paid online access has 
ended in failure. By 2000, the sub- 
scription model for the Wall 
Street Journal will be totally dis- 
credited and be seen as a disaster 
equal to the Telerate debacle. 
This is yet another example of an 
established media company 
being unable to comprehend the 
tides of the Internet media space. 
Westport, 
Connecticut 


ALAN MECKLER 


The state of Israel 


Sir—Your leader on Palestine 
(October 17th) concentrates on 
the creation of a Palestinian state 
and pays insufficient attention 
to the fact that the Oslo accords 
and their postscripts are equally 
concerned with the kind of state 
Israel will be. Because its borders 


6 


Eastern counterparts in terms of | 





state of Israel still hangs in the 
balance. Thomas Friedman once 
said that Israel could be democ- 
ratic, Jewish (in terms of popula- 
tion), or occupy the land of Eretz 
Israel (the land the Jews regard as 
promised to them by God}~butit 
cannot do all three. The crucial 
choice has long been postponed 
by Israel’s leaders. 

If Israel manages to hold on tö 
large chunks of the West Bank, it 


will have to answer Mr Fried- - 
man's dilemma in one of three 


ways. By claiming as much of 
Eretz Israel as possible, Israel 
would absorb large numbers of 
Palestinians. Expelling Palestini- 
ans from Israel would be a grave 
breach of human rights and 
denying them citizenship would 
rob Israel of its democratic cre- 
dentials. If they were granted 
Israeli citizenship the state’s Jew- 
ish population would be further 
diluted by the Arab influx and 
Israeli society further polarised. 
A sobering thought is that the 
two fastest growing sections of 


Israel’ society are the Arabs. 
(already about 20%) and religious 


DOMINIC RAAB 


Crime and punishment 


Sir—You rightly criticise the 
practice of disenfranchising 
felons in many American states 
(“Disenfranchised for life", Octo- 
ber 24th). However, when you say 
“America is the only [democracy] 
that goes on refusing to let people 
vote after the end of their sen- 
tences," you are mistaken. Here 
in Taiwan, where we at least 
claim to be a democracy, this 
practice is alive and well. 

According to Article 37 of the 
Criminal Code, all sentences of 
life imprisonment “shall include 
deprivation of civil rights for 
life", This includes the right to 
vote, stand for election or hold 
public office, and is effective for 
life despite the fact that most con- 
victs are released on parole. 
Moreover, arly person sentenced 
to six months or more in prison 
may, at the discretion of the 
judge, be sentenced to between 
one and ten years of such depri- 
vation of their rights. 

Studies have not yet been con- 
ducted to determine whether this 
practice introduces the same 
kind of discrimination as in 
America. However, in general, 


are not fixed after 50 years of. 
‘statehood, the character of the 


cerns have also been expressed 
that this punishment could be 
applied disproportionately for 


political reasons. 
Bo TEDARDS 
à Taiwan Association 
Taipei for Human Rights 
BEER NUR DUNT PI GRUT ILIAD la EA E a tea E 


Security counsel 


Sig—You are right that demo- 
graphic trends will eventually 
require changes to the tradition- 
al pay-as-you-go pension systems 
of many oscp countries (Social 
insurance survey, October 24th). 
However, there are dangers in 
privatised compulsory pension 
programmes such as those in 
Chile and Australia. 

Here in Australia our pension 
programme offers many advan- 
tages for the government and 
fund managers but few for con- 
tributors. After you have paid a 
15% government tax (30% for high 
earners) on contributions, fund 
managers then take their com- 
mission and extract an annual 
management fee for the privilege 
of managing your money. 

Furthermore, the government 
extracts a tax penalty if pension- 
ers choose to take a lump-sum 
payment on reaching retirement. 
This strongly encourages the pur- 
chase of annuities with pension 
savings, thereby giving the insur- 
ance industry an opportunity to 
collect a fee as the money is paid 
out. Thus, savers are forced to pay 
fees on contributions to and dis- 
tributions from their pensions. 

It is worse for foreign nation- 
als working in Australia. They are 
forced to contribute to this 
scheme but are not allowed to 
withdraw their savings when 
they leave the country. 

Taxpayers in other countries 
would be wise to make sure that 
whatever reform is put in place is 
designed for the benefit of the 
saver and not the financial-ser- 
vices industry. 

Potts Point, 


Australia MARK DANDERSON 


Sig—Any comparison of the costs 
of the British and American 
health-care systems is incom- 
plete without reference to the 
impact of litigation. Although 
the direct, measurable cost of 
malpractice premiums is small, 
the effect on physician behaviour 


be convicted of crimes thanks. to . tude of the American health-care 


a lack of adequate legal aid. Con- 






consumer is “bad outcome 

means bad care". Whereas a 
British doctor uses medical judg- 
ment to determine whether to 
pursue a symptom with expen- 
sive tests, an American counter- 
part dare not. He may consider, 
say, chest pain as unlikely to 
reflect a sinister cause in a given 
setting, but would be foolhardy 
to rely on his clinical acumen 
alone. 

It is the American physician's 
dread of lawsuits that drives up 
the cost of health care more than 
any other single factor. Attempts 
at control are doomed to failure 
unless the phantom lawyer in 
every consulting room is exor- 
cised for ever. 

Portland, 
Oregon HARRY BRAY, MD 
usce P" A 


Family values 


Sig—Your views on the value of 
marriage and the family, glibly 
restated by Bagehot (October 31st) 
in his praise for this govern- 
ment’s attitude on such matters, 
are a constant source of baffle- 
ment. It is now well known that 
divorce and family breakdown 
causeasignificantly higher likeli- 
hood that affected children will 
£row up with lower standards of 
educational attainment, and a 
greater risk of mental-health 
problems and youthful deli- 
quency. As society is expected to 
pay for the consequences 
through taxation, the state of the 
family can properly be judged a 
matter of public concern. 

The central question is 
whether preferential taxation for 
the traditional family would 
lessen or exacerbate these prob- 
lems. It is this that needs mature 
consideration rather than the off- 
hand attitude that such matters 
are a purely private affair. 


Portsmouth, 

Hampshire ANDREWCADMAN 
insinuate a. UE 
Fighting talk 


Sig—Thereisa perfectly valid rea- 
son why Pakistan barred three 
bearded Afghanis from a boxing 
tournament (“Beards and the 
sporting life", October 31st). How 
could an opponent tell where the 
boxers chins end and where 
their beards begin? 

Hong Kong AJAY SINGH 
ahaa "—— tea — € — — — E | 
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“I want British people to have a top class railway 
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EXECUTIVE SEARCH & SELECTION. 


stem 


within 10 years. That's our aim and I intend to deliver” 
Jobn Prescott, 30 September 1998 


3 KEY POSTS TO DELIVER NEW DIRECTION TO THIS 
COUNTRY’S RAIL INDUSTRY 





*The Government intends to seek new statutory powers to establish a 
Strategic Rail Authority (SRA) to provide a focus for strategic planning 
of the passenger and freight railways and with appropriate statutory 
powers to influence the behaviour of key industry players. It is 
expected that the SRA* would incorporate the functions of the British 
Railways Board (BRB) and the Office of Passenger Rail Franchising 
(OPRAF), as well as taking on some functions currently exercised by 
the Office of the Rail Regulator (ORR) and the Department of the 
Environment, Transport and the Regions (DETR). The formation of the 
SRA* is subject to Parliamentary approval of the necessary legislation; 
it js anticipated that, from next Spring, steps will be taken under 
existing powers to.form a "shadow SRA*" to pave the way for possible 
changes to the way the privatised rail industry is contralled. 


BRITISH RAILWAYS BOARD CHAIRMAN 
/PROSPECTIVE CHAIRMAN OF THE SRA* 
c.£120,000 approximately 2% days a week - more 
may be available for exceptional candidates 


As Chairman of BRB you will ensure the discharge of BR's existing 
functions and take the lead, with assistance from the Franchising 


Director, in the development and implementation of the shadow SRA*. 


it is anticipated that, in due course, you would become the Chairman 
of the SRAY, as the champion of the railway system at the heart of an 
integrated transport policy. You will develop a clear, coherent and 
strategic programme for our railways. 


This will take.a track record of achievement at the highest level 
combining commercial focus, leadership and energy with diplomacy, 
presentational skills and political awareness and experience of 
communicating your thoughts in a public setting or via the media. 
You will have the appetite for a challenge and for championing on 
behalf of passengers and freight, the future of an industry of national 
importance. Naturally customer focused, you will be totally at home 
in such a large scale environment. A knowledge of the transport field, 
in particular rail, whilst not essential would be desirable. 


FRANCHISING DIRECTOR/ PROSPECTIVE 
CHIEF EXECUTIVE OF THE SRA 

c.£150,000 - more may be available for exceptional 
candidates 

You will lead the Office of Passenger Rail Franchising (OPRAF) which lets 
and manages franchises to provide passenger rail services across Great 
Britain. You will be responsible for annual payments in respect of passenger 
tail services (currently £1.5 billion) and will manage, enforce and in some 
cases renegotiate franchise agreements, in accordance with Objectives, 
Instructions and Guidance from Ministers. 
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It is anticipated that you would, in due course, become the fulltine Chief 
Executive of the SRA", Prior to establishment of the SRA‘, it is expected that 
you would work with the Chaienan of BRB to Integrate the diverse 

component parts of a shadow SRA* and work closely with the Rail Regulator 
(ORR) to achieve common purposes. 







it ot Hard negotiation: With a strong 
1 j will have esperie y ] 
we. You will also have - 
tò deliver: A knowledge of 


developing policy a 
strong leadership skills 
the transport field, 


RAIL REGULATOR 
c.£150,000 - more may be available for exceptional 
candidates 


You will lead the Office of the Rail Regulator (ORR) which regulates 
access contracts and licences, and arbitrates over international access 
rights. You will set and review charges for access to the network and 
will also ensure that Railtrack delivers the investment and maintenance 
underpinning these charges. Pending the intended transter of the 
function to the SRA*, vou will also be responsible for certain consumer 
protection issues, 


To fulfil this demanding role you will have a good appreciation of 
regulated markets, will have proven management and leadership skills.at 
the highest level and be comfortable at the helm of a multi-disciplinary 
team. Naturally change orientated, you will have experience of 
developing policy. You will have strong intellectual and analytical skills 
and will be of unquestioned integrity, You may have a background in 
economics, law or a related profession. A knowledge of the transport 
field, in particular rail, whilst not essential would be desirable. 


For an information pack please telephone 0171 939 2500 (24 hours) 
quoting reference J/1957/E. 

A pack can be requested and sent via email from 
graham.goodwin@uk.pweglobal.corm 

Alternatively, if you would like to discuss the appointments in 
confidence, please telephone Graham Goodwin on 0113 289 4560 
or Maggie Hennessy on 0171 939 3715. 

Closing date for applications is 15th December. 

Executive Search & Selection, PricewaterhouseCoopers, 
Southwark Towers 32 London Bridge Street, London SET 9SY, 

Fax: 0171 378 0647. 









The DETR promotes equal opportunities in employment. 
it is concerned at the under-representation of women, 
ethnic minorities and people with disabilities in senior public 
appointments and particularly welcomes applications from them, 





The Nature Conservancy, one ofthe world's largest and most effective 
"conservation organizations, has an opportunity for an experienced individual 
mh high level strategie planning and development skills, The Executive 
irector guides the Conservancy’s work in the region by providing vision, 
leadership and management; strategic alliances, and fundraising expertise for a 
rge and diverse region encompassing Pacific and Asia programs. 


To succeed in thisrole a candidate must have a minimum of ten years relevant 
experience and: 
*- A sound understanding and appreciation of economic and environmental 
issues throughout the region 
The ability to communicate effectively with high ranking policy makers 
and partners and the resourcefulness to mobilize them to action 
Superior strategic thinking and visioning skills 
Proven experience managing and developing projects and teams made 
up of professionals and field leaders from a variety of cultures 
Political skills and experience; demonstrated ability to act as a key 
| spokesperson 
A proven track, record in resource generation from public and private 
sectors internationally 
SA network of alliances and connections with leaders throughout the 
Asia/Pacific region 
* Commitment, maturity, energy, and drive for results 


This. post will be based. in either Honolulu, HI or Washington, D.C. ft will entail 
Jextensive travel throughout the region, Salary will be dependent upon 
"experience and qualifications, if your qualifications meet the above criteria, 
please: send an application letter and detailed CV to our agents below, including 

ope your preferred contact. information. and fax, and address of at least three 
Vo creferences by December 15, 1998. 


| Egon Zehnder International, C/o Reynold H. Lewke 
_ 435 Tasso Street, Suite 200, Palo Alto, CA 94301 


Fax: (650) 8473050 
Email: reynold.iewkeGezi.net 


>) SNC*LAVALIN 


Engineering the world, engineering the future 


SNC-Lavalin international Inc, the largest engineering-construction i 
firm in Canada. and one of the largest in the world, is currently 
updating its database of consultants and contractual employees in 
anticipation of increased workloads in Sub-Saharan Africa, South Asía, 
and Southeast Asia. Qualified candidates: with experience in these 
regions and in the design and construction of infrastructure for 
developing. countries are invited. to submit applications for the 
following short and long term positions: 


water supply, distribution, and treatment engineers; 

electrical and mechanical engineers; 

geotechnical, materials, and pavement engineers; 

road, highway, bridge, and traffic engineers; 

transportation economists; 

sanitation, drainage and sewage treatment engineers; 

urban development planners and engineers; and 

legal, financial; administrative and human resources developed: 


Applicants’ qualifications should include: at minimum, a Bachelor's 
degree in an appl licable discipline from a recognized institution, ten years’ 
experience in developing countries, experience with: international financing | 
agencies, profici iency in Microsoft Office, and the ability to work in remote | 
areas with minimal support and supervision. 


if you are motivated. by one of these challenges, please forward a detail led ; 
resume to: Human Resources, SNC-Lavalin Ine, Atria North - Phase Il, 
2235 Sheppard Avenue East, Willowdale, Ontario ^ M2J SAG: 
Fax: (416) 756-2266. E-mail to chrikGsnc-lavalinicom -- 


SNC-Lavalin Inc. is an. equal opportunity employer offering: competitive 
salaries and benefits. 


No phone. calls or agencies please. We advise that only those: applic ts 
selected for an interview will be contacted. 


ese ? @ we eo €* 


Chief Executive Officer 


Asset 
Management 


Our client is the investment advisory and asset management arm of one of the world’s largest 
banking and financial services organisations. Operating globally, the Group provides a wide range of 
investment services to institutional, retail and private investors and manages US $100bn. As a result 


of our client's continuous growth and development, this exciting role has arisen and created the 
need to recruit the Chief Executive Officer for the Australian operation. Your objectives will be to: 


* Develop and implement the Group's strategic direction locally 

* Ensure disciplined and effective operations and technology performances 

« Strengthen the strategic partnership with other Group companies further 

* Ensure the financial integrity of the region within the context of Group policy 


You will be an inspirational manager with 5-8 years' experience in a similar role in the Financial 
Services sector. A prior experience of the Australian market would be desirable. Your presence 
and interpersonal skills will give you instant credibility and will allow you to make 

a significant contribution to the group's overall success. You will benefit from a stimulating 
environment in which personal contribution is highly valued and rewarded by excellent 
opportunities for further career progression. 

interested candidates should write with full CV, quoting current rewards package 

to Petra Rickmeyer, Financial Services & City Practice, Hoggett Bowers, 28 Essex Street, 
London WC2R 3AT, Tel: 0171 970 9600, Fax: 0171 353 6924, quoting ref: LPR/20222/E. 


Melbourne 


Highly attractive 
remuneration 
package 


Executive Search 
and Selection 


Hoggett 
Bowers 





INVESTOR IN PEOPLE 


Part of the PSD Group 
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"INTERNATIONAL TRIBUNAL FOR THE LAW OF THE SEA V907% 
TRIBUNAL INTERNATIONAL DU DROIT DE LA MER... ociontnm 





VACANCIES: 


The International Tribunal for the Law of the Sea, an international court 
established in 1996 under the United Nations Convention on the Law of the 
Sea as an independent institution with its seat in Hamburg, Germany, has 

the following vacancies: 27 


Administrative Officer P-5 

Under the direction of the Registrar, responsibilities are: 

Establishing and executing administrative. procedures for the internal 
administration of the Tribunal; organizing and supervising all administrative 
Support services, planning and implementing logistical arrangements; 
supervising collection of contributions and their investment; approval of 
financial and contractual obligations; oversight of accounts maintenance and 
preparation of budget proposals; development of staffing plans: and 
| supervising personnel matters, including appointments, promotions, etc.; 
liaison with host country authorities and other international organisations. 
Advanced university degree in business, accounting or other related field 
with at least 10 years of relevant experience in an international 
organisational setting or governmental. administration; alternatively, first 
degree with several years of relevant additional experience. An excellent 
knowledge. of English or French with working knowledge of the other is 
desirable. Computer literacy is essential. 

Annual net (tax-free) salary starts from US$74,916 (single) and US$81,328 
(with dependants). The successful applicant may, during service, be 
considered for designation as Chief of Administration. 


Budget and Finance Officer P-4 
Under the direction of the Registrar and supervision of the Chief of 
Administration, responsibilities are: 

The management and operation of the Tribunals budget and finances, 
processing of transactions in different currencies; recording, compiling and 
presentation of financial data; preparing financial statements in accordance 
with international accounting standards and relevant financial rules;' 
establishing and operating comprehensive accounting system and payroll: 
database; implementing financial procedures; preparing budget estimates «| 
with forecasts and histories; overseeing the cashflow requirements; cl 


a : 
for reimbursement of taxes, duties etc.; financial entitlements of staff. iri. 








Parties’ contributions to the budget, preparation of reports on these matters. 







business, finance, etc., with at least 8 years of relevant experience within an 
international organizational setting or governmental financial. institution; 
alternatively, first degree with several years of relevant additional experience. 
An excellent knowledge of English or French with working knowledge of the 
other is desirable. Computer literacy, including ability to operate computer 
based spreadsheets and applications, is essential. 

Annual net (tax-free) salary starts from US$62,679 (single) and US$67,917 
(with dependants). The successful. applicant may, during service, be 
considered for designation as Head of Budget and Finance. 












Systems Administrator/Database Manager P-3 

Under the direction of the Registrar and supervision of the Chief of 
Administration, responsibilities are: i 

Managing and assisting with the establishment, development, deployment 
and maintenance of the local area network and necessary databases of the 
Tribunal; developing and implementing plans concerning the design and 
support of the network and legal, administrative, financial, bibliographic and 
payroll databases; planning, developing, execution and maintenance of a 
website, internet access and e-mail services; installation and maintenance of 
systemwide hardware and software; establishing and the implementing of 
priorities, procedures, guidelines and work. deadlines for assisting staff; 
coordinating with users and assisting with their practical needs; and advising 
on procurement and associated matters, 

Advanced university degree in computer science or related field with at least 
4 years of very relevant experience in: the design, development; and 
management of identified needs. An-excellent knowledge of either English 
or French with working. knowledge of the other is desirable. Annual net (tàx- 
free) salary starts from. US$52,679 (single) and US$56,934 (with 
dependants). 



























Conditions of service shall be in accordance with United Nations Common 
System of Salaries, Allowances and Benefits. The Triburial reserves the right 
to hire at a lower level than that advertised. Applications, marked 
"Personnel" and quoting vacancy number "VA/007/98" may be sent by mail 
or fax before 7 December 1998 to: The International Tribunal for the Law of 
the Sea, Wexstr-4, 20355 Hamburg, Germany. Fax No. (49) (40) 35607 245. 
Normally, many applications are received and the Tribunal will only be able to 
respond to those applicants in whomrit has a further interest. Applicants are 
requested not to send original documents. 
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accordance with United Nations Common System of Salaries and ofo > ss 
Allowances; supervising assessment, computation and collection of States. |. 


CPA or Chartered Accountant or advanced ‘university degree iri accounting, <f 











l The Centro Studi San Salvador (CST) of Telecom Italia, 
VR ES located in Venice, is looking for 


-2 senior researchers 








CST carries. out research on the evolution of ICT, the economic 
impact of on-line services, and, in particular, the Internet. The 
activity involves co-operation with European research centres and 
participation in EU-funded research projects. 









Ideal candidates should have: 


Candidate A: university degree (M.Sc. or Ph.D. preferred) 
consistent with the economics of networks and basic knowledge 
of the relevant technologies. 







Candidate B: university degree (M.Sc. or Ph.D. preferred) related 
to information and communication technologies, and in particular 
on-line service technologies and applications, and experience on 
the socio-economic impact of these technologies. 


Candidates should be in their mid thirties, be fluent in Italian and 
English, and have at least 4 years experience carrying out and 
managing ICT-related research. 


A competitive package is offered for a maximum term of two 
years. 













Applications will be accepted until November 30th, 1998. 


Please send your CV to: 
Telecom Italia S.p.A. 
Centro Studi San Salvador 
San Marco, 4826 
1-30124 Venezia, Italy 
Tel: +39 041 5213260 Fax: 439 041 5232245 
E-mail: sansalvador@cstudi.telecomitalia.it 














. EXECUTIVE DIRECTOR AND SECRETARIAT MEMBERS 


E ALLIANCE FOR HEALTH POLICY AND SYSTEMS RESEARCH 


| Steps are underway to establish the Alliance for Health Policy and 


Systems Research to 


* act as an international advocate for health policy and systems 
research 


* link with relevant networks, countries and agencies 
* promote capacity building 


* commission key research studies and tool and methodology 
development. 


It is the product of an initiative by the Global Forum for Health Research, 
and isa joint effort by a number of interested parties with initial 
sponsorship from the Norwegian and Swedish governments. 


J| Expressions. of. interest are invited from individuals wishing to be 
lll considered for the post of executive director, whose main tasks will be to 


help develop: a detailed programme of action, ensure the Alliance's 
development as à key advocate and supporter of health policy and | 
systems research in the South, and establish intellectual credibility. The |l 


l| executive director should have substantial knowledge of the field of jl 


health: policy. and. systems research, as producer, user, or in capacity 


| development, and should be able to provide both intellectual leadership 
| and sound management. The post will be located in Geneva, and 
l| remunerated at an appropriate level on the UN pay scale. A small 


secretariat will also be created, with several professional posts, for which 
expressions of interest are also invited. ft is likely that the posts will cover 
the areas of capacity building, research initiatives and communications; 


Further information is available from the Chair of the Interim Board of the 
Alliance, Professor Anne Mills, London School of Hygiene and Tropical 
Medicine, Keppel St, London WCIE 7HT, UK, fax 444 171 637 5391, 


| email a.mills@Ishtm.ac.uk, to whom expressions of interest accompanied { 


by a CV should be sent by 31 December 1998. 
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UNIVERSITY or 
SOUTH(AROUNA , 


The Darla Moore School of Business 





: ‘The Darla Moore School of Business at the University of South Carolina invites 
applications and nominations for the position of Dean. 


The School seeks a candidate who will provide academic and administrative leadership 
thin the School, the University, and among its many constituencies. The successful 
candidate must have record of significant achievement in academia, business or 
wernment and be committed to the standards of excellence in teaching and research. 
Candidates should have a record of demonstrated organizational and leadership ability, a 
track record of developing resources, and the ability to articulate and implement the 
“mission of the School. 


The University of South Carolina was founded in.1801 and is the flagship campus of an 
eight campus, fully accredited, state supported system; The University of South Carolina- 
Columbia has strong undergraduate and graduate programs and highly regarded 
professional schools including: medicine, law, engineering, social work, pharmacy, 
public health, library and information science, nursing, education, criminal justice, 
journalism and mass communications, as well as business. About 26,000. students are 
enrolled on the Columbia campus and mare thàn 36,000 throughout the system. 


The Darla. Moore.Schbol of Business ista comprehensive business. schoo! offering 
degrees at the baccalaureate, master's and doctoral levels. The School and its faculty are 
dedicated: to achieving excellence in its academic programs, research, and. outreach 


d act ties, There, are’ 2,300 undergraduate and 1,700 graduate students. There are 101 


5 members: For the last ten years, USC's College of Business Administration has 
been widely recognized for international business studies, During that time, the Master 
of International Business Studies progrant (MIBS) has been ranked first or second in the 
nation, Building on this momentum, the School's other excellent programs have 

garnered increased attention in recent years, 


Review of applications will commence immediately and continue until an appointment 
is made. Applications and nominations should be sent in confidence to: 


Martha Verrill Schlager. : 

AT, Kearney Education Practice 

225 Reinekers Lane 

Alexandria, Virginia 22314 

Fax (703) 518-1782; email: martha schlager@atkearney.com 


The University of South Carolina is an affirmative action/equal opportunity employer, 


Williams iS College 
Center for Development Economics 


Director 


The Center for Development Economics at Williams College is seeking a 
didate for the position of Director. The Center offers a one-year Master's 
program in development economics, taught by the faculty of the Williams 
College Economics Department. Since its establishment in 1960, the Center has 
trained more than 800 economists from 65 countries. It prides itself on training 
graduates who rise to the highest levels of public service; alumni include 
ministers, central bank governors, and ambassadors. The position of Director 
entails full administrative responsibility for the day-to-day functioning of the 
Center, student admissions and financial assistance, as well as development of 
the Center's endowment. Candidates should have an advanced degree in 
economics and professional experience in international development. 


Send CV and three letters of reference to: 
Peter J. Montiel, Chair 
Center for Development Economics 
Williams College 
Williamstown, MA 01267 


Deadline for applications: January 31, 1999 
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The Office of the Chief Economist (OCE) of the 
Inter-American. Development. Bank, the oldest and 
largest regional multilateral’ development institution, - 
based in Washington, DC, is in search of candidates for: 


Senior Research Economists 


OCE is a cohesive group of policy-oriented resea 
economists that: 


Performs research on key development policy issues; 
leverages its internal research capabilities by supporting | 
the research of a network of nearly 250 research . 
institutions. in the region, publishes annually. -a 
thematically-focused comparative socioeconomic : 
analysis of the countries of the region: The Economic and 
Social Progress Report; coordinates the Latin American 


Network of Central: Banks and Finance Ministries, a | 


forum for high-level. policy discussions on. 
macroeconomic. management; acts as a focal point for 
regional discussion and activities with Labor Ministries o 
labor market policy and research; assists the authorities 
of the region through policy dialogue and advice on 
economic policy matters; participates in the design and 
implementation. of the- lending. and country-support 
strategy of the Inter-American Development Bank 


; Education: Ph.D. in Econom 


‘Experience: At least eight years of professional or 


demic experience in one of the following areas: ope 


economy macroeconomics, economics of regulation. or 


economics of social policies. In addition to applied 
research on Latin America, the positions involve pol 
advice to high-level policy-makers in the region as well as 
close interaction with top executives in the Bank and 
other international financial institutions. Candidates must 
be able to work in teams and have excellent oral and 
written communication skills. Familiarity with -Lati 
American policy issues are a big plus. Language 
Proficiency in English; fluency in Spanish is highly 
desirable. 


Interested candidates are invited to submit their C\ 
professional and academic references, and a | 
Lauri explaining their intended contribution to OCE, by 
December 15, 1998. Correspondence should . be 


addressed to: 


Attention: GGP-SRE-TE : 
Inter-American Development Bank Stop E0507 
1300 New York Avenue NW, Washington, DC 20577. 
USA 
or FAX (202) 623-3014. 


For additional information on the Office of the Chief - 
Economist, please visit OCE online at. 
i 


As a reflection of its commitment to its borrowing member: 


countries, the Bank may require staff to accept | 


assignments in both country offices and headquarters. 
Only applications which best match the requirements of 
the position will be acknowledged. The IDB encourages 
gender equality in its hiring practices 





“IMD was our springboard 
and it still maintains 
our momentum 


Hans van der Velde Matti Alahuhta 
President & CEO Visa International EU President Nokia Mobile Phones 
Alumnus of Alumnus of 
Seminar for Senior Executives, 1991 Managing Corporate Resources, 1989 
Orchestrating Winning Performance, 1995 EE Orchestrating Winning Performance, 1995 














nnum 





Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefitted from attending a senior general 
management program at IMD. And some years later they both returned to attend Orchestrating Winning Performance, a 
very intensive 6-day program, to keep their momentum going. 


Mr. van der Velde attended the Seminar for Senior Executives, Mr. Alahuhta first participated in Managing Corporate 

a 3-week program for senior-level international managers with Resources, a comprehensive 4-week program for newly 
multi-business or cross-functional responsibilities. It helps them appointed business-unit managers or high-level functional 
redefine their priorities to meet the challenges of leadership ina managers. It is a rigorous and comprehensive review of the 
global era. knowledge and skills required to lead a business unit effectively. 


Both of these senior managers have no doubt about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a competitive edge, you should 
carefully consider attending one of these general management programs: 


Managing Corporate Resources Seminar for Senior Executives Orchestrating Winning Performance 

Sharpening skills for business unit management Re-defining the senior manager s agenda IMD's latest thinking on key management issues 

Starting dates Starting dates Starting date 

May 10 or Nov 8, 1999 June 7 or Oct 25, 1999 Jun 30, 1999 
Real World. Real Learning 


Please contact Ms. E. W. Manca at the International Institute for Management Development, Lausanne, Switzerland. 
Tel: +41 21/618 03 42 Fax: +41 21/618 07 15 E-mail: info@imd.ch Website: http://www.imd.ch 
Ms. Manca would also be pleased to inform you about IMD's MBA and Executive MBA programs. 


the MAGIC pesci 
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ie FOREVER blowing bubbles, pretty 
ee bubbles in the air. They fly so high, 
nearly reach the sky, then like my dreams they 
.. fade and die..." American investors and 
consumers would be wise to heed the old 
song: the stockmarket bubble that has lifted 
_ the prosperity of many Americans beyond 
JL. their wildest dreams is, sooner or later, going 
. to end. In the past four years, soaring share 
- prices and easy credit have sent consumers 
and businesses on a spending binge. Their ex- 
_ cesses now leave America’s economy vulner- 
-able to a sharp slowdown—and maybe even 
toa recession. 
- o Regular readers will recall that this is not 
the first time The Economist has fretted about America's bub- 
ble economy. In April we suggested that there were worrying 
‘signs of an asset-price bubble in the United States: soaring 
hare prices, a frothy property market and excessive monetary 
growth. Some air was let out of Wall Street when share prices 
_ tumbled during the summer. Yet the market has since 
_. bounced back by almost a fifth, taking it to within 5% of its 
peak in July. This is proof, say some analysts, that the market 
_ Was not overvalued after all. Well, maybe. More likely, it 
makes the American stockmarket a very risky place indeed. 
Barely a month ago the world, it was claimed, faced its 
_ worst financial crisis for more than 50 years, with emerging 
economies collapsing like dominoes and a credit crunch 
-looming in America. Was it all just a nasty dream? It is true 
that global prospects now look a bit brighter. Asia's finan- 
cial—if not its economic--crisis seems to be over, for now; the 
IMF's coffers have been topped up, paving the way fora rescue 
.. package for Brazil; America’s credit markets are functioning 
_ fairly freely again. Perhaps best of all, Alan Greenspan has cut 
. interest rates twice and is expected to cut again next week. Mr 
_ Greenspan, having delivered more than seven years of infla- 
|... tion-free growth, is again revered by financial markets. Once 
| again, he seems to have worked a miracle. 


: The trouble with bubbles 


The weaknesses of emerging economies do indeed look less 
of a threat than they did. Yet the biggest worry lies not in Asia 
or Latin America, but in the United States. It is often believed 
that America’s expansion can continue without recession be- 
cause inflation is not a worry. Previous expansions have come 
to an end because the Fed was forced to raise interest rates to 
check inflation. In contrast, it is argued, there is now plenty of 
room to cut interest rates if necessary. So if the Fed plays its 
cards right, the American expansion can continue, albeit with 
a period of more moderate growth. 

This is wishful thinking, based on excessive faith in the 
powers of central banks in general, and of Mr Greenspan in 
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The world's forgotten danger — 




































particular (see pages 21-23). Even in a 

flation world, private-sector behaviou 
produce boom-and-bust cycles that central 
bankers are unable to control, as Japan 


economy shows clear signs of cyclical excess. 
Share-price gains and easy credit have 
lowed too many consumers to dream too eas- 
ily of a Ferrari—or at least of anew Ford Ta 
rus—in their garage. Consumer spending h: 
risen almost twice as fast as income over the | 
past four years, as capital gains have encour- 
aged consumers to run down past savings - 
and to expand their borrowings. Consumer credit is ata 
record level as a percentage of disposable income. 
The most striking evidence of why this cannot last is th 
total household saving turned negative in September for the 
first time in 60 years. Companies have also been borrowing 
heavily to finance capital investment. As a result, the com 
bined private saving rate (the gap between total private in 
come and spending) has fallen to levels well below anything 
ever seen before in America (see page 87). 
Clearly, spending cannot exceed income for ever. Th 
share-price gains which have been driving growth must, even- 
tually, come to an end. And, at some point, people will decide 
that it might after all be better if they were to spend a bit less 
than their income rather than a bit more. The only questions 
are when and how. Corporate investment is already sagging 
in response to weaker profits, and consumer spending has 
slowed slightly, though it is still rising faster than income. The 
end—ie, the readjustment of this imbalance—need not come 
soon. But it would be better, for America at least, if it did. The 
lower the saving rate falls the harder it will be for the Fed to 
stave off, or moderate, a recession. $2 
The turnaround does not necessarily have to happen with 
a crash. Consumer spending might merely slow, allowing a 
"normal" saving rate to be restored gradually over a period of 
years. That would mean several years of slower growth than 
Americans have grown accustomed to, but no recession, or at 
least not a severe or prolonged one. Even so, it is as well to be 
aware of the risks: history suggests that blow-outs more often 
end with a bang than a whimper. ; 


No time to cut 


Optimists insist that growth can still be sustained, so long : 
the Fed continues to cut interest rates. In a typical downturn, 
consumer spending and investment are squeezed by a rise in 
interest rates in response to rising inflation; and, when rates: 
are then cut, spending rebounds. This time, however, the ini- 
tial brake on the economy is coming from a deteriorating bal- 
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ance of trade. Meanwhile, the sectors that are most sens 


to interest-rate cuts—housing, consumer durables and capital 
spending—are already over-extended, Lower interest rates, in- 


tended to offset the effect of slowing exports, may therefore do 
little to encourage consumers to spend and borrow more. 

A more pertinent question is whether a rate cut is now 
appropriate at all. The risk is that it could simply inflate the 
bubble even more, leading to an even louder bang later. In- 
stead, the Fed should probably try to nudge a turnaround 
into happening sooner rather than later. The only means at 














its disposal i isa decision to confound markets’ expectations. 





and leave rates where they are. 


The big lesson of the past few months is that central bank- 
ers are not, after all, infallible. Even Mr Greenspan's ability to 
control the economy is more limited than widely believed. It 
is conceivable that he may yet keep America growing. But the 
risks are now high that the economy will tip into some sort of 
a recession—and that fickle investors and consumers will 
suddenly see Mr Greenspan in a rather less favourable light. 
That will be a shame: dealing with bubbles is far from easy. 





Cutting down the chaebol 


South Korea's giant conglomerates need to slim. The best diet would be 


a throwing open of the country's domestic market 


T WAS decided this week in South Korea to hold a par- 
liamentary inquiry into the causes of the economic crisis 
-= that: have dragged it to the brink of bankruptcy. Yet many 
< South Koreans already know where to point the finger: at the 
." country's biggest firms. It was the giant conglomerates, 
known as the chaebol, that tried to grow ever bigger by reck- 
lessly loading up with debt and expanding into all manner of 
unrelated businesses. Yet, unrepentant to the last, South Ko- 
rea's corporate monsters remain the biggest obstacles to the 
country's recovery—not least because rather than slimming, 
they are actually growing again. 

The chaebol were deliberately fattened by successive gov- 
ernments with favours and state-directed credit, so that they 
would become the country’s main engines of growth. This 
they did with gusto, helping South Korea to leap from poverty 
to well-being in just one generation. But in the process the 
cosy links between the chaebol’s bosses and the country’s 
politicians and bureaucrats fostered corruption that still 
needs to be cleaned up. As they grew, the conglomerates be- 
came ever harder to challenge. Now they dominate the econ- 


omy. The five biggest (Hyundai, Samsung, Daewoo, LG and, 


the sK group) are responsible for more than a third of the 
country's entire sales and almost half of all exports. 

In recent years, South Korean leaders have tried to trim 
the powers of the chaebol. They have been ordered out of cer- 
tain businesses, told to limit their overseas expansion and 
borrowing, and even had limits put on the number of their 
"core" activities. Most of these measures have failed miser- 
‘ably. Yet when Kim Dae Jung, a veteran opposition leader, 
was elected president last December, it looked as though the 
chaebol would at last be brought to heel. Many thought a 
combination of the first peaceful transfer of political power 
in the country's modern history and the jolt of its financial 
mess would force the chaebol to restructure and become slim- 
; mer, more focused companies. Mr Kim's government has in- 
:: deed ordered many sensible and much-needed reforms—but 

“still the chaebol defy gravity (see page 69). 


The small go to the wall 


South Korea remains mired in recession, although Mr Kim is 
hopeful that it will bounce back to growth next year. In the 
meantime, however, most of the pain of restructuring is fall- 

ing on small and medium-sized firms, tens of thousands of 
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which have gone bust, often because they are unable to get 
bank loans. Most available credit is being gobbled up by the 
conglomerates. Banks, which have anyway never had much 
experience of lending to anyone else, fear that, if they do not 
keep handing out cash to their biggest creditors, they them- 
selves may be dragged down too. 

At the same time, Mr Kim is worried about pushing the 
chaebol too hard just now. With the unemployment rate 
heading towards 10%, politicians understandably fear the 
mass lay-offs that big plant closures would bring. There has 
already been a huge trade-union backlash against what, by 
international standards, have been. decidedly modest job 
cuts by a few large firms. Plans by Hyundai, the country's big- 
gest company, to lay off 1,500 workers were whittled down 
when politicians intervened in the negotiations; instead, 
only a few hundred lost their jobs. And Hyundai has just got 
even bigger by winning the bidding for bankrupt Kia Motors, 
ahead of Ford. The chaebol may also be the main bidders in 
the privatisations that the government now plans. 

This does not mean. the chaebol cannot ever be changed. 
And change remains urgently needed: if the chaebol remain 
unchecked, they will crowd out the small and medium-sized 
businesses that, in a maturing economy, are the biggest source 
of future growth. Yet, just as none of his predecessors got any- 
where by telling the monsters what to do, neither, it seems, 
will Mr Kim. So instead his government should concentrate 
on reforms that open the market for everyone. 

The government has already introduced some new mea- 
sures that would help, such as rules to ensure more financial 
transparency and stronger shareholder rights. But these need 
enforcing. Other necessary measures include legal changes to 
make possible swifter and easier bankruptcy; stricter anti- 
trust laws; and, above all, a greater opening of the South Ko- 
rean market to foreign competition. Mr Kim has removed 
many barriers to foreign investors, but plenty of invisible 
ones remain, not least the hostility of Korean officials and 
consumers alike towards foreign goods and investment. 

This has often been whipped up by the chaebol to keep 
foreigners out. After all, foreigners might prove to be the best 
allies for the smaller South Korean firms that have valiantly 
struggled in the shadow of the big conglomerates. In battle, 
the frontal assault is not always the best way to win. 

S „i 
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Scrap the space station 


Cancelling the International Space Station would make it possible 


to adopt a more rational approach to space flight 


HAS taken 14 years to move from drawing-board to 
launch-pad. Along the way, supporters of the International 
Space Station have tried and discarded various justifications: 
an orbiting factory, a demonstration of American technologi- 
cal supremacy, a staging-post on the way to Mars and, most 
recently, an exemplar of international co-operation in space. 
With Russia’s contribution to the project fast dwindling to 
nothing, the station is now losing even symbolic value. Since 
it has never had much scientific value (see page 97), should it 
be going ahead at all? 

The answer is no. Almost the only reason for building the 
space station now is to keep America’s astronauts busy. Yet, 
with over $20 billion spent already, and with every likelihood 
that Russia’s troubles will delay the construction schedule 
again, America’s space agency, NASA, is desperate to put bits 
of the space station into orbit merely to make the project seem 
unstoppable. The first bit goes up next week. 


Squeezing out the lemon 

Even once construction has started, it will not be too late to 
abandon the project. It will merely be more embarrassing. 
The space station already looks like a lemon; but the delays 
and cost overruns will get worse as the cash-strapped Russian 
space agency squeezes more money out of NASA, forcing 
NASA to squeeze more out of Congress. Even the station’s sup- 
porters are exasperated by the constant demands for more 
cash; its critics reckon they are being held to ransom by the 
Russians. (In the latest twist, Russian nationalists are calling 
for Mir, the Russian space station, to continue in operation, 
which would further reduce the chances of Russia paying to- 
wards the international one.) And while bailing out the Rus- 
sians will be expensive, deciding to do without them would 
require even costlier redesigns and delays. 
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Either way, designing, building and operating the inter- 
national space station is likely to cost more than the current 
best guess of $100 billion in all. And even that figure is based 
on the assumption that none of the 75 launches required for 
its construction goes wrong—something that is, statistically, 
extremely unlikely. 

So NASA will spend the next few years defending a project 
that is the very antithesis of its "faster, better, cheaper" strat- 
egy, which involves placing more emphasis on blue-sky re- 
search and partnerships with private enterprise, and less on 
the expensive business of maintaining expensive hardware 
in space. This new approach has already achieved some nota- 
ble scientific successes, such as the Pathfinder mission (which 
sent a robotic rover to Mars last year for a mere $266m) and 
the Clementine probe (which cost $75m, and found evidence 
of ice on the Moon). A programme to develop a faster, better, 
cheaper replacement for the space shuttle is also under way. 

The glaring odd man out is the space station, which has 
steadily got later, worse, more expensive and more pointless. 
By draining funds from other programmes, and tying up 
shuttle capacity, the space station is impeding research—and 
it is exactly the sort of expensive infrastructure programme 
that NASA is supposed to be moving away from. 

Abandoning the space station now would certainly be 
painful. But it would save at least $30 billion, and probably 
more. And it would complete NAsA's transformation into a 
leaner and more responsive organisation, better able to con- 
centrate on its main objectives of research and helping to 
catalyse the gradual privatisation of the space industry. Al- 
ready, a bunch of pioneering private companies is waiting in 
the wings to begin a new era ofcommercial space exploration 
and exploitation. It would be a shame if, instead of looking 
forward, NASA persisted with building castles in the sky. 





Iraq's defiance cannot stand 


When diplomacy is exhausted, force is all that is left 


S HISTORY about to repeat itself, with tragic consequences, 

in Iraq? After more than seven years of cunningly exploit- 
ing the ceasefire that ended the Gulf war—and the growing 
divisions in the UN Security Council—Saddam Hussein looks 
set to snatch another military defeat from the jaws of what 
looked like a diplomatic victory in his battle over UN weap- 
ons inspections in Iraq. Defiantly ending all co-operation 
with Unscom, the special commission whose job it is to strip 
Iraq of its weapons of mass destruction and the means of 
making or delivering them, Mr Hussein has thrown down his 
biggest challenge yet to the council. But patience with him, 
even among his erstwhile supporters, is all but exhausted. 
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Despite his promises to disarm, Mr Hussein never really 
accepted that, having lost the battle over his occupation of 
Kuwait, he had also lost the right to hang on to his weapons of 
mass destruction. Indeed, over the past year he has used the 
weariness in the Security Council, and the growing desire of 
Russia, France and China for an end to economic sanctions 
and a return to oil-business-as-usual, to wriggle slowly but 
surely out of the weapons hand-cuffs that Unscom’s inspec- 
tions had clamped on him. Yet his latest defiance has now 
united the Security Council against him. 

So is diplomacy, backed by Unscom’s inspections, now a 
spent force? And if so, would force itself be able to contain the 
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still pose to the outside world? 

Certainly diplomacy, Unscom-style, has achieved a lot. 
Tonnes of weapon-ready chemicals and thousands of gallons 
of deadly germ agents have been found and destroyed. So 
have the means to make them, and dozens of missiles and 
thousands of shells to carry them. Iraq’s nuclear schemes have 
been dismantled by the International Atomic Energy Agency. 
Yet the job is unfinished, thanks to Mr Hussein’s obstruction, 
evasion, threats and lies. Indeed his personal tribute to 
Unscom’s effectiveness is that in the past year he has dug his 
heels in so hard—just as inspectors were closing in on his still 
largely hidden biological weapons complex. 

And that is now the crux of the issue. Mr Hussein has no 
intention of letting Unscom disarm him. He does not put it 
that way. He insists that he has no more secrets to tell, and that 
Unscom’s refusal to certify so is just an American-inspired 
plot—though weapons experts from many countries back 
Unscom in this, including those whose governments have 
been most prepared to give Mr Hussein the benefit of any 
doubt. Pointing to the admittedly sorry plight of many ordi- 
nary Iraqis (he himself and his entourage comfortably ex- 
cepted) hurt by economic sanctions, despite UN efforts to 
help them, Mr Hussein demands a date for sanctions to end. 
. But not even Russia, France and China are ready to give him 
that. Last month they won him a new deal: let Unscom in- 
spections resume, in return for a “comprehensive” review of 
sanctions. By spurning that offer once he saw its details, Mr 
Hussein has both angered those trying hardest to help him 
and focused minds on the alternative to diplomacy: force. 

No one should relish that idea. While force has been 
threatened in the past to back up Unscom in its disarming 
duties, this time its purpose would be different: once missiles 
started to fly, Unscom's role inside Iraq would be over. Nor 


- could cruise missiles be certain to finish Unscom's job: fac- 


- threat that Iraq's hidden chemical and biological weapons ^ cc 
U tories that are damaged can be repaired, and no matter how 






much gets destroyed, the nuclear, chemical and biological 
know-how remains inside Iraq. Containing the Iraqi menace 
by force instead of by inspection would require constant vigi- 
lance—and repeated strikes at suspect activity. And though 
the targets would be military, there are bound to be civilian 
casualties this time and in future attacks—-something that, 
quite rightly, will trouble outsiders. 


Anunwelcome option, buta necessary one 

This isa grim prospect. So is the possible damage to the West's 
relationship with other Arab countries; and the longer mili- 
tary action goes on, the likelier it is that the Security Council 
will again be split. But there is a still grimmer one. With 
Unscom on his case, Mr Hussein cheated when he could. 
With Unscom now blocked, he can cheat at will. And he has 
used chemical weapons before, both against Iran and his 
own people. Although they do not say it in public, the chief 
concern of his neighbours is that containment by force, if it 
has to be done, should be done for as long as it takes. 

Mr Hussein still has a little time to change his mind. And 
if he will not? The dangers of letting him run amok go far 
wider than the Gul£ Iraq's defiance, if allowed to stand, will 
encourage other budding Saddams and badly undermine 
confidence in all the nuclear, chemical and biological arms- 
control treaties that Iraq has broken and that were devised to 
help keep some order in a dangerous world. The Security 
Council is one of the few mechanisms for tackling such 
threats to world peace, and should do so. But if it will not or 
cannot respond to Iraqi belligerence, its divisions should not 
stop others—in this case America with as-broad support as 
possible—from doing so. The worst outcome of all would be 
to let Iraq thumb its nose at the world and get away with it. 





Debt relief for Central America 


Fine—but the victims of less dramatic troubles may be no less deserving 


Ra has been pouring in this week from around the 
world to the disaster-hit countries of Central America: 
rescue teams, medics, helicopters, food, medicines, money. 
That is as it should be; the generous response of foreign gov- 
ernments and ordinary foreigners—some of them, as in Mex- 
ico, no richer than the people they are eager to help—does 
them credit. Yet it raises questions too. 

As many have remarked, the inflow of relief to Honduras 
and Nicaragua, in all forms combined, will not begin to 
match their yearly payments to creditors abroad. Nicaragua, 
with some 4.5m people, many of them wretchedly poor, owes 

-$6 billion to the world and spends $300m a year servicing it. 
Honduras is better placed, but not much. Immediate needs 
- apart, both countries face the huge costs of rebuilding their 
shattered infrastructure. And unless that is done, fast, they 
will not be able to rebuild their economies either. Does it 
make sense to give them disaster aid with one hand, while 
hindering recovery by insisting on (far bigger) debt-service 
payments with the other? Surely not—and still less so when 
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there is a risk that insistence could lead to default. 

Hence the idea of at least a debt moratorium for these 
countries (plus, maybe, Guatemala and El Salvador); and per- 
haps the cancellation of part or all of their official debt to 
foreign governments and bodies like the World Bank. It is a 
sensible idea. Yet it raises further questions. These are not the 
only countries battered by natural disaster. Bangladesh had 
fearful floods, due to rain, earlier this year, and almost regu- 
larly is hit by flooding from the sea that barely gets a mention 
on foreign television screens. Can it be right for the rich 
world's generosity to be so conditioned by what happens to 
occur within reach of its camera crews? 

And why only by this sort of horror, a dramatic, photo- 
genic natural disaster (or, rarely, famine)? Millions in some 
third-world countries live, year in and year out, with a horror 
called extreme poverty, and many die of it. Malnutrition, 
dirty water and lack of health care kill far more children, un- 
dramatically, off-camera, every week than the maybe 20,000 
lives swept away by Central America's latest floods and 
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mudslides. Are their appeals for help any less deserving? 

Arguably not. Yet at this point legitimate doubts arise. 
Where do you stop? In many countries, one major cause of 
poverty is official mismanagement of their own resources 
and of foreign aid alike (see page 96). Can one simply say to 
the governments concerned that all is forgiven, their debts 
included? Reasonably, the rich world thinks not. It thinks too 
of the possible “moral hazard”: the encouragement to spend- 
thrifts to hurl money down black holes or into Swiss bank 
accounts, and the discouragement of those who, in contrast, 
have behaved prudently. The rogues get away with it, the vir- 
tuous will say, yet we have to pay up; why did we bother? 

So the rich world, which—rightly—has devised a scheme 
for writing off part or all of the poorest countries’ debts, has— 
also rightly—made it conditional on competent and honest 


economic management for the future. But it has been lamen- 
tably slow in actually applying this scheme. Some poor coun- 
tries may now feel there is a happenstance way to jump the 
queue: fall victim to a really spectacular natural disaster. 


The case for consistency 

That does not mean Central America should not be assisted. 
Its governments are not to blame for the trouble that has hit 
their peoples, as some others are. If they cannot service their 
debts, it is mere commonsense to work with them to restruc- 
ture these, as many countries have restructured in the past. 
And, as in any other case, that must be better—for all con- 
cerned—than unilateral default. But the rich world could use- 
fully be more consistent with its help. Central America’s di- 
saster was special; its woes are not. 





A break for Tibet 


If China does not talk to the Dalai Lama, Tibet will turn uglier 


HOSE looking for confirmation that China is a responsi- 

ble, pragmatic power are confounded by its treatment of 
Tibet. The harsh and paranoid rhetoric hurled from Beijing 
this week at Tibetans and their exiled leader, the Dalai Lama, 
is torn straight from the copybook that Lenin used to subju- 
gate Turkestan. The same Communist leaders who display 
their sophistication at international gatherings keep incar- 
cerated a small boy whose only crime is that it was the Dalai 
Lama who was first to declare him the reincarnation of the 
Panchen Lama, the second most-revered figure in Tibetan 
Buddhism. China's hardline policies threaten to destroy what 
little is left of the culture of an extraordinary people. But it 
does not have to happen. Indeed, many Chinese in private 
say it must not. With conciliatory noises now coming from 
the Dalai Lama, China has a rare opportunity to solve its “Ti- 
bet question” once and for all. 

To do so, China would have to dump much baggage. It is 
obsessed with its own version of history, which purports to 
prove that Tibet is, and always has been, an indivisible part of 
the “motherland”. The Chinese set great store by their Em- 
peror Qianlong's order in 1792 that the Dalai Lama and other 
incarnations should be chosen by a “lottery” carried out via a 
set of golden urns housed in Beijing. To them this proves Chi- 
nese hegemony over Tibet. To the student of modern Tibet, 
the essential points are simple: at no time in Tibet’s history 
did China exercise direct rule. And from 1913 until 1950, 
when the Communists invaded, Tibet was in practice an in- 
dependent country—and might be so today, as Mongolia is, 
had it played its cards better. 

Has China no legitimate interests in Tibet? In the past, 
imperial China intervened when Tibetan infighting threat- 
ened interests at home. That is no risk today. Nor, for a long 
time, has Tibet been an imaginable platform for invading for- 
eign armies. Nowadays China’s interests would best be served 
by pulling back from Tibet. Its garrison there, much of it given 
over to internal repression, is a drain on the exchequer. Its use 
of Tibet as a nuclear dumping-ground breeds resentment 
there. Above all, China’s policy of mixing repression with 
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bucketsful of central-government money, most of which be- 
nefits ethnic-Chinese immigrants, has set the 2.4m Tibetans 
all the more resolutely against Chinese rule. The constant 
denigration of the Dalai Lama threatens to be the final straw. 
How much longer before Tibetans rise up again in bloody, 
though no doubt futile, revolt? 


Both sides should give 


The Dalai Lama knows that western protestations of support 
are two-faced; in reality, the Chinese can do what they like in 
Tibet. But he alone has the authority amongst Tibetans to rec- 
oncile them to Chinese rule. Those around the Dalai Lama say 
that he is ready to offer the Chinese concessions that might 
make possible his return. In essence, he will affirm China’s 
sovereignty over Tibet, but in return will push for a degree of 
autonomy for Tibet that is, admittedly, puny by the standards 
of what he has spent his life fighting for, but perhaps substan- 
tial in comparison with what Tibetans have now. The Dalai 
Lama is brave, for this involves abandoning the grander goals 
of many Tibetans-in-exile and their Hollywood-chic support- 
ers. It also rules out any temporal role for himself. 

China’s president, Jiang Zemin, should seize the chance. 
He should reinstate Tibetan as the main language in both 
schools and government, ensure genuine religious freedom 
and free the more than 600 political prisoners, mostly monks 
and nuns, that are held in Tibet. The ethnic-Chinese Commu- 
nist hardliners who run the country should be replaced with 
Tibetans, and Mr Jiang should promise to bring back home 
not just his troops but also many of the hundreds of thou- 
sands of ethnic Chinese—most of them illegal immigrants— 
who swamp Tibet. 

China would have little to lose with such a policy, but 
plenty to gain. It would help reassure Taiwan that China is a 
responsible guardian of its territories. It would remove a great 
irritation in China’s internal affairs, as well as in its dealings 
with overseas governments. Not least, it would allow China’s 
leaders to hold their heads higher in the world. 
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The central banker as god 


1998 may be remembered as the year in which the power of central bankers 
reached its zenith. They should enjoy their moment of glory: it will not last 


HE past decade has witnessed one of 

the biggest bull markets of all time. Not 
least, it seems, for central banks. In country 
after country monetary policy has been 
taken away from unreliable politicians 
and handed to upstanding central bankers. 
The new European Central Bank (ECB) 
epitomises the bankers’ ascendancy. From 
next January the ECB will be the most pow- 
erful central bank in the world, even more 
insulated from outside political pressures 
than is Germany’s Bundesbank today. 

In America, too, the influence of the 
Federal Reserve has grown—and its public 
image has hugely improved. In 1982 a Ten- 
nessee construction journal carried on its 
cover a “wanted” poster of Paul Volcker 
and the other six Fed governors—“The 
Maleficent Seven"—accusing them of "pre- 
meditated and cold-blooded murder of 
millions of small businesses". Today, Alan 
Greenspan, Mr Volcker's successor as chair- 
man of the Fed, is revered as a god by most 
investors and voters. 

Central bankers were given their new 
status and power only after years of high in- 
flation had led to the conclusion that politi- 
cians could no longer be trusted with mon- 
etary policy. And judged by consumer 
prices, the bankers can certainly claim to 
have delivered: the average inflation rate in 
the rich industrial economies has fallen to 
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1.5% this year, its lowest rate since the 1950s 
(see chart 1). 

Ironically, it is their very success in 
delivering “price stability” that may now 
lead to the decline of central bankers’ influ- 
ence, in two ways. First, with the apparent 
death of inflation—the enemy they were 
given such freedom to fight—their legiti- 
macy is being challenged. And second, 
while central banks have been able to de- 
clare the battle for “price stability" won, 
there are growing doubts about whether 
they have been neglecting other sorts of in- 
flation, especially in asset prices. 

Even before the ECB takes the monetary 
reins, its power and autonomy have come 
under political attack. The Maastricht 
treaty, which gives the ECB independence 
to pursue its goal of price stability, was ne- 
gotiated by politicians from largely centre- 
right governments. Now the left controls or 
shares power in nine ofthe 11 countries that 
will adopt the euro. And several of the new- 
comers are less persuaded than their prede- 
cessors of the virtues of monetary (and in- 
deed fiscal) discipline. 

By far the most significant is Germany's 
new Social Democrat-led government of 
Gerhard Schroder. It was Mr Schröders 
predecessor, Helmut Kohl, who so eagerly 
preached the doctrine of central-bank inde- 
pendence at Maastricht. Yet the new Ger- 









man finance minister, Oskar Lafontaine, 
has wasted no time telling the Bundesbank 
and the ece that they should pay as much 
attention to job creation as to inflation. 

In other European countries, too, the 
notion that central banks should shift their 
sights from inflation to output and jobs has 
gained support. This could put the ECBon a 
collision course with politicians. Indeed, 
there is a risk that this political bullying 
might make the ECB more wary than it 
would otherwise be about cutting interest 
rates next year, purely so as to flaunt its in-. 
dependence. As one central banker puts it, 
“we are like whipped cream—the more you 
beat us the harder we become." 

in America, in contrast, most politi- 
cians and voters think that the Fed has 
done a fine job. It has delivered over seven 
years of uninterrupted growth and low in-i 
flation. Mr Greenspan's halo slipped only 
slightly in September, when he was criti- 
cised for not making bigger interest-rate 
cuts at a time when the world seemed to be 
on the brink of financial meltdown. But his 
unexpected rate-cut in October has been 
widely praised—and it has helped push 
Wall Street up by almost one-fifth from its. 


|; Industrial countries" consumer prices 
o Ss Intrease on year earlier: ; nee 
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September low. 


Yet Mr Greenspan is still v walking a par- ` 


ticularly delicate tightrope. Share prices 
could easily tumble once more, and Ameri- 
. cà's economy may sink into recession next 
year—even if interest rates are cut again. In 
such an event, he may quickly be turned by 
America's fickle public from god to devil. 
Indeed, as economies in both America 

and Europe slow next year, the challenges 
to today's accepted wisdom—that central 
banks should be independent, and should 
be given a prime or even only goal of price 
stability—will surely grow. Yet the case for 
putting monetary policy in the hands of an 
independent central bank remains strong. 
Politicians may be tempted to engineer a 
boom ahead of an election, knowing that 
inflation will take off only after the votes 
have been counted. That means that gov- 
¿o ernments’. anti-inflationary policies lack 
credibility, encouraging: workers to de- 
> mand bigger pay rises and investors to seek 

higher bond yields. If, instead, indepen- 
dent central banks are put in control of in- 
~ terest rates, inflation can be defeated at a 
smaller cost in lost output and jobs. 

Even such critics as Mr Lafontaine in- 

4. sist that they are not questioning the inde- 

^ pendence of central banks, just their meth- 
ods. They may even have a point. Central 
bankers, unlike the pope, are fallible—and 
they have made plenty of mistakes in re- 
cent years. However, their blunders have 
not been those of which they usually stand 
accused. Any appraisal needs to distin- 
guish carefully between the charges that are 
being laid against them. 


Offtarget 

The first is that central banks should focus 
on growth as well as inflation. The second 
is that central banks are too secretive. The 
third, and perhaps most serious, is that cen- 
tral banks may be focusing on too narrow a 
measure of inflation. 

The notion that central banks should 
care as much about output and jobs as they 
do about inflation reflects a misunder- 
standing. It starts from the fallacy that a low 
inflation target will permanently choke 
growth. Yet the bulk of continental Eu- 
rope's 11% unemployment rate, which is Mr 
Lafontaine's gripe, is not due to insufficient 
demand caused by high interest rates. 
Rather, it results from structural rigidities 
in Europe's labour and product markets. A 
looser monetary policy would have no 
long-term effect on output and jobs; it 
would simply push up inflation. That rein- 
forces the case for price stability being the 
right long-term goal for the Ecs—and for all 
central banks. 

Moreover, aiming at an inflation target 
does not mean ignoring growth and em- 
ployment. Central banks take account of 
both in forecasting the future path of infla- 
tion. The ECB'scritics make much of the fact 
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dii by law, America’ s Fed is supposed to 
worry about jobs as well as inflation, and 
"they point to its recent interest-rate cuts as 


proof of its greater tolerance of inflation. 
But in recent years, the Fed has, in practice, 
given priority to inflation. 

The second topical complaint about 
central banks--that they lack accountabil- 
ity and transparency—applies especially 

strongly to the ECB. The danger is that with- 
out some accountability to elected politi- 
cians, the ECB will find it hard to secure the 
sort of public support that is enjoyed by the 
Bundesbank and the Fed. It could become 
an easy scapegoat for politicians when 
things go wrong. 

In a democratic society, the best way to 
win legitimacy and public trust is open- 
ness. But the EcB has decided that, unlike 
the Fed or the Bank of England, it will pub- 
lish neither the minutes of its policy meet- 
ings nor details of how members vote. This 








reticence may make it an easier target for 
those attacking its independence. 

The third criticism of central banks is 
more controversial. Although most econo- 
mists agree that inflation, not jobs, is the 
right target fora central bank, they differ on 
a crucial point: what measure of inflation? 
The recent economic crises in Japan and 
East Asia show that unsustainable booms 
can happen even when consumer-price in- 
flation is low. In each case, lax monetary 
conditions drove up the prices of equities 
and property, but not of goods and services. 
Yet bubbles always burst in the end, with 
painful consequences. 

This is worrying, not least because there 
are reasons to fear that a bubble has been 
swelling in the United States, too. On the 
surface, its economy looks healthy, with in- 
flation currently running at only 1.5%. But 
the consumer-price index by which infla- 
tion is measured does not include rising 
prices for financial assets. Some stockmark- 
et analysts claim that high share prices re- 
flect the productivity gains of the "new 
economy". But look closer and there are 
symptoms of financial excess. To mention 
only three, share prices remain overvalued 
by most historical measures; the broad 
money supply has been growing at its fast- 












est rate for 13; years; and the household save 
ings rate has turned negative for the first 
time since the 1930s. 

Thus, far from being dead, inflation 
may have merely assumed a different guise. 
And the lesson, as The Economist argued 
earlier this year, is that central banks 
should pay attention to the prices of assets 
as well as monitoring the prices of goods 
and services. 

Central banks already take account of 
rising share prices if they threaten to spill 
over into general inflation as consumers 
are encouraged to spend some of their capi- 
tal gains. But even if a stockmarket boom 
has no impact on inflation (which mea- 
sures the rising price of current consump- 
tion) central banks should still worry 
about inflation in asset prices (which re- 
flect claims on future consumption). Just as 
with normal consumer-price inflation, as- 
set-price inflation can misallocate re- 
sources in the economy by distorting price 
signals. Rapid increases in the prices of eq- 
uities and property may encourage firms to 
over-invest, or investors to over-borrow, as 
they bet on future capital gains. 

Asset-price inflation carries another 
danger: that prices will overshoot and then 
collapse. This has been seen repeatedly: re- 
cent examples include Japan and Hong 
Kong. The collapse can then trigger broader 
economic and financial instability, to 
which central banks feel obliged to re- 
spond. It would clearly be wiser to prevent 
a bubble forming in the first place. As his- 
tory has shown, the longer a bubble lasts, 
the bigger the bang when it bursts. 

So there is a strong theoretical argu- 
ment for central banks to pay more atten- 
tion to asset prices. That does not mean 
aiming for a particular level in, say, the 
American stockmarket; but it might mean 
that a sharp rise in share prices is treated as 
one more signal pointing towards higher 
interest rates. Central bankers, however, 
seem reluctant to heed such signals. 

One reason is that it is hard to tell a bub- 
ble when you see one. Rising share prices 
might be justified by strong economic fun- 
damentals and higher future profits. It is 
surely dangerous to assume that central 
banks know better than the market. But 
even if asset-price inflation is hard to mea- 
sure, this isa poor excuse for ignoring rising 
share prices—especially when they are ac- 
companied, as recently in America, by 
rapid monetary growth and other signs of 
froth in the economy. 


Hubble bubble, asset-price trouble 

Even if it is clear that a bubble is being in- 
flated—as some in the Federal Reserve be- 
lieved earlier this year—what should be 
done about it? The link between monetary 
policy and asset prices is unclear. A sharp 
rise in interest rates might trigger a stock- 
market crash, which would bring down on 
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central bankers the wrath of politicians 
-and shareholders, and maybe do serious 
economic harm. Most people view a rise in 
consumer prices as a bad thing, but a rise in 
equity or house prices is usually wel- 
med—not least by the 50% of American 
ouseholds that own shares. 
Indeed, there is a curious asymmetry in 
tudes towards movements in share 
prices. It is generally accepted that if share 
prices tumble, central banks should stand 
-ready to cut interest rates to protect econo- 
. miesfrom the fall-out. But it is surely incon- 
sistentthen to argue—as many do—that the 
Fed should not usually interfere when they 
aresurging onwards and upwards. 

This debate goes back to 1911, when Ir- 
ving Fisher, an economist, argued that poli- 
cymakers should aim to stabilise a broad 
price index that included shares, bonds 
and property as well as goods and services*. 
Now Joseph Carson, an economist at Deut- 
. sche Bank in New York, has constructed 
“such a price index for America. Although 

shares have a weight of only 5% in the in- 
dex, it surged during 1996 and 1997 at its 
fastest rate since the late 1980s (see chart 2 
on previous page)--a sign that monetary 
. policy needed to be tightened. If America’s 
bubble bursts and its economy goes into re- 
i: cession, the Fed will inevitably be blamed 
for not cutting rates 
sooner. Its real mistake, 
however, may have been 
“not to raise rates some 
years ago. 
When consumer-price 
inflation is subdued, there 
“is an obvious objection to 
raising interest rates to 
prick an asset-price bub- 
ble: that it could result in 




















do more harm than good: 
their actions can create in- 
stability rather than stabil- 
ity. On the surface it seems 
an anomaly that, while 
most other prices in the 
economy are being deregu- 
lated and exposed to mar- 
ket forces, central banks 
continue to fix the price of 
money—ie, interest rates. 
Why should the Fed know 
what the correct interest 
rate is, any more than a 
government knows the 
correct level of rents? Cen- 
tral bankers, says Mr Grant 
and his supporters, have 
become the central plan- 
nets ofthe late 1990s. 
Suppose interest rates were, instead, de- 
termined in the money markets, by the sup- 
ply of savings and the demand for them. 
Then, in recent years, as borrowing ex- 
ploded, they would automatically have 
risen, helping to cool the boom. Mr Grant 
argues that the Fed's intervention has upset 
this balance. In particular, the Fed sup- 
pressed rates in the early 1990s in order to 
bail out the banking system. In the process 
itunleashed a credit boom and widespread 
underpricing of risk. 


Who needs them? 


Might we be better off 
without central banks at 
all? Countries used to 
manage without them, af- 
ter all. In 1900, only 18 
countries had a central 
bank, compared with 172 
today (see chart 3) And 





deflation elsewhere. But, 

argues James Grant, editor of Grant's Inter- 
est.Rate Observer, a financial newsletter, 
:; that is exactly what should have been hap- 
“pening in recent years. In a period of rapid 
technological change and large productiv- 
5 itygains, he argues, prices should be falling, 
|. justas they did in the late 19th century. This 
_ as the benign type of deflation, not the viru- 

.. dently malignant kind seen in the 1930s. 
Mr Grant accuses the Fed of having in- 
advertently pursued an over-expansionary 
“monetary policy that helped to fuel the bull 
market. Its mistake, he argues, was to aim 
for price stability, rather than to allow 
prices to fall in line with productivity gains. 
This is similar to the 1920s-~also a decade 
of rapid technological progress—when the 
Fed propped up product prices with easy 
credit, which then inflated share prices. In- 
terestingly, in its Federal Reserve Bulletin 
in 1937, the Fed admitted that a falling 
price level in the 1920s might have helped 

to maintain overall financial stability. 

Some economists conclude from such 
episodes that central banks have tended to 
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many economists have ar- 
gued that a further fault of central banks is 
that, by acting as lender of last resort to the 
banking system, they foster moral hazard: 
banks lend more recklessly because they 
know they will be bailed out if things go 
wrong. 

For these reasons, some economists 
have advocated free banking, in which pri- 
vate banks issue their own bank-notes that 
circulate freely in competition with other 
banks. Walter Bagehot, a 19th-century edi- 
tor of The Economist, at one time also fa- 
voured doing without a central bank, but 
accepted that “proposing to do away with 
the Bank of England is as futile as propos- 
ing to end the British monarchy.” Yet now 
that the monarchy is no longer revered, 
should the Bank stay sacrosanct? 

In today’s financial system, it would be 
fanciful and dangerous to scrap the lender 


* Two related articles are: "On a Correct Measure of Infla- 
tion” by Armen Alchian and Benjamin Klein, Journal of 
Money, Credit and Banking, 1973; and “Less Than Zero: 
the Case for a Falling Price Level in a Growing Economy” 
by George Selgin, IEA Hobart paper no.132, 1997. 























of last resort altogether. Likewise, although 
it may sound attractive in theory to allo 
the market, rather than central banks, to set 
the level of interest rates, it could be danger- 
ous in practice, Financial markets are by 
nature volatile, subject to under- and over- 
shooting. In the 19th century, before the Fed 
existed, America still suffered severe boom- 
and-bust cycles That central banks have 
failed to end booms and busts is not, in the 
end, a sufficient reason to take monetary 
policy away from them—still less to give it 
back to politicians. Rather, it is an atgu- 
ment for seeking better ways to conduct 

monetary policy. 

The notion that if governments simply .. 
gave central banks their independence all 
economic ills would be cured was always 
naive. Politicians, markets and voters exe 
pect too much of central banks. Such is the 
current faith in Mr Greenspan that he is ex- 
pected to deliver full employment, price 
stability, a strong banking system and a ris- 
ing stockmarket. Nobody, even Mr 
Greenspan, can achieve all this. Yet ma 
kets’ belief that he can fuels the view that 
the boom can continue for ever. 

Central banks’ monetary levers have a 
ways worked clumsily, and the evolvin 
shape of the financial system has made 
their job harder still. The task of central 
bankers has traditionally been defined by 
three words: money, banks and inflation. 
Over the past two decades of financial in- 
novation, central bankers have struggled 
with the questions of “what is money?" and 
“what is a bank?". Now, at the pinnacle of 
their power, it is disconcerting that they 
need to ask “what is inflation?". 

“How do we know when irrational exu- 
berance has unduly escalated asset 
values? ... And how do we factor that as- 
sessment into monetary policy?" Mr 
Greenspan asked the right question in De- 
cember 1996, But his failure then to act to 
prick the bubble may yet prove to have 
been a big mistake. But Mr Greenspan is 
not a god, after all. 
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Too close to call 





As Saddam Hussein refused 
to back down, the likelihood 
of America bombing Iraq 
drew close. A military build- 
up began, with more war- 
ships, aircraft and troops be- 
ing sent to the Gulf. The UN 
withdrew its weapons inspec- 
tors and most of its humani- 
tarian staff from Iraq. 


Israel’s cabinet unenthusiasti- 
cally accepted the Wye ac- 
cord with the Palestinians, 
but set a series of conditions 
for putting it into effect. 


In Sierra Leone 14 people 
were sentenced to death for 
collaborating with the former 
military junta. The former 
president, Joseph Momoh, 
was sentenced to ten years in 
prison but acquitted of trea- 
son. Heavy fighting was re- 
ported in the east. 


Rwanda admitted for the first 
time that it has troops in 
Congo, saying it has formed 
a joint military command 
with Uganda and the rebels 
to prosecute the war. 


Gagged 


After 20 years in America’s 
Congress, and four years after 
putting Republicans in con- 
trol of both houses almost 
single-handedly, Newt Ging- 
rich resigned as speaker and 
said he would leave politics. 
He had been blamed for mis- 
reading the popular mood 
before last week’s mid-term 
elections. Bob Livingston of 
Louisiana, a more concilia- 
tory figure, was set to succeed 
him as speaker. 
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"cm POLITICS THIS WEEK 


In the first phase of hearings 
in the impeachment inquiry 
against Bill Clinton, constitu- 
tional experts told members 
of the House Judiciary Com- 
mittee that a halfway repri- 
mand, such as censure, would 
have no basis in the 
constitution. 


Dealing two blows to presi- 
dential confidentiality, the 
Supreme Court ruled that the 
president's bodyguards were 
not exempt from testifying 
about his private behaviour, 
and that his conversations 
with government lawyers 
could not remain 
confidential. 


More than 700 kilos of co- 
caine was found aboard a 
Colombian Air Force trans- 
port aircraft at a Florida air- 
port. Colombia's airforce 
chief, General Manuel 
Sandoval, took responsibility 
and resigned. 


The Colombian government 
ceded control of a large 
chunk of the Amazon jungle 
to the rebel forces of the 
FARC: peace talks will start in 
this "demilitarised" zone. 





and debt-reduction schemes 
for the Central American 
states devastated by Hurri- 
cane Mitch. The search for 
bodies went on. 


Chile's national security 
council, where the armed 
forces are strongly repre- 
sented, was summoned to 
discuss the Pinochet affair. 





Colonel Hugo Chavez, a 
coup-plotter in 1992, looked 
likely to win the presidency 
democratically after his sup- 
porters did well in congres- 
sional and governorship 
elections in Venezuela. 


Spratly spat 


The Philippines put its navy 
on alert after accusing China 
of building facilities on Mis- 
chief Reef, in the South China 
Sea, capable of handling large 
ships. Both countries claim 
the reef, in the Spratly Is- 
lands, an area thought to 
contain oil and gas deposits. 


President B.J. Habibie con- 
vened a meeting of Indone- 
sia's legislators to consider 
proposals for more democ- 
racy. Violence erupted on the 
streets as students protested 
that the proposals were too 
limited, and demanded that 
Mr Habibie go. 


America ended most of its 
economic sanctions against 
India and Pakistan, imposed 
as punishment for their nu- 
clear tests. 


Civil war broke out again in 
the Central Asian republic of 
Tajikistan. More than 200 
people were killed in clashes 
between the army and rebels 
in the Leninabad region. 


Burdens 


Russia's Communist-domi- 
nated Duma gave qualified 
approval to a cautious pack- 
age of economic rescue-mea- 
sures. Japan threw Russia an 
economic lifeline in the form 
of an $800m aid package. 
Other governments promised 
food aid. 


Gerhard Schröder, Germa- 
ny’s new chancellor, said in 
his inaugural speech to par- 
liament that Europe should 
make job creation a top prior- 
ity—although he was held 
back by the “financial bur- 








dens” bequeathed by his 
predecessor. 


The euro’s stability pact 
looked less stable after Italy's 
prime minister, Massimo 
D'Alema, followed comments 
by a top German government 
adviser in saying countries 
should be allowed to expand 
budget deficits “temporarily” 
beyond the 3%-of-Gpr limit. 





Despite talk of recession, the 
jobless rate in the Eu fell be- 
low 10% for the first time in 
six years. The rate, though, is 
higher in the euro-11 coun- 
tries at 10.9%; with Spain’s, at 
18.5%, the highest of all. 


Deniz Baykal, head of the Re- 
publican People's Party, 
which holds the balance of 
power in Turkey, switched al- 
legiance and launched an ef- 
fort to bring down the gov- 
ernment, led by Mesut 
Yilmaz’s Motherland Party, 
over a corruption scandal. 


American mediators ran into 
difficulty with both Serbs and 
Albanians as they sought con- 
sensus on the political future 
of Kosovo, Serbia’s southern 
province. 


The Greek government un- 
veiled a 1999 budget de- 
signed to ensure that the 
country qualifies to become 
the 12th member of Europe's 
EMU by January 2001. 


In a referendum, the Portu- 
guese overwhelmingly re- 
jected a proposal by their So- 
cialist government to devolve 
more power to the regions. 
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Banana drama 





tween America and Europe 
reached the war-of-words 
stage, when America said it 
would slap 100% import du- 
ties on a long list of EU prod- 
ucts. The EU countered that it 
would go to the wro. The dis- 
pute has come to a head be- 
cause of the EU's apparent 
failure to comply with a wro 
ruling to drop its tariff prefer- 
ence for bananas from Carib- 
bean and African ex-colonies 
over cheaper Latin American 
bananas. 


America is balking at any alli- 
ance between British Airways 
and American Airlines unless 
the firms make big conces- 
sions over Heathrow land- 
ing slots. BA claimed it had 
the right to strike a code-shar- 
ing deal with AA without 
opening up London's main 
airport or shedding slots. 


Italy is to liberalise 3096 of its 
electricity market by next 
year, with another 10% to 
come by 2002, beating an EU 
requirement of 33% by 2003. 


Britain's largest generator, 
British Energy, beat market 
expectations with first-half 
pre-tax profits of £46m 
($77m), partly due to an ex- 
ceptional accounting credit, 
compared with £4m a year 
ago. The results added to 
speculation that British En- 
ergy would make a £1.8 bil- 
lion bid for a regional utility, 
London Electricity, and that it 
could be interested in some 
generating plant put up for 
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sale by its rival, PowerGen. 


Vivendi of France bought 23 
power plants in America's 
north-eastern states through 
its majority-owned American 
unit, Sithe, from GPU for $1.67 
billion. The deal transforms 
Sithe into one of the biggest 
producers of power in the re- 
£ion. GPU is now out of gen- 
erating and into distributing. 


The French government is to 
transfer its 46% stake in 
Dassault Aviation to Aero- 
spatiale prior to the privati- 
sation of Aerospatiale in 
preparation for a possible 
merger with British Aero- 
space and Germany's Daim- 
ler-Chrysler Aerospace. 


Sonora’s initial public offer- 
ing was a roaring success, 
valuing the former Telecom 
Finland at some 43 billion 
markka ($8.4 billion). Its 
shares soared by nearly 38% 
on the first day of trading af- 
ter a 22.2% stake in the state- 
owned telecoms group was 
floated. 


Cable and Wireless, a Brit- 
ish telecoms group, aban- 
doned its plans to ally with 
Telecom Italia to form the 
world’s second-biggest inter- 
national telecoms carrier. 


France Telecom resurrected 
a share offering delayed last 
month by rocky market con- 
ditions. The proceeds of some 
FFr60 billion ($10.7 billion) 
will be split between the com- 
pany and its largest share- 
holder, the state. France 
Telecom plans to use the cash 








to expand internationally, in- 
cluding a share swap with 
Deutsche Telekom. 


Central European telecoms 
stirred. Greece's partially 
privatised telecoms firm, OTE, 
is taking a 35% stake in state- 
owned RomTelecom for 
$675m, a big boost for Roma- 
nia’s moribund privatisation 
efforts. Poland, faced with 
strong demand at home and 
abroad for Telekomunikacja 
Polska, priced the telecoms 
outfit “realistically” to value 
it at $6.2 billion. 





Japan’s ruling Liberal Demo- 
cratic Party announced plans 
for yet another economic 
stimulus pa worth ¥10 
trillion ($82 billion), includ- 
ing cuts in income tax and 
corporation tax. The full gov- 
ernment package will be an- 
nounced next week. 


The Japanese government is 
planning to lend up to Y100 
billion ($820m) to Nissan, a 
troubled car maker that is 
having difficulty raising 
money privately. 


Deutsche Bank and Nip- 
pon Life are forming a Lon- 
don-based joint venture in as- 
set management, giving each 
a big step up in the other's 
home market. 


Generali, Italy's largest in- 
surer, and Commerzbank, 
Germany's fourth-largest 
bank, announced a 2.4 tril- 
lion lire ($1.4 billion) cross- 
shareholding, in which 














BUSINESS THIS WEEK 


Generali gets a 5% stake and 
Commerzbank one about 
half as big. The alliance will 
allow the two to increase 
their joint influence over 
Banca Commerciale Italiana 
(which may merge with 
Banca di Roma) and Banco 
Central Hispano. 


The merger planned between 
three of Norway's big 
banks collapsed. Shares in 
Fokus Bank, one of the three, 
soared as the firm received 
unsolicited takeover bids 
from both Sweden's 
Handelsbanken and Den 
Danske Bank, Denmark’s larg- 
est bank. 


One of Britain's big banks, 
Abbey National, said it 
wanted to switch auditors af- 
ter Coopers & Lybrand 
merged with Price 
Waterhouse to form Price- 
waterhouseCoopers, which 
audits many of Abbey Na- 
tional's competitors. 


Forging 


The world's largest specialty 
chemicals group is being 
formed through the merger of 
two Swiss companies, Ciba 
Specialty Chemicals and 
Clariant. Clariant, as it will 
be called, will have a market 
capitalisation of more than 
SFr20 billion ($14.4 billion), 
sales of SFr18 billion and a 
55,000-strong workforce in 
120 countries. 


Italy's Fiat and Renault of 
France are to merge their 
foundry operations to create 
a huge vehicle-components 
firm, with annual sales of 3.3 
trillion lire ($2 billion). Terms 
were undisclosed. The car 
makers had already pooled 
their bus-making units, 


Cargill, a giant American 
grain group, is buying Conti- 
nental Grain’s commodity- 
marketing business for an un- 
disclosed sum. The deal could 
attract antitrust interest. 
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lel 0f Executive Education, Chosen Time & Again 


Thousands of executives, representing the world’s top corporations, choose Kellogg each year to enhance 
their educational development. For almost 50 years, executives and their sponsoring companies have 
turned to us to help prepare them for greater management responsibilities in an increasingly global 
business environment. 

When you attend a general management program at Kellogg, you become a part of one of the world's finest 
institutions for managerial studies. You share your experiences and ideas with colleagues from around the 
globe. And, most importantly, you benefit from the real business experience and the extensive research of the 
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Back on Indonesia’s streets 


JAKARTA 


Indonesia has its best chance for decades to become a real democracy. But it 


has got off to a rocky start 


H5 official title is president, but refer- 
ences to BJ. Habibie rarely stop at 
that. For whether the chosen term is “pro- 
tégé", “former vice-president” or “succes- 
sor”, no description of Mr Habibie is com- 
plete unless it ends with another name: 
Suharto. Those relentless associations to In- 
donesia’s vilified ex-president explain why 
this country of 200m people was in such 
turmoil this week. For it is Mr Habibie’s ties 
to Mr Suharto that make it so crucial, yet so 
difficult, for him to keep his grip on power. 

It was those ties that persuaded him to 
call a special meeting of Indonesia’s Peo- 
ples Consultative Assembly (MPR) this 
week, to ratifyan election timetable that Mr 
Habibie hoped would allow him to stall 
and appease for just a while longer. And it 
was those ties that again brought thou- 
sands of demonstrators onto the streets of 
Jakarta, in the face of violence, to demand 
that the assembly get it right. 

Initially at least, it was the demon- 
strators and their adversaries who attracted 
most of the attention. On November 9th, 
the day before the four-day assembly began, 
column after column of security forces 
were dispatched to surround the parlia- 
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ment building. Their aim was to avoid a re- 
peat of last May, when student demon- 
strators occupied the building, finally 
convincing Mr Suharto that, after 32 years 
in power, he could hang on no longer. 

Although the show of force worked, and 
the demonstrators confined themselves to 
the perimeter, it was not enough to prevent 
the inevitable outbreaks of violence. Some 
protesters were assaulted by civilian volun- 
teers wielding pointed sticks who had been 
drafted in by police. Stones were thrown. A 
car full of protestors crashed into police. 
On November 12th, the police fired shots to 
prevent students who had broken through 
their lines from reaching parliament. But 
despite the highly charged atmosphere 
most of what happened outside parlia- 
ment was predictable—right down to the 
pickpockets. 

Most of what happened inside was pre- 
dictable too. During the first three days of 
the session, the 1,000 members of the as- 
sembly stuck to a discussion of the 12 draft 
decrees that had been prepared in advance. 
These included new rules to restrict a future 
president's tenure to two five-year terms; 
rules for holding elections and allocating 


seats in parliament; procedures for making 
collusion, corruption, and nepotism more 
difficult; and proposals for devolving more 
autonomy to some of the diverse regions of 
the sprawling archipelago. 

In short, the assembly spent most of its 
time discussing the core issues that must be 
sorted out before any real steps towards de- 
mocracy can be taken. By mid-week it was 
unclear whether the MPR would stick to the 
election timetable that Mr Habibie an- 
nounced earlier this year. A fresh parlia- 
ment, it is hoped, will be elected next May. 
But some officials said the election might 
be delayed by a month or two. It will be 
contested by the 100 new political parties 
that have sprung up since Mr Suharto's 
downfall. In December of next year, in ac- 
cordance with Indonesia's constitution, a 
new president will be chosen by parlia- 
ment. Then, for perhaps the first time in its 
recent history, Indonesia will be run by a 
£overnment that has been chosen freely 
and fairly by its people. 

To the MPR's outraged critics, these 
promises were not nearly enough. The most 
vocal protests this week were aimed at the 
armed forces and Mr Suharto. Under the 
present system, Indonesia's police and mil- 
itary serve a dual role, called dwifungsi: be- 
sides serving the government, they are also 
a part of it. This was widely accepted in the 
1960s, when communists were viewed as 
an ever-present threat and the armed forces 
were one of the most trusted institutions. 
But after they backed Suharto for three de- 
cades, their dual role is now loathed by 
many citizens. 

Asis MrSuharto. Although Mr Habibie 
has promised a full investigation into the 
former president's assets, the chances of 
ever tracking them down are slim. For 
months, however, the local press has been 
running stories detailing the extent of the 
Suharto family's business empire, as well as 
the corruption and nepotism that went 
into constructing it. While the MPR was 
twiddling its thumbs, protesters com- 
plained, the man who plundered their 
country was being allowed to go free. 

It is difficult to know what to make of 
these complaints. For all the hazards of 
eliminating dwifungsi, and the problems 
of reclaiming Mr Suharto's wealth, it is not 
hard to see why these goals are so popular. 
But there would have been mass dem- 
onstrations this week regardless of what the 
assembly had done. Moreover, any matters 
that the MPR chose to ignore the protesters 
would, in all likelihood, have decided were 
the most important. 

That is the point. Whatever its inten- 
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tions, the current MPR is packed with 
Suharto-era lackeys who can claim only the 
thinnest veneer of legitimacy. While they 
huddled in their chamber, several of Indo- 
nesia’s most popular politicians—includ- 
ing Megawati Sukarnoputri, daughter of 
the country’s first president, and Amien 
Rais, the head of a large Islamic group— 
were forced to hold a separate meeting be- 
cause they are not members of the assem- 
bly. Indeed many protesters were stating 
loudly that they did not care what the MPR 
might do because the whole exercise was a 
thinly veiled attempt to gain Mr Habibie 
some temporary legitimacy (which it is). 
Things would be much better, they argued, 


if he would simply step down. 

With so little agreement on even the 
most basic questions, with the economy 
devastated and with racially-motivated vi- 
olence a constant threat, Indonesia is in for 
a shaky six months. Few can guess what 
those in Mr Habibie’s government will do 
if it appears he will lose the election, or 
what the backlash on the streets will be if it 
is delayed. But for the moment, democracy 
in Indonesia has a chance. Few countries in 
so much trouble get such an opportunity to 
set things right, perhaps for no other reason 
than that they rarely realise how narrow 
their window of opportunity is. In Indone- 
sia, at least, they know the clock is ticking. 





Bangladesh 


Floods, arsenic and a feud at the top 


DHAKA 


The troubled country does not want an early election 


TRIKES and street protests organised by 

the political opposition in Bangladesh 
have strained the nerves of local business- 
men and foreign investors almost to break- 
ing point. A seven-party alliance led by Be- 
gum Khaleda Zia’s Bangladesh Nationalist 
Party appears to be trying to force the gov- 
ernment to call an early general election by 
pursuing a campaign of civil unrest. This 


Protesting to stop the protests 
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was the tactic used successfully to oust Be- 
gum Zia’s government two years ago. The 
Awami League, led by her bitter rival 
Sheikh Hasina, the current prime minister, 
staged a series of demonstrations and 
strikes in 1996 and went on to win the gen- 
eral election that followed. 

This time, however, the opposition may 
have misjudged the popular mood. Two 
years ago, there was strong support 
for a change of government. Now, 
there is increasing anger that politi- 
cal unrest and the two leaders’ seem- 
ingly personal feud are disrupting 
the country’s efforts to recover from 
the worst floods in memory, which 
have wiped out crops and livestock, 
slowed down industry and dis- 
rupted communications. Outside 
the capital lie fields of rotting jute, 
some still under water. Entire vil- 
lages have been buried in sand and 
silt. Bridges have been crushed, and 
an estimated 10,000 kilometres 
(6,250 miles) of roads ruined. 

Flooding apart, the country is 
perpetually hard-up. It has turned to 
the World Bank for help with an- 
other problem: arsenic in the water 
supply of many villages. The water is 
pumped to the surface from wells 
sunk during the past two decades by 
United Nations agencies and other 
aid groups. They seemed to provide a 
great advance in living standards for 
the villagers, but it has since turned 
out that the water is contaminated 
by naturally occurring arsenic. Thou- 
sands of villagers are feared to be dy- 
ing prematurely from poisoning. In 
August the Bank agreed to provide a 
loan of $32m, most of which will be 


used to test the water in every well in the 
country. 

With Bangladeshis being flooded out or 
poisoned right and left, the opposition’s 
campaign seems out of tune with the needs 
of the country. Businessmen are irritated by 
what many have called the politicians’ lack 
of maturity. They point out that few people 
are sure why the opposition called the 
strikes, except to protest against what is 
vaguely termed the government’s cam- 
paign of repression. 

The strikes have also disappointed aid 
donors, who say that Bangladesh has 
avoided epidemics and famine—the usual 
consequences of widespread flooding— 
thanks partly to a huge response to the ap- 
peals for assistance made by the govern- 
ment and the UN: over $600m in dona- 
tions, pledges and loans, says the prime 
minister. UN officials say they will not 
make a further appeal for Bangladesh, espe- 
cially after the Central American floods. 

The opposition does feel that it has spe- 
cific grounds for grievance against the gov- 
ernment. Political skeletons have been 
brought out of the cupboard. On Novem- 
ber 8th, 15 former army officers were sen- 
tenced to death by firing squad for plotting 
the murder, in 1975, of Sheikh Mujibur 
Rahman, the man who won Bangladesh's 
independence from Pakistan in 1971. Most 
of the officers have left the country and 
were tried in their absence. The others are 
expected to appeal. But three opposition 
politicians await trial on charges of con- 
spiracy to murder four former government 
ministers, shot dead in Dhaka jail eight 
weeks after the murder of Sheikh Mujib. 

Few Bangladeshis object to the sentenc- 
ing of his killers. But they are beginning to 
question why the authorities are focusing 
on the fate of Sheikh Mujib and his allies, 
when many other lives were lost during the 
country's first turbulent decade ofindepen- 
dence, which was marked by coups and 
counter-coups. The answer seems to be that 
he was Sheikh Hasina's father. 

The opposition has also criticised the 
government's flood relief programme. But 
business leaders are dismayed that what 
seems to be little more than a struggle for 
power between Begum Zia and Sheikh Ha- 
sina is being placed above the national in- 
terest. Strikes, they say, will only make 
things worse; let politicians find other ways 
to air their grievances. 

As to policy, there is little to choose be- 
tween the government and the opposition. 
In attitude, the Awami League is perceived 
as being more pro-Indian, liberal and secu- 
lar than the opposition alliance, which in- 
cludes Islamic groups and is, at least in its 
rhetoric, virulently anti-Indian. Most edu- 
cated Bangladeshis believe that a change of 
government would not cause the country 
to alter course significantly. 
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Malaysia 
Shouting in court 


KUALA LUMPUR 


N THE second week of the trial of Anwar 

Ibrahim, Malaysia’s former deputy 
prime minister and finance minister, the 
courtroom was struck silent when Abdul 
Aziz Hussin, a prosecution witness, vio- 
lently slammed his hand down and 
shouted in Malay, “Look here.” He was ex- 
plaining some of the methods he has used 
during his 20 years as a policeman in the 
Special Branch to “turn over” by intimida- 
tion people who have been detained. 

This, he said, was how he changed the 
minds of two key witnesses, forcing them to 
retract allegations of illegal sex acts by Mr 
Anwar. The prosecution says this is an ex- 
ample of how Mr Anwar, who faces five 
charges of corruption and five of homosex- 
ual acts, a crime in Malaysia, allegedly 
abused his position by ordering a cover-up 
while still in office. Mr Anwar's defence 
team, however, claims he is the victim of a 
political conspiracy at the highest level. 

Shortly after the trial started, the de- 
fence had seemed to have got the upper 
hand after rigorously cross-examining the 
prosecution's lead witness and extracting 
damaging admissions about the possible 
existence of a second police report into the 
affair. This second report is said to have 
been submitted to the prime minister, 
Mahathir Mohamad, and to contain the 
names of the conspirators against Mr 
Anwar. 

This week, however, Mr Anwar’s law- 
yers were thwarted when the prosecution 
denied that the second police report ex- 
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isted. Tempers were also frayed when on 
November 11th Judge Augustine Paul told 
defence lawyers to stop trying to prove Mr 
Anwar was the victim of trumped-up 
charges and refrain from cross-examina- 
tion in support of their conspiracy argu- 
ment. Instead, he said, they should focus on 
the charges made against their client. 

Mr Anwar claims the charges made 
against him are the result of his rivalry with 
Dr Mahathir. During the trial he took the 
opportunity again to comment loudly 
about the prime minister. “Unfortunately 
for Malaysia, he has to accept the fact that 
the Malaysian public has rejected him,” Mr 
Anwar said about Dr Mahathir. “Foreign 
leaders cannot tolerate him any more.” 

Outside the court, some experienced 
lawyers privately believe that the trial has 
gone well beyond its legal dimensions. 
There is also sympathy for the constraints 
the defence team are working under, such 
as restrictions on the amount of time they 
can talk to Mr Anwar and the ability of the 
prosecution to surprise them with new wit- 
nesses and evidence. 

A row has also broken out about what 
has happened to the long-awaited police 
report into how Mr Anwar got a black eye 
and other injuries while in custody. The at- 
torney general has denied receiving it. The 
delay in making the contents public has 
helped fuel widespread cynicism about the 
charges against Mr Anwar. Whatever the 
outcome of the trial, which will be ad- 
journed while leaders of APEC countries 
gather for a summit in Kuala Lumpur on 
November 17th-18th, many believe that Dr 
Mahathir will not come out of it unscathed. 





Vietnam 


Hands to the 
plough 


FTER the end of the Vietnam war in 
1975, Ho Chi Minh City, better known 

to Americans as Saigon, was swollen with 
refugees. A communist newspaper there 
carried the slogan “To produce is to sur- 
vive—return to the countryside.” Over two 
decades later, in the midst of new econo- 
mic problems, Vietnam’s communist lead- 
ership seems to be following a similar line. 
In mid-October, the party's policy-mak- 

ing Central Committee met in Hanoi to 
outline economic strategy for 1999. In the 
first ten months of this year, it was told, ex- 
port growth was only 3.5%, against 24% in 
1997, despite the depreciation of the Viet- 
namese currency, the dong, by almost 20% 
against the dollar since early 1997. New for- 
eign investment commitments are down, 
while inflation is edging up, reaching 9.6% 





over 12 months to October, against last 
year’s equivalent of 3.6%. The government 
thinks GDP growth is still running around 
6%; the World Bank believes it could be as 
low as 3%. 

The committee responded with a less 
than ringing endorsement of export-led 
growth and foreign investment, the dyna- 
mos of Vietnam’s economy over the past 
decade. In the coming year, the committee 
decided, Vietnam must concentrate on “ag- 
ricultural development and rural econ- 
omy, to stabilise the social-economic situa- 
tion”. Meanwhile, “state-owned sectors” 
should keep the leading role in the econ- 
omy, and give priority to developing the 
domestic market. 

The economic report considered by the 
committee made no reference to Vietnam's 
efforts to join the World Trade Organisa- 
tion, to do a trade deal with the United 
States, or to its commitments to lower im- 
port tariffs. Also absent were firm targets for 
the agonisingly slow efforts by the govern- 
ment to privatise state-owned industry or 
to reform the state-run commercial banks. 
The party seemed to be looking inwards 
rather than outwards. Senior officials 
spoke of the need to develop the “internal 
strengths” of the country. 

The decision to give more attention to 
rural development may have been influ- 
enced by some unrest, sparked by protests 
against corruption, in the northern prov- 
ince of Thai Binh last year. Since then, the 
need to give the countryside equal treat- 
ment with the cities has been a constant re- 
frain of government leaders. At the same 
time the political instability seen in Indo- 
nesia and Malaysia following the region’s 
economic downturn has made Vietnam’s 


29 





sults 





lid n oe EA 


d 


: 
1 


la acini d D Mal E roe 











ASIA 









growth. “We think that a country must 
mobilise its internal resources first,” says 
Vu Mao, a member of the assembly. 

It is unclear how this emphasis on agri- 
culture and the domestic market is going to 
create the 1m-1.2m new jobs that the Na- 
tional Assembly wants to see in 1999, or to 
help toward the hoped-for 6% growth in 
GDP, The often stated. goal of mobilising 
untapped domestic savings in the richer 
cities would involve a politically difficult 
reform of the banking and financial sys- 
tem. In any case, Vietnam is poor, with an 
average income per person of around $340. 

For Vietnam's beleaguered foreign in- 
vestors, the new emphasis on self-suffi- 


leaders cautious of relying on exported ed 















taken out of the country undeclared. 

Still, Vietnam's economy is likely to get 
by tolerably, at least in the short term, de- 
spite the fall in exports. The country's new 
emphasis on its internal strengths will not 
necessarily be the reason why. A good deal 
of foreign investment is already commit- 
ted, and generous development aid is 
promised from outside. 
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China and the Internet 
Zhang on-line 


BEUING 


OR China's ageing, Soviet-trained lead- 
ers, the Internet must seem a puzzling 
thing indeed. Information streams through 
it at the speed of light, newfangled jargon 
` swirls around it and the whole mess is gov- 
ered haphazardly, if at all. But for all its 
cutting-edge newness, the Internet poses 
what is for China a very familiar problem: 
how to benefit from spectacular new tech- 
nology without being transformed by it. 
Zhang Zhidong, a high ranking Qing 
Dynasty mandarin, contemplated a simi- 
lar dilemma late last century and proposed 
a pithy formula for resolving it: "Chinese 
learning for the fundamental principles, 
Western learning for practical applica- 
tion.” Simply substitute “on-line content" 
for “fundamental principles," and that is 
how China today is trying to limit the social 


The Middle Kingdom struggles with being wired 


and political impact of its burgeoning in- 
volvement with the Internet. 

As much as any nation, China stands to 
benefit by applying the technology of the 
Internet to commerce, finance, science, 
entertainment and education. More than 
most, however, it also has reason to fear the 
Internet’s freewheeling ways with uncen- 
sored news and unapproved views. 

Chinese authorities were quick to see 
the threat to their near-total monopoly of 
news and information. About a decade ago 
they began to set tight restrictions on any- 
one accessing foreign computer networks. 
But then there were few computers and 
telephone lines in China, and, as the cen- 
tral telecoms authority controlled virtually 
all access to international gateways, it was 
easy to block the path to unfriendly foreign 
websites and to monitor 
any on-line shenanigans 
within China. 

Now it is much harder, 
after rapid growth in both 
Chinese telecoms and in- 
formation services, As a re- 
sult, Internet use in China 
is skyrocketing. There were 
15m Chinese wangchong 
(net bugs) by the end of 
July, and they are increas- 
ing by. an estimated 
150,000 every month. The 
government expects to 
have 5m Chinese Internet 
users by the end of 2000; 
industry groups predict 
9.4m Chinese will be surf- 
ing the Internet four years 
hence. ; 

While. Internet busi- 
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tough enough. China also faces other chal- 
lenges: its tiny number of credit-card hold- 
ers limits the prospects for electronic com- 
merce. Meanwhile, high access fees charged 
by the stateowned companies that 
monopolise China's connections to the In- 
ternet make it hard for China's estimated 
200 Internet service providers to make 
money. 

Few if any do, according to Yun Tao, 
vice-president of one Beijing-based pro- 
vider, Cenpok Intercom Technology. "It is 
not yet possible to make money in China 
on the Internet... I have been at it for the 
last few years and I tell you, 1 am bleeding 
now," he says. 


Click here 

For the Chinese government, increasing In- 
ternet usage has not only made adherence 
to Zhang's formula all the more important, 
but has also forced a change in tactics. 
Rather than slap endlessly (and increas- 
ingly ineffectively) at hands that click on to 
disapproved sites, China is trying to lure 
the wangchong with its own approved 
sites. Supported by China's state-run news 
agency, Xinhua, and the central telecoms 
authority, China Internet Corporation 
(cic), it has developed what it calls the 
China Wide Web (www.cww.com). 

For the network, computers and soft- 
ware, it has relied on western firms like 
Netscape, Oracle and Sun Microsystems. 
For content, it offers some of the flashiest 
Chinese-language material on the Internet. 
It buys news from leading western agen- 
cies, but does not use anything controver- 
sial or offensive to the Chinese govern- 
ment, Nor does it make apologies. What 
China's Internet industry most needs, ac- 
cording to Peter Yip, CIC's vice president, is 
“localised content that reflects our heritage, 
our culture and our values." So, in a week 
when John Glenn's space trip and the Ti- 
betan leader, the Dalai Lama, both. made 
headlines worldwide, visitors to Cww 
could read only about Mr Glenn. 

Visitors to another cic website 
(news.china.com) were invited to peek at 
the “News Site of the Week” encouraged by 
the tagline “We do the surfing for you”. The 
link connected to a perfectly pleasant and 
perfectly innocuous site called “The Flora 
of China.” Zhang Zhidong, one imagines, 
would be pleased to see his advice being 
heeded once again. In his own day, he was 
widely hailed for his wisdom and his 
words became something of a rallying cry 
for his era's pragmatic reformers. But try as 
they did, they found it difficult to unravel 
the foreign technology from the values that 
produced it, and China’s imperial system 
soon collapsed. 
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UNITED STATES 


After Newt 


WASHINGTON, DC 





There is still life. Harmony is another matter 


HE chant went up, “Newt, Newt, 

Newt”, as he entered the room; the 
speech ranged with dazzling eloquence 
from the political science of de Tocqueville 
and the management theories of Peter 
Drucker to the need to fight diabetes and 
believe in God; and time after time the 
party faithful pushed back their dinner 
plates and rose to applaud. In short, this 
week's speech to Gopac, the group he 
founded to promote lower taxes and small- 
er government, was vintage Newt Gingrich. 
But it was also a valediction. "We never had 
a big majority but we always stood for big 
ideas and that is what made us 
different ... If every Republican will pull 
together with Bob Livingston, these ideas 
will continue to move us forward." 

But will they? Or will Republicans 
squabble so acrimoniously to define the 
soul of their party that they condemn them- 
selves to a protracted civil war that, two 
years from now, will lead not just to failure 
to recapture the White House but to failure 
to keep control of Congress? Historians 
note that the last time the party in the White 
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House won House seats in a mid-term elec- 
tion was in 1934—and the same party then 
won bya landslide in the presidential elec- 
tion year of 1936. 

Whether history will repeat itself, again 
to the Republicans disadvantage, is in the 
lap of the gods, who could yet prick the 
Democrats' euphoria. In the meantime, Re- 
publicans will doubtless take comfort in 
the adage that "the king is dead; long live 
the king." After all, Mr Gingrich, nobly tak- 
ing responsibility for the Republicans' elec- 
tion disappointment, has resigned as 
speaker ofthe House of Representatives lest 
his presence be "an excuse for divisiveness 
and factionalism." On November 18th, and 
with MrGingrich's public approval, the Re- 
publican conference is due to replace him 
by electing his "good friend", Mr Living- 
ston, a long-serving Louisiana congress- 
man plucked from obscurity by Mr Ging- 
rich four years ago to chair the House 
Appropriations Committee. 

The theory then is that where Mr Ging- 
rich was apt to alienate (to the point where 
the Democrats rightly regarded him as their 


secret weapon in the 1996 and 1998 elec- 
tions), Mr Livingston, drawing on the deal- 
making skills needed on the Appropria- 
tions Committee, will accommodate. In 
other words, the party will swiftly recover 
from its election wobbles of last week and 
resume course on an even keel for the presi- 
dential election two years from now. 

But the theory is surely at odds with 
common sense. Perhaps the party's wob- 
bles are, indeed, exaggerated; after all, the 
Republicans still control both House and 
Senate, and, whatever the party's setbacks 
in close contests, the country as a whole 
voted for the status quo (of 401 House 
members seeking re-election, 395 won). Per- 
haps, too, Mr Livingston—who is 6ft sin 
and has both a volcanic temper and a black 
belt in taekwando—will be not just an im- 
posing figure for the House but also an at- 
tractive one fora public which occasionally 
realises that the speaker is “two heart-beats" 
from the presidency. 

The reality, however, is that the party's 
leadership in the House is still in some dis- 
array. Mr Livingston will be the next 
speaker because he has been preparing his 
bid for several months, sewing up so many 
votes that Christopher Cox, from Califor- 
nia, quickly withdrew from the race. Tom 
DeLay is unchallenged as majority whip 
both because he, too, has powers of patron- 
age and because no one else fancies such an 
arm-twisting job when the Republican ma- 
jority is a mere six votes. But beyond these 
two posts Dick Armey is under threat as 
majority leader in the House from Steve 
Largent of Oklahoma and Jennifer Dunn of 
Washington state, and John Boehner is be- 
ing challenged by J.C. Watts as conference 
chairman. 

Moreover, whatever the outcome of the 
leadership contests on November 18th, the 
wounds may be deep and hard to heal. Mr 
Largent represents the Gingrichian “Class 
of '94", who not only believe the Republi- 
cans' mistake was to forget their message 
but who also loathe Mr Armey for his fail- 
ure to own up to his alleged complicity 
with them in last years attempted coup 
against MrGingrich. Mrs Dunn, who serves 
at present as the conference secretary, rep- 
resents a more moderate view, especially 
on abortion. 

Significantly, both (especially the hand- 
some Mr Largent, a former professional 
footballer basking in his membership of 
the NFL Hall of Fame) have hogged the tele- 
vision talk-shows to publicise their chal- 
lenge. The rv viewers may not have votes in 
the Republican conference, but looking 
good on television sends a post-election 
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message to their colleagues that the time 
has come to pick leaders with a wider ap- 
peal to the public than Messrs Gingrich 
and Armey have ever had. 

But the need for a wider appeal goes be- 
yond the Tv screen. In a Republican Party 
dominated in both House and Senate by 
white southern males, Mrs Dunn stands 
out because she is a woman from the north- 
west and J.C. Watts because he is black. As 
the pollsters point out, the party not only 
needs to free itself from some of the more 
extreme ties of the Christian Right but must 
simultaneously broaden its social and eth- 
nic base. The proof of the need is that the 
Democrats’ success came through persuad- 
ing blacks to turn out to vote; the proof of 
its potential is that George Bush won re- 
election as Republican governor of Texas 
with 47% of the Latino vote and 27% of the 
black vote, while his brother Jeb won the 
governor's race in Florida with 58% Latino 
backing (but only 11% black). 

In the meantime, Mr Livingston has to 
play with the hand he has been dealt: a tiny 
majority and a party riven between ideo- 
logues—passionate on everything from 
banning abortion to protecting guns—and 
moderates, arguing that the party should be 
a “big tent”, whose only qualification for 
membership should be acommon beliefin 
lower taxes and smaller and better govern- 
ment. For the moment, Mr Livingston has 
the confidence of both wings: he espouses 
fiscal conservatism but objects to attaching 
non-financial issues such as abortion to fi- 
nancial legislation. Whether the confi- 
dence can last is, however, doubtful. 

All of which raises the ironic thought 
that the most powerful man in the 106th 
Congress will be not Mr Livingston or 
Trent Lott, his counterpart in the Senate, 
but the Democrats’ leader in the House, 
Dick Gephardt. The Republican Senate has 
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never been as gung-ho as the House; and 
Mr Gephardt need only persuade half a 
dozen Republicans to defect on a vote, and 
he has stymied Mr Livingston. 

In other words, because of its internal 
contradictions, the majority party will end 
up conceding more to the Democrats than 
vice versa; and where it cannot concede, it 
will prefer to do nothing. That will mean 
none of the swingeing tax cuts that the out- 


going House approved (and which the Sen- 


ate ignored); no movement in the Senate to 
give the president fast-track authority in 
trade negotiations or to override his veto 


on partial-birth abortions; probably a bi- 
partisan compromise on a patients' bill of 
rights; and possibly the hijacking by the 
presidential campaign of seriously difficult 
issues such as the reform of Social Security. 

And what then? Mr Gingrich, whose 
resignation is surely not the end of his po- 
litical careerand ambitions, sternly told his 
Gopac faithful: “The image of a President 
Al Gore and a Democratic Congress should 
be more than enough to unify us in two 
years of very diligent hard work.” Maybe so. 
After all, the image is a lot more plausible 
this month than it was last. 
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California's Republicans 


They only look dead 


LOS ANGELES 


The most stunning result in last week's elections wasn't quite terminal 


S INCE November 3rd, it looks as if Cali- 
fornia's hyperactive environmentalists 
have yet another endangered species to 
worry about: Republicans. The state party 
that gave the world Richard Nixon and 
Ronald Reagan not only lost the governor- 
ship (by more than 20 percentage points) 
and the race for the Senate in Washington 
(by ten). It also lost five Assembly seats, two 
state Senate seats, and all but two of the 
statewide offices, including all the ones 
that matter. (One crumb of comfort: Chuck 
Quackenbush was re-elected insurance 
commissioner with 5096 of the vote.) 

Party pessimists assert that demograph- 
ics are turning against them. The past de- 
cade has seen 2.6m immigrants moving to 
the state, most of them Latino and Asian; it 
has also seen more than 1.6m Californians 
moving to other parts of the United States, 
most of them the sort of middle- and work- 
ing-class whites who used to make up the 
party's natural base. The Republicans, it 
might seem, are ill-equipped to break the 
Democrats’ hold over this changing elector- 
ate. Being a minority in the state legislature, 
they will have little influence over the re- 
apportionment of the state’s seats in the 
House of Representatives in 2002. And 
their shortage of statewide office-holders 
means that they lack obvious candidates 
for future Senate and governor's races. 

It is certainly true that the Californian 
electorate is changing with astonishing 
speed. In 1994 a Los Angeles Times exit poll 
said that 81% of those voting were white; 
this year it said only 64% were. But the 
declinists exaggerate the strength of party 
loyalties in this increasingly individualis- 
tic state, and they underplay the power of 
referendums (such as those on taxes and 
race-based job appointments) and maver- 
ick millionaires to shake up the system. 

This is not the first time California’s Re- 


publicans have had their obituary written. 
In 1976, in the wake of Watergate, the party 
lost every single statewide race; in 1992 it 
saw two Democratic women returned to 
the Senate and Bill Clinton trouncing 
George Bush in the presidential race. Both 
times, it managed to bounce back. 

The party can point to plenty of special 
factors to explain this year’s debacle. Six- 
teen years of Republicans in the governor's 
office created a feeling that it was time for a 
change; and Governor Pete Wilson’s enthu- 
siasm for immigrant-bashing and union- 
busting meant that two powerful constit- 
uencies were determined to get rid of the 
Republicans. Matt Fong proved a bum- 
bling and inarticulate candidate for the 
Senate. The Monica Lewinsky affair played 
badly in a state where people tend to be- 
lieve they should be allowed to reinvent 
themselves every day—often with the help 
of plastic surgery—rather than pay the price 
of their indiscretions. 

The Republicans’ biggest problem, 
however, was that the election happened at 
a time when the economy is booming and 
crime falling. This prevented the Republi- 
cans from playing their strongest cards. 
And it persuaded the business community 
either to abstain or to tilt Democratic, so 
that even the left-leaning Barbara Boxer 
could outspend Matt Fong two-to-one. Yet 
it would be a foolish Democrat who would 
claim that an election will never be fought 
on the economy again, or that crime will 
never be a galvanising issue in a state with a 
combustible underclass and journalists 
whose motto is “If it bleeds, it leads.” 

That will not matter if the Democrats 
can use the next few years to tighten their 
grip on their new supporters. But political 
machines are hard to build in a state where 
one in six voters is a registered indepen- 
dent and a third of voters claim no strong 
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Lungren's sorry 


political affiliation. The Democrats are de- 
lighted that more than three-quarters of 
Latinos voted for them this month. But 
Latinos are unlikely to stay so Democratic. 
The Republicans won up to 40% of the 
Latino vote under Nixon and Mr Reagan. 
This year, in House races in the country as a 
whole, 37% of Latinos voted Republican 
(compared with 21% of Jews); in Florida 
and Texas the figure was far higher. In the 
long run, the Latinos taste for starting fam- 
ily businesses and buying houses is liable 
to push them towards the Republicans. 
Wiser heads in the Democratic Party are 
well aware of how fragile their success may 
prove. The party co-opted some typically 
Republican issues (which suggests the elec- 
tion was more a revolt against Republicans 
than against Republicanism). Gray Davis, 


the new governor, mocked Dan Lungren. 


for not fighting in Vietnam; even the Dem- 
ocratic establishment supported the death 
penalty and the "three strikes" tough- 
imprisonment law. 

But Mr Davis will find it hard to emu- 
late Tony Blairs policy of robbing the right 
of its ideas and the left of its influence. Far 
from being out of power for the past 16 
years, the Democrats have dominated the 
legislature. Some of the most powerful fig- 
ures in the party are not exactly centrists: 
Sheila Kuehl, the Assembly's majority lead- 
er, isa homosexual-rights activist; John Bur- 
ton, the president pro tempore of the Sen- 
ate is an archetypal product of San 
Francisco; Antonio Villaraigosa, the Assem- 
bly speaker, is a former labour organiser. 
And Mr Davis himself is in debt to the 
unions for more than $7m in campaign 
contributions. 

Still, the Republicans cannot just sit 
and wait for the Democrats to mess things 
up. They need to rid themselves of their 
reputation as the party of enraged white 
males. There are signs that this is beginning 
to happen. The state's new open primary 
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Turning off the tap 


STRANGE as it may 
seem, in a land where 
lettuces grow in the 
desert and fountains 
play aimlessly in every 
mall, America is using 
less water than it did. Between 1980 and 
1995, according to a study just released 
by the United States Geological Survey, 
| water use dropped by 9%, even as the 
population grew by 16%. 

Why? First, because America has lost 
its appetite for trying to capture water in 
£iant dams. The best sites have all been 
taken, and building is too dear; the fash- 
ion now is to remove dams. Second, in- 
dustry has taken to recycling water so 
busily that industrial use—excluding 
thermo-electric power—has fallen by 
35%, to 29 billion gallons (110m cubic 
metres) a day, the lowest figure since 
records began in 1950. 

Farmers have got more efficient, too, 
especially in the West. Although as much 
western land as ever is under irrigation, 
the old rotary sprayers (which sent a lot 
of the water into the air to be blown 
away) have been replaced with systems 
| that water the roots of the crops directly. 

As a result, water use for irrigation has 


| dropped by 11%. 


Lastly, Americans in their homes de- 








has produced a larger number of centrist 
Republican candidates than ever before. 
The number of Latino Republicans in the 
state legislature has risen from one to four, 
and the Republican caucus in the Assembly 
has elected a Latino, Robert Pacheco, as its 
new leader. There are those in the party for 
whom such changes are anathema. But if 
they kick up a fuss they can always be re- 
minded of the debacle of November 3rd. 





The impeachment hearings 


Scholars define, 
populists decide 


WASHINGTON, DC 


HERE was a priceless moment in C- 

SPAN's coverage of the House impeach- 
ment hearings on November 9th. Stephen 
Presser, a law professor from Northwestern 
University, had his turn to explain what 
constitutes an impeachable offence. "I 
want to go back to first principles," he be- 
gan; “I want to talk a little bit about what 
made the constitution necessary." Like sev- 
eral of the 19 witnesses called before the 





serve a pat on the back. Although domes- 
tic use has risen slightly, household ap- 
pliances, from dishwashers to the much- 
maligned short-flush toilet, are now so 
much more efficient that personal water 
use has stabilised at 100 gallons per per- 
son per day. It should be noted, however, 
that the Geological Survey was counting 
only water drawn from America's own 
supplies, ignoring the massive use of wa- 
ter in blue and green bottles imported 
from Europe. 
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House, Mr Presser went on to deliver a 
learned lecture about America's early his- 
tory; and, as he did so, politics briefly as- 
sumed the pleasing erudition of the senior 
common room. Then Mr Presser stopped, 
C-SPAN took viewers’ calls, and erudition 
immediately gave way to populism. “We 
need people of virtue in office,” bubbled 
one caller, who turned out to be Mr Press- 
ers wife; “maybe this means the end for the 
idea of a career politician.” 

If erudition and populism mixed gid- 
dily that day, so did thoroughness and irrel- 
evance. It is splendid, in a way, to behold 
the witnesses’ exhaustive testimony on the 
House website. One treatise leads the 
reader through an exegesis of the constitu- 
tion’s text, then through the history of the 
founding period, then through the under- 
standings of impeachment common in 
England at the time, then through interpre- 
tations that were prevalent in America, and 
then, finally, to the conclusion that there 
are no grounds to impeach the president. 
Another, covering some of the same 
ground, recalls for example that perjury, ac- 
cording to a celebrated English jurist writ- 
ing in 1717, “is of all the crimes whatsoever 
the most infamous and detestable.” Since 
the founders would have shared such 
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views, this scholar argued, they must have 
intended perjury to have been included 
among the impeachable “high crimes and 
misdemeanours” mentioned in the con- 
stitution. Ergo, boot Bill Clinton. 

And yet, splendid though it is, all this 
scholarship seems futile. Since there are ar- 
guments on each side, neither is likely to 
change the views of politicians on the 
House Judiciary Committee. Even before 
the experts testified, the presiding Republi- 
can declared that “the pre-eminent presi- 
dential duty [is] to take care that the laws be 
faithfully executed”; and therefore that a 
president who had obstructed justice and 
committed perjury should clearly be im- 
peached. Meanwhile his Democratic coun- 
terpart emphasised that impeachment has 
been reserved for offences that undermine 
the capacity of a judge or a president to 
carry out the duties of his office, rather than 
for private crimes. The House did not im- 
peach Richard Nixon for tax evasion, so it 
ought not to impeach Mr Clinton. 

The truth, in the end, is that the decision 
to impeach will be made on political rather 
than legal grounds; and the politics points 
towards leaving Mr Clinton in office. The 
House will therefore fumble around for a 
face-saving compromise: it hopes to cen- 
sure the president in some way, and so to 
close the matter. Awkwardly, the one point 
on which most of the legal experts agreed 
was that censure has a shaky basis in the 
constitution. Congress has no authority, 
many argued, to reprimand another 
branch of government that is supposed to 
be equal and separate. But then again, 
maybe American government needs to be 
saved from career lawyers as well as from 
career politicians. 





The anti-smoking campaign 
Look at this 


BOSTON 


AM LAFFIN, a 29-year-old mother of 

two, is waging the battle of her life on 
prime-time television in Massachusetts. 
Her struggle to survive emphysema, a suffo- 
cating and often deadly lung disease, is be- 
ing broadcast in a series of 30-second anti- 
smoking advertisements running until 
December 5th on some of America’s most 
popular television shows, from "ER" to 
“Oprah Winfrey”. Viewers are shown close- 
ups of a healthy lung next to a blackened 
emphysemic lung, and the loop of a trans- 
plant scar that runs under Ms Laffin's arm 
and across her back. In one scene she gulps 
air through an oxygen mask and describes 
her terror at the thought of not being able to 
breathe: “I'd give anything just to bea mom 
instead of some dying reminder of what 
not to do.” 
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Peak viewing, and hard to take 


This $1.5m advertising barrage is fur- 
ther evidence that Massachusetts, whose 
first governor urged a tobacco ban in 1631, 
is sticking to its anti-smoking guns. It was 
the first state in the country to decide that 
its pension funds would hold no tobacco- 
company shares or bonds, and the second 
to put a tax on cigarettes. Massachusetts 
also has a relatively rare law that requires 
cigarette manufacturers to disclose their in- 
gredients. But whereas most other states 
concentrate their fire on the tobacco indus- 
try, the state’s Department of Public Health 
now believes it is necessary to make targets 
of the smokers themselves, and get them to 
quit. Hence this campaign. 

California used to be America’s chief 
propagandist against smoking, but Massa- 
chusetts is now back in front. Tobacco con- 
sumption in the state dropped by 31% be- 
tween 1992 and early 1997, more than three 
times the national figure. The state’s public- 
health statistics also show that, unusually, 
there has been no sharp rise in smoking by 
young people. Despite these successes, how- 
ever, the health department, having stud- 
ied Australian advertisements which show 
the damage cigarette smoke can do to the 
throat and lungs, concluded that some 
vivid pictures were needed to deter smok- 
ers. They seem to be working. Since the new 
campaign began in September, telephone 
calls to the state’s anti-smoking counselling 
service have increased sixfold. 

Ms Laffin herself, who took her first cig- 
arette when she was 10 from a sample pack 
at the corner store, said she was tempted to 
Correction | 
| The picture illustrating our piece on the revival of | 
| Dallas (October 24th), as many sharp-eyed readers | 
| have pointed out, was in fact a photograph of down- | 

town Houston which had escaped labelling. Our | 
| apologies to both cities. | 








start smoking by Olivia Newton-John's cig- 
arette-nonchalant bad girl in the film 
"Grease". By the time she was 21 she had a 
pack-a-day habit. By 24,she was diagnosed 
with emphysema, a disease that gradually 
destroys air sacs in the lungs and reduces 
the supply of oxygen to the bloodstream. In 
May 1995, her left lung was replaced with a 
lung provided by a donor; last year her 
body began to reject the new lung, and she 
needs a second transplant. But second lung 
transplants are rare, and there is a shortage 
of donors. The average wait for a new lung 
is about a year. The doctors say that may be 
too late. 


E DOS 
Louisiana politics 


The Edwards 
endgame 


BATON ROUGE 


N ALL Louisiana and probably beyond, 

no one can charm a crowd like Edwin 
Edwards. The four-term former governor 
hasa sharp tongue and a face eerily smooth 
for his 71 years; his picture still hangs in 
some old women's houses. He has the viril- 
ity ofa younger man, too, he'll boast, if you 
listen long enough. That notorious bravado 
has helped Mr Edwards weather countless 
political scandals. Now he faces what could 
be his toughest challenge yet. 

Last week, a federal grand jury handed 
down sweeping indictments against Mr 
Edwards, his oldest son and four of his as- 
sociates: charges of fraud, extortion, and 
racketeering. Prosecutors say Mr Edwards 
masterminded a scheme to profit from 
Louisiana's riverboat casinos, taking 
money and gifts in exchange for casino li- 
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cences. He faces a maximum sentence of 
350 years in prison and more than $10m in 
forfeitures and fines. 

And he handled the news with typical 
poise. Minutes after the grand jury acted, he 
was on the courthouse steps, surrounded 
by cameras and joking in his lilting Cajun 
accent. “I can truthfully say if my sentence 
is 350 years, | don't intend to serve,” he said. 

That is the Edwin Edwards Louisiana 
has come to expect. The man is a mass of 
contradictions: a teetotaler who gambles 
for high stakes; a womaniser who dotes on 
his 34-year-old second wife, Candy; a 
champion of the poor who lives like a king. 
And he has a firm reputation—so far, un- 
proven—for using his power to make his 
friends rich and himself richer. 

For as long as Mr Edwards has been 
dealing, prosecutors have been lurking. 
More than 15 grand juries have investigated 
him, and one indicted him in 1985, on 
charges that he illegally handed out hospi- 
tal permits. A trial that year in New Orleans 
produced a hung jury; another, the next 
year, ended in acquittal. But observers say 
this case, headed by the United States attor- 
ney in New Orleans, Eddie Jordan, seems 
stronger than the last. In the 1980s trials, the 


Jesse's new job 


ST PAUL 


E STILL seethes with testosterone 

charm; but the sweat shirt has now 
been exchanged for a tight-fitting blue 
suit, and Jesse "The Body" Ventura, the 
professional wrestler who won the Min- 
nesota governor' race this month on the 
Reform Party ticket, must now work out 
how to govern his state. 

He is not quite a neophyte, having 
spent four years, from 1991 to 1995, as 
mayor of Brooklyn Park, a suburb of Min- 
neapolis. But that was no preparation for 
running a state with a $22.5 billion two- 
year budget and 71,000 employees, in- 
cluding 75 key positions that Mr Ventura 
must fill with people himself. 

His first concession to the world of 
state politics has been to change his nick- 
name to "The Mind", implying that he 
means to take, and think about, good 
ideas from any quarter. But if he intends 
to be a sort of moderator, that will not get 
him far in the rough-and-tumble world of 
Minnesota politics. The hard truth is that 
Mr Ventura, who won 37% of the vote and 
beat his closest rival by a mere three per- 
centage points, is a victor without a man- 
date. Although Minnesota saw the coun- 
trys highest turnout last Tuesday, a 
staggering 59%, only one voter out of ev- 
ery four plumped for him. In reality, Min- 
nesota will have a three-party govern- 
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government relied on documents and pro- 
duced no material witnesses. This time, it 
has hours of recorded conversations, 
picked up on FBI wiretaps, which allegedly 
show defendants making deals and de- 
mands. This time, too, the trial will be in 
Baton Rouge, farther from Mr Edwards’ tra- 
ditional black base. 

And this time, the government has wit- 
nesses: four men who made plea-bargains 
last month and promised to testify against 
their friend. The first to fold was Eddie 
DeBartolo, the owner of the San Francisco 
49ers and a former casino developer, who 
said that Mr Edwards cowed him out of 
more than $400,000. A string of Louisiana 
archetypes followed. A round-faced friend 
of the family said he had extorted money 
from casino developers. A casino-owner 
with a tiny moustache claimed he had paid 
sham “consulting fees" to Mr Edwards's 
son and buddy. A former highway engineer 
said he helped Mr Edwards try to wiretap 
the FB1. Mr Jordan beamed with pride after 
each one fell, and made sweeping state- 
ments about a “train of justice”. 

Still, his case may not be as airtight as it 
seems. The government will rely on testi- 
mony from some questionable witnesses. 


ment; the lower house of the legislature 
went Republican on November 3rd, and 
the Senate stayed Democratic. 

Mr Ventura’s first appointment, the 
chief of his transition team, is Steven 
Bosacker, who once did an advisory stint 
with the Social Democrat-Liberal alliance 
in Scotland. Mr Bosacker, whose affection 
for third parties goes back to John Ander- 
son’s presidential bid in 1980, has prom- 
ised “out of the box” thinking. Mr Ventu- 
ra’s lieutenant-governor (who is expected 
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Defence lawyers will question how Mr Ed- 
wards could exert such vast control when 
he was not in office. And, not least, a core 
group of Louisianians will be rooting for 
the rogue. 

Mr Edwards surely hopes that some of 
them will be on the jury. In recent months 
he has been promoting himself ferociously, 
granting long television interviews and 
vilifying the rBi; he has also hinted of hav- 
inga baby with Candy. The public swagger- 
ing could be over; a federal judge this week 
put a gag order on the case. But a similar 
order last time did nothing to stop Mr Ed- 
wards from holding news conferences reg- 
ularly during his trial. 

All around Baton Rouge people are 
soaking up the details, whispering and 
wondering if Mr Edwards’s day has come. 
Some are even asking ifhe will stick around 
to see it. Mr Edwards has the means to dis- 
appear, they say: call in the last of his chits 
and escape to a desert island. A tantalising 
thought, but it would not be true to charac- 
ter. Like any self-respecting gambler, Mr Ed- 
wards loves to win and revels in the spot- 
light. Indeed, it is hard to imagine him 
anywhere else. 





to take over that eternal headache, aid to 
elementary education, the largest single 
slice of the state budget) is a veteran ele- 
mentary teacher from St Paul; but she too 
is a political novice. 

Already, rumours are flying in Minne- 
apolis that sweet-talking insiders are plot- 
ting to capture Mr Ventura. In particular, 
the outgoing Republican governor, Arne 
Carlson, is offering gentle co-operation of 
a sort designed to turn Mr Ventura’s revo- 
lution into a Republican tea party. Mean- 
while, the press threatens to get nasty, 
pointing out that it gave Mr Ventura an 
easy time in the campaign only because 
he was such good copy. 
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Al Gore advances 


T HE day that Newt Gingrich resigned, the chief beneficiary of 
Republican disarray leaned over the fulsome leather ofa seat 
on Air Force Two and displayed his famous earnestness. He dis- 
cussed capital flows, information flows, Japanese demography; 


| and,ashe demonstrated a firm grasp of these issues, he grasped a 


large mug of tea in his large hand with self-assured authority. 


| The aircraft hit turbulence; the tea sloshed precariously inside 
| the mug; but Al Gore, vice-president and likely Democratic 


presidential nominee, pressed home his point about Japan’s 


| long-term fiscal balance and kept the mug in balance also. When 


| this British interviewer complimented Mr Gore on his tea-han- 


| weight; he trundles forward like a 
| tank; he is not flashy or fast, but he 
| is disciplined, relentless. With the 


| gressional Republicans are in tur- 


i presidential nominee, has mused 


| ness was evident in North Caro- 


| dling skills, the vice-president did not miss a beat. "Not bad for 
| an American," he replied, dead- 


pan;and went on with his lecture. 

It takes more than turbulence 
to faze Al Gore. He has an impos- 
ing physical and intellectual 


departure of MrGingrich, the con- 


moil; and Governor George Bush 
of Texas, the probable Republican 


aloud about the pros and cons of 
running for the White House. Mr 
Gore, by contrast, never lets any- 
body doubt that he means to be- 
come president. He has assidu- 
ously wooed every single Demo- 
cratic faction, in and out of Con- 
gress. He has engaged in what one 
prominent Democrat privately 
calls *360-degree pandering". 
Something of this relentless- 


lina, just before the tea-balancing 


| episode.Ifthereisa weakness in Mr Gore's coalition of allies, it is 


that his famous environmentalism scares firms that finance 
presidential candidates. And so, over the past half-year or so, Mr 
Gore has applied himself to this problem. He has hosted à 
roundtable for entrepreneurs. His friends have started to put 


| about the line that the vice-president has been the key voice in 
| Bill Clinton’s ear, urging fiscal prudence on him. And, before an 





audience of American and European executives in North Caro- 
lina this month, Mr Gore laid out his views on economics. 

The vice-president began by allaying fears that he would bur- 
den business with a green and heavy hand: government has its 
placesolong as governmentknows its place, he said, adding that 
slump in the developing world makes growth a top priority for 
governments. To promote growth, he went on, America needs to 
keep the budget balanced, fix entitlement programmes, and in- 
vest in education. In-one of his few references to the environ- 
ment, Mr Gore called for private-sector ideas that would "stop 
global warming without economic cooling." He did not, abso- 
lutely not, revive his 1992 suggestion that the internal combus- 
tion engine should be eliminated. 

But Mr Gore did not simply present himself as a sensible 
centrist on economic policy—a natural friend, in fact, of execu- 
tives with bulging wallets. He began his speech by shaking hands 
with Jürgen Schrempp, the chairman of Daimler-Benz, and con- 


omy; the Europeans should deregulate; both should absorb 








gratulated him on taking over Chrysler. Having proved himselfa | 
friend of the global economy in this way, Mr Gore went on the | 
offensive. The Japanese, he said, should stimulate their econ- 


more goods from countries hit by financial turmoil. Nobody, Mr 
Gore declared, should expect America to be the “importer of | 
only resort” for the world’s submerging economies. | 
The full meaning of this emerged on November 10th, when | 
MrGoreand thepresident met representatives of America's steel 
industry. The steel people are not in a good way: workers are 
losing their jobs, they say, because of a flood of imported steel 
from Japan, Brazil and Russia. The Commerce Department is | 
mulling sanctions on offending | 
foreigners, and Mr Gore wantsto | 
sound concerned. Much as he | 
wishes to be the apostle of ortho- 
dox economics and free trade, he 
cannot afford to seem insensitive | 
to the losers in this system. | 
Does Mr Gore merely speak | 
sweetly to all sides? Or would he, | 
if elected, actually try to deliver to | 
all ofthem? Over the past sixyears, | 
the Clinton team has often tried to | 
please too many points of view: it 
has, for example, bashed Japan 
and also tried to prop it up; it has 
advanced trade liberalisation and 
also retarded it by attaching envi- | 
ronmental and labour standards | 
to the process. Mr Gore is too | 
| 

i 

| 

| 





much of a politician to be im- 
mune to such zigzags. And yet | 
there are two reasons to suppose 
that he would be more decisive | 
and consistent than Mr Clinton. 

The first is this month's elec- 
tion, which has greatly strength- 
ened Mr Gore and reduced the pressure to pander ceaselessly. 
The Democrats’ surprisingly strong showing lightened the threat 
of impeachment hanging over the president, and so lessened the | 
appeal of a Democratic. candidate running from outside the 
White House. Moreover, the Democrats’ gains in the House may 
persuade Dick Gephardt, the top protectionist in the party, not 
to run at all. He is the Democratic leader in the House: ifhe sits | 
still, a strong. Democratic showing in 2000 will make him | 
speaker. Mr Clinton's efforts to be all things to all men were at 
their worst in the first year of his administration, because he had 
come through a primary election in which he had faced strong 
challengers of all complexions. Barring fresh scandal, Mr Gore 
has reason to hope primary opposition to him will be minimal. 

The second reason to expect a decisive Gore goes back to his 
moment with the tea mug. The man who drills home his point 
on Japanese demography, oblivious to turbulence and sloshing 
tea, is nota man who loses sight of his goal easily. If you listen to 
Bill Clinton, you are impressed by his way with words, his ability 
to spin out grand ideas with charm and levity. But you also feel 
that he could argue just as brilliantly the other way, and indeed 
mightsoon doso.Al Gore is not like that. There is no levity about 
his policy lectures; there is à tank-like advance towards the logi- 
cal conclusion: The pause for a joke is efficiently brief. So, with 
any luck, will be the pauses for pandering. 





| 
| 
| 
H 
| 
| 
| 
i 
i 
i 
i 
i 
i 
i 
i 
| 
| 
| 
| 
| 
| 
| 
i 
| 





42 


THE ECONOMIST NOVEMBER 14TH 1998 


Ter Boston 
ss Detroit ^... ^. 
















Minneapolis ;: New York 
St. Paul : > À Chicago - Washington, D.C. 
nU em San Francisco : i ‘Memphis: 
a 3 P ee Las Vegas ; Houston Atlanta 
io: Son : “Las Angeles Dallas! 
m Ft. Worth 
Osaka | Nagoya Tokyo Honolulu 
Shanghai 7 idoneeett 
. Taipei toU s Saipan 
. "Hong Kong 47 Guam 
Bangkok Manila 
Singapore 


Your choices are extensive... 
the possibilities, infinite. 

With more than 40 nonstop 
eastbound flights each week 
through our Detroit and 
Minneapolis/St. Paul hubs, 
Northwest provides 

more convenient 

access to the Eastern 

US. than any other 

carrier. 

What's more, you can 
save up to 7 hours thanks to 
our carefully orchestrated 


network of connections. 


With more flights from Asia to the 
Midwest and East Coast, your travel 
options are endless. 


More experience, more 
flights, and more flexibility 
for you. 

Your best options to the U.S. 


will always be with Northwest. 





reap 
$ 

DES. NORTHWEST 
M AIRLINES 
est ©1998 Northwest Airlines Inc Northwest recydes enough paper products in one year to save 16000 trees O 


www.nwa.com 





asc) Photo H. GISSINGER 


Pasha C watch 
Solid steel. 

Automatic movement. 
Water-resistant to 100 meters. 





"i «" 2 y cA 
m meme ESTAS EN FERA - era 


THE AMERICAS 


The colonel rides on 


CARACAS 





Lower-level elections in Venezuela have boosted the presidential hopes of an 
outspoken populist, Colonel Hugo Chavez 


IS critics in Venezuela paint him as 

something between the late Colonel 
Juan Peron, of Argentina, and Satan. Out- 
siders have heard of him as a dangerous 
anti-market populist, albeit less rough- 
edged than he was. Yet Colonel Hugo Cha- 
vez, the would-be coup leader of 1992, this 
week took a large step towards his goal of 
being elected the country’s new president 
next month. In congressional and gover- 
norship elections on November 8th, the big 
traditional parties did poorly, while the 
Polo Patriotico alliance backing him did 
even better than expected. 

The Polo Patriotico is a crude, hastily 
constructed alliance of 14 minor parties 
spanning the spectrum of Venezuelan poli- 
tics with little in common but their support 
for the colonel and their dislike of Demo- 
cratic Action (Ap}—on the centre-left, the 
country’s oldest and largest party—and its 
younger and smaller, but still heavyweight, 
centre-right rival Corel. The alliance had 
been forecast to do well in the country’s 
first automated voting. But very few had ex- 
pected it to bump AD rudely into second 
place. Yet so it did. 

Colonel Chavez 's friends, taking advan- 
tage of the battered state of the economy 
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and popular disenchantment with the 
power elite, grabbed eight (of 23) state gov- 
ernorships, as many as AD could manage. 
The alliance won more than a third of the 
seats in Congress; AD will have about a 
fifth. corer did dismally: five governor- 
ships, but a sorry 10% or so of the congres- 
sional vote. And this is a party that in 1978 
won the national presidency. 

The results were especially embarrass- 
ing for Ap and Core! in that they had mas- 
terminded an electoral sleight-of-hand, 
separating these elections from the presi- 
dential vote and bringing them forward by 
a month. The two parties had hoped that 
their superior organisation and finances 
would win them enough momentum in 
last Sunday's elections to help them beat off 
their common rival in the presidential vote 
on December 6th. Instead, the vote under- 
lined not just their loss of support but the 
strength of the political organisation built 
up behind the colonel. 

One beneficiary was Colonel Chavez's 
own father, who was running for the gover- 
norship of the south-western state of 
Barinas. No one had thought he had any 
real chance. In fact, he thrashed his AD op- 
ponent. More ominously for the colonel's 


COM Imo" 


enemies, Polo Patriotico won most of the 
most populous states. Even where it lost in 
AD strongholds, it did so respectably. 

In contrast, the election brought bad 
news for Colonel Chavez's main rival for 
the presidency, Henrique Salas Rómer. An 
independent much favoured by business, 
he had come up sharply in opinion polls in 
the past couple of months. Yet his Proyecto 
Venezuela won only one governorship and 
about 10% of the congressional vote. 

Although now plainly well placed to 
win the presidency, the Colonel cannot be 
sure of it. His success in the lower-level elec- 
tions could even work against him, espe- 
cially if it were to prompt his presidential 
rivals to line up behind a single candidate. 
There are already signs of that.On Novem- 
ber 10th, one independent, Claudio 
Fermin, dropped out of the race. Mr 
Fermin was running a distant fifth in opin- 
ion polls, but he is not a nobody: he was the 
AD presidential candidate in 1993, though 
he later broke with that party. And though 
he did not immediately endorse anyone 
else, his move will surely increase pressure 
on the remaining major candidates to over- 
look their differences and unite. 

Not that that will be easy. Mr Salas 
Romer long since indicated that he did not 
want and would not accept endorsements 
from AD or corri. And what about the 
glamorous Irene Saez—for long the front- 
runner in opinion polls, and in recent 
months the standard-bearer of CoPEI? She 
saw her support, already faltering, slow still 
further when she accepted coPEr's endorse- 
ment. But she could well decide to carry on 
as a spoiler. On AD's side, its 76-year-old 
candidate, Luis Alfaro Ucero, boss of the 
party, might find it difficult to swallow his 
pride and step aside. 

While his opponents ponder, Colonel 
Chavez and his backers are taking no 
chances, redoubling his security after assas- 
sination rumours and the like. There have 
also been rumours that Venezuela’s en- 
trenched elite, in collaboration with anti- 
Chavez elements in the army—he did, after 
all, in 1992 lead what amounted to a mu- 
tiny—may provoke disturbances, seeking to 
delay the presidential vote, or worse. 

Yet recent history suggests that the fears 
surrounding Colonel Chavez may be over- 
done. The current president, Rafael Cal- 
dera, is a very different man, with no his- 
tory of armed rebellion in his career. But he 
too campaigned as an outspoken populist 
in 1993. The former founder of corti, he 
too came to power in a haphazard alliance 
whose victory humiliated the two big par- 
ties. However once in power, he discovered, 
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albeit after some delay, that no country—let 
alone Venezuela, battered in his early days 
by a banking crisis, just as itis now battered 
by low oil prices—can treat market forces 
and the outside world as if they did not 
matter. 

Ironically, it has been the unpopular 
outcome of the economic policies he has 
since followed that has done much to help 
Colonel Chavez. But the notion that, in 
power, the former would-be coup leader 
could simply ride roughshod over eco- 
nomic reality is surely false. That is proba- 
bly why Colonel Chavez has carefully 
moderated his tone in recent months. 
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Colombia 
War and jaw 


BOGOTA 


EACE in Colombia’s long-lasting guer- 

rilla conflict, or war? To no one’s sur- 
prise, this month its largest rebel group, the 
Revolutionary Armed Forces of Colombia 
(FARC), was trying to have it both ways— 
and, again to no one's surprise, with con- 
siderable success. 

On November 1st, the FARC launched 
one of its fiercest attacks in 34 years of fight- 
ing. In the southern province of Vaupes, 
deep in the Amazon jungle, at least 700 
FARC guerrillas overwhelmed the provin- 
cial capital, Mitu, bombarding it with hun- 
dreds of home-made gas-cylinder bombs. 
At least 50 people were killed and 45 mem- 
bers of the security forces taken prisoner. 
Much of Mitu, notably most of its public 
buildings, was destroyed or damaged in 
the operation, which the rebels had 
codenamed Marquetalia. 

Marquetalia? The name looms large in 
FARC mythology. Back in the early 19605, 
communist "self-defence" groups had be- 
gun to emerge in response to political op- 
pression after a five-year civil bloodbath 
from 1948 to 1953 in which at least 100,000 
insurgents died. Armed men began to con- 
centrate in four rural municipalities, set- 
ting up so-called “independent repub- 
lics"—areas where relatively small groups 
of people, protected by the guerrillas, orga- 
nised themselves into farming co-oper- 
atives and lived under simple rural laws. 
The state saw these as a threat, and in 1964, 
with American backing, set out to smash 
one of them: Marquetalia. 

The operation failed. Some 20,000 sol- 
diers, the air force’s entire fleet of helicop- 
ters and intense bombardments failed to 
destroy a community of fewer than 1,000. 
Many of Marquetalia's residents fled to the 
jungles, to take up arms and plan revenge. 
One of them was Manuel Marulanda—to- 
day, under the nickname "Sureshot", lead- 
er ofthe FARC and its 15,000 fighters. 
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In attacking Mitu with such force, he 
was plainly reading today's state a lesson: 
you couldn't smash us. then; today, with 
peace talks seemingly just round the cor- 
ner, don't expect any weakening from us, 
it's we who can smash you. The FARC may, 
as optimists hope, have been sending a 
grisly message that they are ready for peace, 
but on their terms. 

As of last Saturday, November 7th, they 
are already part of the way to their dreams 
of power. On that day, the official armed 
forces completed their withdrawal from 
five southern municipalities due to be "de- 
militarised"—by agreement between the 
FARC and the government of President 
Andres Pastrana—for 90 days as a precur- 
sor to peace talks. Here the first talks will be 
held, aimed at an agreed agenda for a for- 
mal peace process. But demilitarised the 
zone will not be—not by the FARC. 

The government's official peace com- 
missioner, Victor Ricardo—the close aide of 
Mr Pastrana who set up the first contacts 
with the FARC even before the presidential 
election—insists that the state will remain 
in charge there. In reality, the army having 
gone, the rebels will be left to run the area, 
which is the size of Switzerland. For its 
50,000 inhabitants, the FARC's rules, and 
FARC guns, will be law. 

Outside the towns, that is already true. 
Even so, the FARC's Marquetalia-type rules 
will be strange to some. They include fines 
for slack farming practices—neglecting ani- 
mals, leaving property and paths untidy, 
and.so on. Environmental abuses such as 
excessive forestry and hunting are also pun- 
ishable; fishing with dynamite carries a 
particularly stiff fine. Spreading gossip can 
be punished with a fine. Other rules are 
aimed: against addiction to alcohol or 
drugs. 

Against drugs? That, from the FARC, is 
rich. Though the rebels deny it, drug-traf- 
ficking or, at best, protection money from 









traffickers, is a sizeable source of their in- 


come. The "demilitarised zone", much of it 
long since in FARC hands, has taken to 
coca-growing in a big way. Two years ago, 
its 40,000 square kilometres (15,400 square 
miles) were officially reckoned to include 
five square kilometres of coca plantations. 
Today's estimate is 30. 

Drugs are one issue that the govern- 
ment cannot evade; the United States, less 
than happy with the whole demilitarisa- 
tion idea, is eager that the area, in effect 
abandoned to the rARC, should not be- 
come an even bigger source of coca. But 
even if the rebels would accept restraint, 
would the coca-growers? A hectare of coca, 
with several harvests a year, can earn a 
grower some $2,500 in a year. Switch back 
to his traditional crop, plantain, and he 
may earn one-twentieth of that figure. 

Yet the FARC too has to take the Ameri- 
can obsession with drugs seriously. Ameri- 
can anti-drug aid for the government is ris- 
ing sharply. And the line between fighting 
drugs and fighting the guerrillas who 
plainly profit from them is blurred—even if 
Colombia's armed forces were interested in 
drawing it plainly, which they are not. 

Were peace to arrive instantly and dura- 
bly, that might not worry the FARC too 
much. But it will not. All parties to the con- 
flict acknowledge that talks and fighting 
will go on, at least for some time, side by 
side.So much so, indeed, that one cynic this 
week, noting the FARC's fishing rules, asked 
whether the rebels were concerned with 
conserving the fish or the dynamite. 





Guatemala 


Another kind of 
reconstruction 


GUATEMALA CITY 


TS storm-hit south-eastern neighbours 

have economies to. rebuild. Guatemala 
did not escape. In its far north-east and the 
south, roads and houses, crops and planta- 
tions have been swept away, and at least 
250 people with them. Not much, it is true, 
set against the disasters of Honduras and 
Nicaragua. Yet Guatemalans have some- 
thing just as hard to rebuild asan economy: 
a nation, at peace with itself. 

It is 38 years since Guatemala’s civil war 
began, only two since it ended. In those two 
the government of President Alvaro Arzu, 
which won the final peace settlement, has 
had the task of implementing. peace: ac- 
cords negotiated over the previous five 
years. They range widely: resettlement of 
tefugees, redistribution of land (one of the 
root causes of the war), indigenous rights, 
smaller armed forces and reinvented po- 
lice, reform of the courts, a new electoral 
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system and a higher tax take than today’s 
mere 9% of GDP. Now, as an electoral year 
opens, most observers think that politics 
will freeze further progress. How has Mr 
Arzu done so far? 

Quite well, said the "consultative 
group”, a gaggle of countries and institu- 
tions backing the peace process, when it 
met recently. The IMF praised Guatemala's 
rising economic growth and falling infla- 
tion. Others, sceptical at first, saw solid pro- 
gress in the justice system, land reform, fis- 
cal reform and constitutional changes. A 
fund to help the poor buy land was recently 
approved; so were some taxes; so too a 
package of 50 constitutional amendments. 

Not all is well: the new taxes will only 
stop the take falling further, and the target 
of 12% of GpP has been put off from 2000 to 
2002. A proposed property tax was one key 
to a higher figure, but the government did 
not mobilise enough popular support. 

The constitutional changes cover inter 
alia military, judicial and indigenous- 
rights reforms. They still have to be put to a 
referendum next February. Few will be sur- 
prised if the army—though it has already 
been slimmed—backs a “no” vote. Some re- 
formist groups also object, arguing that the 
changes do not strengthen civil institutions 
enough, and raise the scope for corruption 
by lessening the time required between a 
public officials leaving office and his 
standing in some election. 

The referendum will probably be won. 
But how convincingly? One in 1994 drew a 
turn-out of just 14%. Such lukewarm back- 
ing this time would damage the credibility 
of the peace process and also of Mr Arzu’s 
administration, which—inaccurately—has 
tended to portray the peace accords as all 
its own success. 

Turning paper changes into real ones 
will be another matter again. The armed 
forces have indeed been shrunk, but not 
without hiccups: army strength, under the 
peace accords, was to be cut by a third, to 
31,000, but then the generals suddenly 
claimed it was only 35,000 anyway, so 
much smaller cuts were in order. Some 
high-ranking officers implicated in corrup- 
tion have been replaced. But Mr Arzu has 
not yet dissolved—as the accords stipu- 
late—a secretive intelligence and security 
directorate that held much sway over ear- 
lier holders of his post. Critics say the army 
still has too much influence, especially in 
internal security, as it did in the days when 
it controlled the police. 

One reason is the inadequacy of the 
new police force. Built from scratch in the 
past two years, it is still too small fora coun- 
try of 11m. And, say human-rights groups, 
its men—many of them recycled from the 
old force—are poorly trained and bound by 
only the vaguest of laws on how they 
should function, so that ad hoc internal 
rules apply instead. Spain’s Guardia Civil is 
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in charge of training them; it has not sent 
enough people to do the job, says a foreign 
rver. 

Symbolic ofall this is the failure to solve 
the murder, now six months old, of Bishop 
Juan Gerardi, who headed the church's pro- 
ject to document human-rights abuses dur- 
ing the civil war. He was killed two days af- 
ter publishing a long report that put most 
of the blame on soldiers and army-backed 
civilian patrols. The official investigation 
so far blames a lone priest, allegedly sur- 
prised by the bishop in homosexual fla- 
grante delicto. Few believe a word of this; 
many suspect soldiers or ex-soldiers, per- 
haps worried that information in the re- 
port could bring them to justice, despite an 
amnesty. That suspicion was reinforced re- 
cently, when a newspaper published evi- 
dence that—contrary to previous denials— 
a vehicle parked near the scene of the crime 
belonged to the army. 

The case leaves the impression that, 
whatever the changes in the army and the 
justice system, the one still wields enough 
influence to distort the other. Whether or 
not that is so, human-rights workers say 
people who previously would have offered 
information about the war now fear retri- 
bution. That is just the atmosphere the 
peace accords were supposed to end. 





Central America 


The long term 


ITH rain still sluicing down and riv- 

ers rising in some areas, Central Am- 
erica's flood disaster was not over this week. 
Nor will it be, for months, years, perhaps 
even decades. Just how long depends, 
greatly, on the outside world. 

Nothing can be done for the dead (so 
far, over 10,000 in Honduras and Nicara- 
gua, and 500-600 in El Salvador and Guate- 
mala) and little for the thousands still 
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missing. But rescue teams have poured in 
from abroad, and planeload after plane- 
load of emergency aid, to be distributed on 
by helicopters, most of them American, but 
some, notably, from Mexico; its people, fa- 
miliar with disaster but poor themselves, 
have also given generously to help hard-hit 
neighbours. Yet as damaged roads reap- 
peared, and vanished bridges did not, it be- 
came ever clearer this week that recovery 
will require equal generosity from those 
who can afford it better. 

In the medium term, the big need is to 
keep alivesmall farmers who cannot expect 
fresh harvests of basic crops—grains and 
beans—until mid-1999, and ensuring they 
have the tools and seed to do even that. But 
the rebuilding of roads and bridges could 
stretch far into the future. The issue here is 
money. Honduras puts its total losses at $4 
billion—roughly its annual GDP; Nicara- 
gua says $1 billion, about half its GDP. These 
are round figures, and not all for infrastruc- 
ture. But they give an idea of what is 
needed, and cannot be supplied locally. 

Hence the emphasis on aid and debt re- 
lie£ Honduras owes roughly $4 billion, 
Nicaragua $6 billion, to official outside 
creditors. France has promised to write off 
$100m they owe it, and proposes a debt 
moratorium of two or three years for them; 
Britains government—having at first 
forced its unhappy aid minister to pretend 
that debt relief was beside the point-now 
agrees, if less generously, and 
wants a new IMF "window" 
for countries hit by disaster. 
Spain has promised $190m 
in debt relief and aid, Swe- 
den $150m in aid over three 
years, Even economically- 
stretched Cuba has written 
off $50m owed by Nicaragua 
(and also offered it a medical 
team, churlishly refused). 

And the United States? It 
has sent planes, helicopters, 
bulldozers, food, money and 
Tipper Gore, wife of the vice- 
president. But not, by mid- 
week, a word from this key 
player in any such scheme, 
on debt relief. 
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What ails Cuba’s health service? 


HAVANA 


ELIX ROMERO came home from hos- 

pital on the back of his doctor’s bicy- 
cle, the only vehicle available. He was last 
in hospital ten years ago. The deteriora- 
tion of Cuba’s far-famed health service 
since then has shocked him. 

In his stay at the Calixto Garcia hospi- 
tal in Havana, he saw some nurses refuse 
to work unless patients paid them 50 pe- 
sos a day (about $2.20, at the official rate; 
the average Cuban monthly salary is 200 
pesos). Medicines and equipment were in 
short supply. The machine to warm the 
blood broke down and he was given cold 
transfusions. The hospital did not have 
enough light bulbs or soap. Mr Romero’s 
doctor acquired a sterile dressing for him 
from the supplies for patients paying in 
dollars, then walked the streets in search 
of under-the-counter aspirins for his pa- 
tient’s post-operative fever. 

Cuba’s government blames the Amer- 
ican trade embargo for the sorry state of 
the health service. Recent takeovers of 
non-American pharmaceutical and other 
medical companies by American ones 
have made it even harder to import 
much-needed drugs and equipment. 

American officials retort that Cuba 
would face no bar on medical imports if 
it would submit to outside checks on their 
use. They miss the point. Bizarre as the 
American demand is, Cuba’s real trouble 
is that, thanks jointly to history, Marxist 
economics and the embargo, it is poor; 
and so thanks notably to the embargo, it 
cannot easily earn the hard currency to 
buy imports of any sort. Hard-currency 
spending on public health has fallen al- 
most 70% since 1989, and the health ser- 
vice, once heavily subsidised by the Soviet 
Union, is now stretched beyond the econ- 
omy's capacity to sustain it. As one doctor 
says: "We're still trying to run a first-world 
service—on a third-world budget." 

Cuba is getting some help. The Roman 
Catholic charity Caritas, for example, uses 
the church network to distribute medical 
donations, and many people receive gifts 
of vitamins and medicines from relatives 
living abroad. But this aid is not enough. 
The health service is increasingly resort- 
ing to alternative medicine. Herbal medi- 
cine—"green medicine"—is said to ac- 
count now for some 80% of prescriptions, 
while acupuncture serves in place of 
anaesthetics for minor surgery. 

Not everyone has great faith in such 
remedies. Dr Jorge Rodriguez, in practice 
in Havana, says: "Herbal medicine is fine 
for sore throats or a child's cough, but it 


can't replace chemotherapy drugs, antibi- 
otics or painkillers. We have no codeine 
or paracetamol, sterile dressings, even 
bandages in my hospital. There are few 
ambulances. Equipment is falling apart." 

Doctors are also in short supply at 
some hospitals. The problem is not a lack 
of qualified people; it is that too many ill- 
paid doctors have quit the health service 
to earn more delivering pizzas, driving 
taxis or even, in one notorious case, run- 
ning a brothel. In a joke going the rounds, 
a woman concludes that her husband is 
suffering from delusions of grandeur. 
“He keeps claiming he's a waiter”, she 
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tells the psychiatrist, “when everyone 
knows he’s only a brain surgeon.” 

Despite all this, primary health care 
remains good, by the standards of the re- 
gion. Ifofficial statistics are to be believed, 
Cuba’s levels of infant mortality (7.2 
deaths per 1,000 births) and of life expec- 
tancy are comparable to those of rich in- 
dustrial countries. Children are routinely 
vaccinated against a dozen diseases; po- 
lio has vanished, and other diseases com- 
mon in the region nearly so. The health 
service still provides world-class vaccines 
and treatments for diseases like hepatitis, 
meningitis and Parkinson’s disease. 

Most doctors and nurses continue to 
work long hours, often in poor condi- 
tions for little pay. Mr Romero is unstint- 
ing in his praise of his own doctor, who 
works 15-hour shifts sustained only by 
glasses of sugared water. Indeed, it was 
the calibre of its doctors that persuaded 
Mr Romero to opt for the tatty Calixto 
Garcia hospital rather than the more 
comfortable Hermanos Ameijeiras—Ha- 
vana’s flagship hospital, but one whose 
staff, many suspect, are likelier to owe 
their jobs to excellent connections than to 





excellence in medicine. 

Whatever the truth of that, there is 
solid ground for public complaint—and 
much more of it—at the way the desperate 
need for foreign exchange has led Cuba 
into the lucrative “health tourism” mar- 
ket. About 4,000 of the country’s 62,000 
hospital beds are occupied by foreign pri- 
vate patients, who pay $20m a year in 
hard currency for their treatment. The 
Cira Gracia, Cimex and other hospitals 
that treat the foreigners have no shortages 
of staff, medicine or equipment and bear | 
comparison with the world’s best. 

They also admit well-connected Cu- 
bans, like a woman whom we will call 
Alba. Taken ill in a restaurant, she was 
rushed to the nearest hospital, the Calixto 
Garcia, where all the wards were full. She 
lay on a tin tray in a dark and dirty corri- 
dor until she was able to telephone her fa- 
ther, high in the armed forces. He had her 
promptly transferred to the Cimex hospi- 
tal, where she could enjoy the best in med- 
ical care, three good meals a day, and ca- 
ble television. 

Such string-pulling outrages Dr Rodri- 
guez. He does not mind foreigners paying 
for medical care, even if they take re- 
sources from Cuban hospitals, he says: 
“They bring money the government 
needs to buy milk for the children, medi- 
cines and other things.” But he finds it 
hard to accept that “in our socialist sys- 
tem, which I still defend, certain senior 
figures, people from the military, the gov- 
ernment and the [Communist] party, can 
have a far better level of care than every- 
body else. My mother fought in the revo- 
lution, and I can't even find her the skin 
cream she needs, unless I pay dollars." 

President Fidel Castro often boasts 
that Cuba's economic woes—caused, in 
his view, by the American trade em- 
bargo—have yet to force it to close a single 
hospital. Some Cuban doctors think it 
might be better if it did. They note that 
many hospitals have had to close wards 
because of the sundry shortages; even the 
Hermanos Ameijeiras has had to close 
some operating theatres. They reckon that 
closures of some hospitals, with a conse- 
quent pooling of scarce resources, would 
enable those left to provide better care. 

Few in the health service expect those 
who run the regime to heed this advice. 
“So”, says one Havana family doctor, who 
requests anonymity, "I will have to go on 
prescribing drugs that nobody can find, 
and send people to hospitals that cannot 
cure them." 
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Waiting time in the Arab world 


- Will Ametican bombs drop on Iraq? Will Israel really implement the Wye 
pr seconde The Arabs find themselves spectators only 


ISPIRITEDLY, .the Arab world hung . 


around this. week, the initiative 

largely out of its hands. The Americans 

. were deciding whether or not to bomb Iraq, 
.. the Israelis whether to implement the Wye 

-aecord. By mid-week, Israel had. decided, 
conditionally, on a first withdrawal; Amer- 
ica had slid towards a strike, 
|. The link between Iraq and Arab-Israeli 
. affairs is strong. The Americans. under- 
_ stand that progress on the Israeli-Palestin- 

| jan front makes it easier for them to deal 
with Arab criticism of their Iraqi policy. 
The Arabs never allow the West, enraged by 
Iraq's defiance of uN Security Council reso- 
lutions, to forget that Israel has got away 
with defying the council for much longer— 
and was making war in Lebanon much 
more recently than Iraq attacked Kuwait. It 
helps America to be able to show that the 
effort it expended at Wye is bearing some 
fruit. 

But the link goes beyond this. Other Ar- 
abs have not done much over the past half- 
century to help the Palestinians. Yet their 
fate is on Arab minds, affecting decisions 
on other issues. Since the mid-1990s, the 
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Palestinians have been joined there by the 
Iraqis, crushed by the embargo on oil. How- 
ever Saddam Hussein is regarded, America 
is held directly to blame for a sanctions re- 
gime that, literally, kills. 

That is still the case. Yet Mr Hussein's 
abrupt decision to stop all co-operation 
with the UN inspectors was so irrational 
that, in this crisis unlike the earlier one in 
February, Arab voices are lowered. Devel- 
opments had been moving in a direction 
that would have made it hard for America 
to resist some easing of sanctions—or at 
least some indication that they were finite. 
Now the Iraqi leader has shot his country in 
the foot. The Americans have interpreted 
the Arabs’ embarrassment, and their calls 
to Mr Hussein to reverse course, as acquies- 
cence in whatever America does. Others 
find this an implausible conclusion. 

Bill Clinton himself underlined the 
connection between Iraq and Wye by tele- 
phoning Binyamin Netanyahu on Novem- 
ber 10th to urge an end to Israeli foot-drag- 
ging over ratification of the accord. The 
delay, the president argued, was not only 
Jeopardising the accord, but was embar- 
































rassing America in the region on what. 
might be the eve ofa military strike at Iraq. 

So, next day, the Israeli cabinet con- 
vened and by nightfall the accord was en- 
dorsed, albeit with a string of conditions, 
by a majority of eight to four with five mir 
isters abstaining, all of them from 
prime minister's Likud Party. A more com- 
fortable majority was expected in the. 
Knesset, where the opposition Labour Party 
has pledged to support the government for 
the 12-week implementation period. —..— 

Last week, discussion of the accord had 
been cut short when a car-bomb exploded: 
at the main West Jerusalem market. In the. 
event, the two terrorists killed only them- 
selves. But Mr Netanyahu seized on the at. 
tack to freeze the Wye process and to assert, 
yet again, that the Palestinian Authority 
(PA) was still not fighting terror as vigor- 
ously as it had promised. Eight days before, . 
acar-bomb attack on a school bus in Gaza | 
which was deflected by the soldiers escort- . 
ing the bus—had furnished the reason for 
the first blip in the timetable. ; 

Plainly, there was a measure of political 
calculation in Mr Netanyahu's reaction 
alongside his genuine concern over sec 
rity. Some cynical Israelis and Palestinians 
suggest that he procrastinates in the expec- 
tation that terrorist incidents may yet turn 
public opinion against the agreement that. 
he so hesitantly and reluctantly signed at 
Wye. He faces defections on the right wing 
of Likud and the uides secession of the. : 
pivotal National Religious Party. S 

For his part, Yasser Arafat continues to 
navigate between his promise of a. “100% | 
effort" to fight terrorism and his rejection of 
Israel's demands that he crush Hamas’s ci- 
vilian institutions. Some 200 Hamas activ- © 
ists are still in jail, without trial orcharge, i in 
the wave of arrests after Wye was signed o; 
October 23rd. Conveniently for the PA, th 
suicide-bombers on November 6th were 
not members of Hamas, but of the much 
smaller and. more militant Islamic Jihad 
movement. Moreover, their homes were in 
Israeli-held areas of the West Bank: the two 
actually met, and were enlisted to the Jihad, 
in an Israeli prison. 

Israeli security officials maintain that 
the attackers got their orders from Jenin, à 
town under PA control. But they also admit 
that co-operation between Israeli and Pal- 
estinian security services in the aftermath 
of the attack has been satisfactory. 

This unwontedly conciliatory Israeli 
tone reflects the moderating influence of 
the defence minister, Yitzhak Mordechai. 
He is resisting efforts by the foreign minis- 
ter, Ariel Sharon, to bulldoze a new bypass 
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BEIRUT 


peace principle has emerged from 
Israel. In the self-declared “security zone” 
that it occupies in southern Lebanon, Is- 
rael seems to have decided that if it can- 
not have peace, it will at least make sure 
that it has the land. Since September, Is- 
raeli lorries have been scooping up truck- 
load after truckload of Lebanon’s fertile 
topsoil and carting it off to Israel. 

The land has lain fallow for years, cut 
_ off from its Lebanese owners by an Israeli 

security fence. So it will make rich fertil- 
iser for the Israeli terraces where it is now 
being spread, just across the border. So 
far, estimate the United Nations peace- 
keepers stationed nearby, the Israeli lor- 
ries have made off with 75,000 cubic me- 
tres of soil. The Lebanese are left with an 
ugly open-cast mine. 

The government, naturally enough, is 
| up in arms. Nabih Berri, the speaker of 
| Parliament, fired off protests to the UN, 
| the Arab League and the European 
| Union. The American ambassador was 
| wheeled out to express his concern. Fares 


i 

i 

| 

; ; 

| NEW interpretation of the land-for- 
i 

| 

| 

i 

| 


road for Jewish settlers through cultivated 
Palestinian land near Hebron—a move 
bound to disrupt the peace process. 

But even if that flashpoint is defused, 
other tensions are mounting at halfa- 
dozen West Bank sites where Jewish set- 
tlers, in anticipation of the withdrawal, 
have seized hilltops near their settlements 
and are installing caravan homes. In most 
cases the army has:done nothing to prevent 
them or eject them. On November 12th, Is- 
rael called for tenders to build 1,000 homes 
in Har Homa, the bitterly disputed East Je- 
rusalem site that brought the peace process - 
to a halt last year. 

Barring more delays, Israel is to under- 
take the first part ofthe Wye redeployment 
on November 16th. But there is a long slog 
ahead: the cabinet resolved on November 
11th that it would reconvene and vote again 

^ on every subsequent phase of withdrawal. 

The Palestinians contend that other 
deadlines have already been missed, in- 
cluding the. “safe passage" for travel be- 
tween the West Bank and Gaza. But Mr 
Arafat and his top aides have been low-key 
in their complaints, content for the Ameri- 


cans to keep up the pressure while they - 


themselves keep in with the Americans. 
Above ali, they want to say or do nothing to 
endanger their greatest achievement at 
Wye: Mr Clinton's visit to Gaza next month. 
It is not a state visit since there is no state, 
yet. But it is the next best thing. 
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Bweiz, the foreign minister, has called for 
reparations and is even threatening to 
take the matter up with the International 
Court of Justice. 

At first, the Israelis denied everything. 
Uri Lubrani, their top Lebanon man, who 
has long insisted that Israel does not covet 
an inch of Lebanese soil, let alone 75,000 
cubic metres, dismissed the reports of 
theft as nonsense. "Tomorrow they will 
say we're stealing their air," he sniffed. But 





The Gulf 
Anyone for a 
Cruise? 


UMM QASR 


HE timing was splendid. On Novem- 

ber 9th, as Iraq awaited the threatened 
delivery of American cruise missiles, a 
1000-tonne cruise liner, the Jebel Ali 1, 
steamed into the Iraqi port of Umm Qasr 
with 70 passengers from Dubai, the first 
passenger ferry in over eight years. 

Although the 800-kilometre (500-mile) 
ferry route had been granted UN permis- 
sion, the inaugural voyage was seen in Iraq 
as a triumphant blow against the UN sanc- 
tions. As the liner docked, a crowd of hun- 


. dreds lined the quayside, shouting their al- 


legiance to Saddam Hussein. Sheep were 
slaughtered, television cameras rolled and 
officials delivered. defiant sound-bites 
about the ending of Iraq's isolation. 

With Baghdad's airport closed to inter- 
national traffic since 1990, Iraq's visitors 
have had to fly first to Amman, in Jordan, 
then hire a taxi for the ensuing 1,000-kilo- 
metre trek across the desert. Now, say the 
ferry’s Emirate owners, anyone with a visa 
can journey to Iraq in style. The French- 
built liner sports a sundeck, nightclub and 
piano bar to help its passengers wile away 
the 36-hour trip. 


A little earlier, the international group 


"Israelis have dug it already. | 


after the UN confirmed the story, first the | 


Israeli army and then the government ad-. | 
mitted the theft. It was a civilian business | 
undertaking, they said, which had now | 
been stopped. 

Civilian or not, nothing goes into or 
out of the security zone without the per- | 
mission of the Israeli army. Normally, Is- 
raeli civilians cannot even enter the area. 
So someone in the army must have ap- 
proved the operation, as the Lebanese 
government has been quick to point out. 
Lebanon has long accused Israel of ex- 
ploiting the area it occupies. The Leba- 
nese press is busy dusting off old charges 
that Israel is diverting Lebanese water for 
itsown use, while other reports claim that 
Israel uses the zone as an artillery and air- 
strike training range. 

Meanwhile, Israel's war against the 
Lebanese resistance continues unabated. | 
On November 11th, it launched its fourth | 
air raid in as many days, its 93rd thisyear. | 


that monitors the two sides’ agreement | 
not to target civilians or their property 
met to consider ten complaints. This | 
time, the Lebanese delegation is having 
no need to dig for dirt on the Israelis: the | 


Entertainment of a different kind is of- 
fered for free on every journey, courtesy of 
the American navy's sth Fleet and other 
ships enforcing the UN sanctions. The Mul- 
tinational Interdiction Force (Mir) is sup- 
posed to board and search every vessel en- 
tering or leaving Iraqi waters. In recent 
years a lively smuggling. business has man- 
aged to evade many of the Mir’s patrols, but 
a cruise liner festooned with flags does not 
slip past unnoticed. 

Anything constituting “cargo” is strictly 
forbidden, and the inspection teams that 
come aboard from speedboats know ex- 
actly where to look. Plans to transport pas- 
sengers’ cars have had to be put on hold, 
pending permission. Naif Marine Services, 
which operates the ferry, wanted to equip 
their ship richly with television sets and re- 
frigerators, but the American navy had 
other ideas. Multiple television sets, per- 
haps intended for resale in Iraq, will risk 
getting the boat sent back to port for break- 
ing sanctions, a potential public-relations 
disaster. 

Iraqis complain.that, were it not for 
sanctions, foreign ships would be overflow- 
ing from cramped Umm Qasr to the port of... 
Basra, 80 kilometres up the Shatt-al-Arab 
waterway from the Gulf Instead, that city, 
in its day Iraq's number two, has become 
an impoverished shadow of its former eco- 
nomic glory. Rusty hulks of halfsunk ships 
from the Iran-Iraq war still clog the ap- 
proach; there is little incentive to remove 


THE ECONOMIST NOVEMBER 14TH 1998 


them so long as sanctions prevail. 

Although the ferry service will operate 
on commercial lines, hoping at least to 
match the 700-900 passengers who reach 
Iraq daily from Jordan, the United Arab 
Emirates’ government has been the impe- 
tus behind its launch. The country’s ruler, 
Sheikh Zayed al-Nahayan, has long been 
outspoken in his criticism of sanctions, for 
humanitarian reasons. His success in pro- 
viding Iraq with this maritime link gives 
the country an important new window on 
the world—if the ferry service survives the 
coming days. 





Western Sahara 


He tried, hard 


LAAYOUNE 


OFI ANNAN, the UN's secretary-gen- 
eral, had planned to spend an unprec- 
edented ten days in north Africa trying to 
sort out the Western Sahara, one of the UN’s 
most unrewarding peacekeeping prob- 
lems. In the event, the Iraq crisis forced him 
to cut his time short, cancelling a visit to the 
Sahrawi camps in Algeria. And he got small 
change out of the Moroccans. 

To be sure, they put on a show for the 
secretary-general. Last weekend, they bused 
thousands of pro-Moroccan nomads into 
Laayoune, Western Sahara's dusty capital, 
to greet Mr Annan with their cries of ever- 
lasting loyalty to King Hassan. But if local 
support for Moroccan rule is so fervent, 
why is Morocco making it so difficult to 
holda uw referendum to determine the ter- 
ritory's future? 


Away from the prowling eyes of Moroc- . 


can intelligence, Western Saharans mur- 
mur à different tune. They complain of 
discrimination in favour of the huge num- 
bers of Moroccan settlers who have been 
poured in since Morocco "annexed" the 
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territory 23 years ago. They 
tell of torture inside secret 
detention camps and 
doubt they will ever get a 
chance to vote for indepen- 
dence. But Mr Annan did 
not hear their grievances. A 
scheduled visit to a shanty 
town was cancelled; in- 
stead he saw a rally of 
tribesmen organised by 
Morocco's ministry of the 
interior. 

Even so, Mr Annan 
failed to persuade Morocco to agree to the 
new deadline of December 1999 for the ref- 
erendum. When he left, the Moroccans 
were refusing to give a straight answer. As 
ever, they want a vote only if they can be 
sure of winning it. 

The row is over who is qualified to vote. 
The uN has already spent a great deal of 
money and time drawing up a register of 
some 100,000 names. But Morocco and the 
Polisario Front, the independence move- 
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ment, fight over who else 
has the right. Mr Annan 
had agreed to Morocco's 
demand that the UN inter- 
view members of three dis- 
puted tribes to determine 
whether they qualify. But 
he also wanted the UN to 
start repatriating Sahrawi 
refugees from Algeria and 
Mauritania, and to permit 
instant appeal by those ap- 
plicants rejected as un- 
qualified. 

The uN's presence suits Morocco well 
enough. For the past seven years, UN peace- 
keepers have seen to the ceasefire with the 
Polisario, which leaves Morocco in control 
of the territory and eases the task of the 
100,000 troops that it has in the desert. But 
the uN, which has been engaged with the 
dispute since 1965, will not stay indefi- 
nitely. As a warning, the peacekeepers’ 
mandate, when it expired (again) on Octo- 
ber 31st, was renewed for only six weeks. 





South Africa 


The region's blundering elephant 


PRETORIA 


Africa's regional superpower has still to find its way in foreign policy 


HABO MBEKI, the man who will suc- 

ceed Nelson Mandela as South Africa's 
president next year, has a vision. He would 
like to lead an African renaissance: a cre- 
ative surge of political, economic and cul- 
tural activity across the continent which 
will eventually make Africa prosperous, 
peaceful and powerful. 

If this can be done, South Africa is the 
country to do it. Its economy outranks, by 
far, any other in Africa. Its regime is com- 
mitted to human rights and clean govern- 
ment; its current leader is a man of huge 
moral authority. And it has the continent's 
most effective army. 

When the new rulers took over in 1994, 
they pledged themselves to act multilater- 
ally; some said, privately, that they did not 
want South Africa to throw its weight 
around, because of its past record of beat- 
ing up its neighbours. But South Africa's Af- 
rican policy has not, so far, been effective. 
When, in 1995, Mr Mandela called for sanc- 
tions against the military regime in Nige- 
ria, nobody in Africa, not even Mr Mbeki, 
his own deputy, followed him. This year, 
South Africa's clumsy intervention in Leso- 
tho to defeat a coup attempt saved Leso- 
tho's elected government, but seems to 
have united its people against the South Af- 
ricans. And with Congo, now the scene of 
an Africa-wide war, South Africa's record 
has been dismal. 


When, in 1997, the Congolese rebels, led 
by Laurent Kabila, were poised to over- 
throw the late Mobutu Sese Seko, South Af- 
rica tried to mediate. Mr Kabila snubbed 
Mr Mandela, and rejected his mediation. 
This year, when Congo blew up again, 
South Africa was outmanoeuvred. Though 
itopposed any military action by outsiders, 
it eventually had to sanction the interven- 
tion by Zimbabwe, Angola and Namibia, 
all of which had sent troops to Congo to 
save Mr Kabila from fresh rebels supported, 
in their turn, by Rwanda and Uganda. Mr 
Mandela is now trying to use his personal 
authority to secure a ceasefire and the with- 
drawal ofall foreign forces from Congo. But 
he is getting nowhere. Mr Kabila will not 
meet him, and Zimbabwe's Robert Mugabe 
will not even talk to him. 

Why is a regional superpower, with a 
clean agenda and no enemies, having such 
a hard time getting its own way? One rea- 
son is its failure to develop a coherent for- 
eign-policy framework. Sometimes it has 
several foreign policies going at the same 
time. Mr Mandela enjoys playing an inter- 
national role, especially over the telephone. 
But, say officials, he does not always tell 
others what has been decided by phone. 

The foreign minister, Alfred Nzo, was 
given the job as a reward for years of loyalty 
to the African National Congress. He is lit- 
tle more than a cypher. This leaves his dep- 
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_Acity’s metamorph 
LUMP, under-age hookers lean 


against the walls. Filthy, abandoned 
office blocks brim with squatters. Crack- 
dealers strut and shuffle. Hillbrow, next 
to the central business district of Johan- 
nesburg, is a zone of crime and destitu- 
tion, while the city centre itselfis suffering 
the fate that has afflicted so many down- 
town areas in the United States: the banks 
and corporate headquarters are fleeing to 
the suburbs, leaving decay in their wake. 

Last month, the Johannesburg Stock 
Exchange, where gold-mine shares have 
been traded for 100 years, announced 
that it will abandon the city centre for 
Sandton, a stretch of glitzy but soulless 
shopping malls ten kilometres (six miles) 
to the north. Brokers rejoiced at the 
prospect of mugging-free lunches in 
heavily guarded mall trattorias. But 
the business exodus is devastating 
the inner city. 

Johannesburg’s decline began 
long ago, in the mid-1970s, when the 
northern suburbs lowered their 
rates, attracting business from the 
centre. At the same time South Afri- 
ca’s white rulers began to realise that 
“grand apartheid” was unworkable. 

Thousands of black job-seekers were 
| flocking to the city, and white bu- 
reaucrats and the police were no 
longer able to enforce housing, zon- 
ing and environmental regulations. 








| Then, in 1986, South Africa's & 3 
| segregatory pass laws that stopped - Lad 
| black people coming to "white" White flight, black chance 
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towns to look for work, were repealed. 

Unscrupulous landlords in the city 
crammed migrants from the countryside 
ten to a room, and stopped fixing the toi- 
lets. Whites migrated to fortress commu- 
nities in the northern suburbs. Rents fell, 
offices were left empty, fashionable hotels 
were mothballed for lack of guests. 
Hillbrow, once the favoured destination 
of the emerging black middle class, was 
its funkiest nightclub district a decade 
ago (some guidebooks still urge tourists to 
£o there) But, these days, drug-pushers 
and the destitute have moved in and it 
has become so rough that the local 
chillied-chicken restaurant had to quit 
fund-raising for the neighbourhood po- 
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lice, since its customers, many of them 
criminals, objected. 

Meanwhile the northern suburbs are 
growing at such a pace that they will soon 
join up with Pretoria, 50km to the north. 
The 10km gap between Johannesburg 
and its main dormitory town, the former 
black township of Soweto, remains deso- 
late and undeveloped. 

Efforts are being made to reverse the 
rot. When a newspaper published photo- 
graphs of a single days multiple 
muggings at one street corner, President 
Nelson Mandela promised to do some- 
thing about it. And indeed, some progress 
has been made. Imitating a successful 
American idea, the council has set up a 
number of “business improvement dis- 
tricts”, where companies share the costs of 
security guards and litter-collection. 
Graeme Reid, the council's inner-city 

manager, argues that it is neither fea- 
sible nor desirable for the area to go 
back to what it was, but that a new, 
vibrant, multi-ethnic city is evolving. 
The resident population has actually 
increased by a quarter in the past 
five years. Attracted by rents less than 
a fifth of those in Sandton, small, 
black-run firms are setting up in the 
business district. Workshops making 
furniture and clothes are thriving. 

Traders from neighbouring Afri- 
can countries pour into the city mar- 
kets to buy basic consumer goods 
that are either dear or unavailable at 
home. Although central Johannes- 
burg will probably never again be Af- 
rica's financial hub, it could, with 
vigorous policing, discover a new 
kind of charm. 





uty, Aziz Pahad, doing most of the donkey 
work. A skilful politician but no heavy- 
weight, his ministry is vulnerable in cabi- 
net meetings to other more powerful min- 
istries; that of trade and industry has taken 
over relations with Europe. The foreign 
ministry is further weakened use so 
many of its senior staff are still white. 
Though governments increasingly refuse to 
accept a white South African ambassador, 
there are, as yet, few sufficiently trained po- 
tential black ones to take over. 

Thestrongest voice in foreign-policy de- 
cision-making is Mr Mbeki himself. He was 
the ANC's foreign minister in its years of ex- 
ile. But as deputy president, he cannot de- 
vote much time to foreign affairs. That 
leaves a lot of power in the hands of the 
staffers—young, energetic but inexperi- 
enced—who man his “co-ordination and 
implementation unit". The unit tends to be 
resented by other officials, who see it as an 
emerging kitchen cabinet. 

The lack of coherence also reflects the 
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continuing argument between those who 
want human rights as a key part of foreign 
policy, and the pragmatists who want to 
concentrate on South Africa's direct politi- 
cal and economic interests. In its Africa 
policy, South Africa has not found a steady 
path between the two. Where most of the 
world sees a saint in Mr Mandela, South Af- 
rica's neighbours tend to see a bully. 

Some of them also see South Africa as 
America's ally in Africa. Yet South Africa 
has been cautious about accepting the 
American embrace, unenthusiastic about 
an offer to train its army in peacekeeping 
and sceptical of the American legislation 
for a better trade deal. Mr Mandela shrugs 
off American objections whenever he 
meets Fidel Castro or Muammar Qaddafi. 
And by playing host to a meeting of “non- 
aligned” governments in September, South 
Africa firmly identified itself with third- 
world complaints about the inequity of the 
world economic system. 

Yet, at another level, South Africa does 


not follow a third-world agenda. Its most 
obvious presence in the rest of Africa is 
through its mining companies, still largely 
white-run. Its emphasis on human rights 
and good governance—not to mention its 
espousal of gay rights and smoking bans— 
makes it sound more like a European gov- 
ernment than an African one. It is this that 
made a former Nigerian foreign minister 
describe South Africa as a white country 
that happens to be run by a black man. 

Can South Africa escape this sort of 
snide jeering? Probably not, so long as it 
tries to be friends with everyone and fails to 
use its weight on those, such as Mr Mugabe, 
who defy it. One course might be to stop 
pretending it is just another member of the 
Organisation of African Unity or Southern 
African Development Community, and 
start developing bilateral relations with 
other African countries, perhaps extending 
the South African Customs Union free- 
trade agreement to them. 
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var too far for Milosevic 


NATO changed the rules last month by insisting that Yugoslavia, a sovereign 










WO days after the American mediator 
osovo; Chris Hill; urged local eth- 
Albanian rebel commanders to show 
|. restraint, the police station in Malisevo was 
_ attacked. The rebels captured two Serb po- 
_ licemen. and shot them; apparently at 
point-blank range, close to the sandbagged 
police station. Their bodies were found in 
the street on November 9th by American 
|. observers based nearby: It looked like re- 
 taliation for the earlier deaths of five 
Kosovo Liberation Army (KLA) fighters, and 
for other reported attacks by Serb police- 
men on Albanian villages. 
„< Malisevo could be where the fighting 
_ erupts all over again. At a crossroads in cen- 
- tral Kosovo, this small market town was a 
supply-and-communications hub for the 
. KLA until its capture and destruction by 
«Serbian forces in late July. Now the tables 
. have been turned. Under a pact agreed 
| upon a month ago with Richard Hol- 
.. brooke, America’s envoy, and General Wes- 
. ley Clark, Nato’s commander for Europe, 
_ Serbian police were allowed to keep posi- 
_ tions in all of Kosovo's main towns, includ- 
|. ing deserted Malisevo. But they now find 
|. themselves surrounded by a hostile and in- 
_ creasingly well-armed KLA: weapons still 
. comeover the porous southern border with 
. Albania, and even from Serbian arms 
_ smugglers north of Kosovo. 
Does this mean that the peace deal, 
_ brought about by the threat of NATO air 
‘strikes against a sovereign country, is un- 
ravelling? Not necessarily. The immediate 
objective--to avert mass starvation among 
refugees living in the open as winter ap- 
proached—has been achieved. Aid workers 
- have been able to deliver food and medi- 
cine. Life is far from normal: many villages 
are still deserted, and rotting carcasses of 
slain cattle lie in fields of wheat that were 
never harvested. But few Albanians, if any, 
are still having to live under flimsy shelters 
of plastic sheeting in the hills. 

Yugoslavia's President Slobodan Milo- 
sevic has also withdrawn several thousand 
troops and policemen. The intention was 
to allow him to keep around 25,000 armed 
men in Kosovo until a political settlement 








THE ECONOMIST NOVEMBER 14TH 1998 


country, should behave better in Kosovo. Has it worked? And will it stick? 


had been reached, and then replace most of 
them with a mainly Albanian police force 
run by an autonomous, but not indepen- 
dent, Kosovo. Meanwhile, just over 100 un- 
armed observers, mostly Americans, would 
watch for fair play, to be reinforced later by 
a 2,000-strong “verification” mission led 
by the Organisation for Security and Co-op- 
eration in Europe (oscE). Mr Milosevic is 
not standing in their way. But the oscE has 
been painfully slow to get going. Its head, 
William Walker, an American diplomat, ar- 
rived in Kosovo only on November 11th; 
the mission has not officially started work. 

This delay may be giving the KLA 
more time to regroup after the Serbs’ 
summer offensive; and this, in turn, 
gives the Serbian security forces an 
excuse to retaliate. Obliged by NATO 
to scrap fixed checkpoints, Serbian 
policemen are running rings 
around the outnumbered osce ob- 
servers with mobile units that stop 
and harass Albanian civilians on 
main roads. Worse, after this 
week's killings, Mr Milosevic is 
threatening to send his forces 
back in again if the West fails to 
control the KLA. Several hundred 
policemen returned to 
Kosovo this week. 

Even if the ceasefire 
holds, the proposed ne- 
gotiations over Kosovo's 
future look as difficult as 
ever. Mr Milosevic has been 
forced to agree to a deal that 
would return to Kosovo the 
selErule it enjoyed from 1974 
to 1989, when he himself 
brought that to an end. Kosovo is 
now no more than a province of Ser- 
bia which, along with Montenegro, 
makes up the rump of Yugoslavia. 

But Mr Milosevic insists that 
the provinceistoremain partof — 
Serbia. All of its bickering eth- 
nic-Albanian political lead- 
ers reject this. The least ug 
they will accept, it seems, 7 
is a Kosovo that would 


become a separate segment of Yugoslavia 
alongside Serbia and Montenegro—and 
then only for three years, until its people (in 
practice, the Albanian majority) decided 
on their future in a referendum. And none 
of these politicians, notably Ibrahim 
Rugova, the almost powerless "president" 
of the self-declared Republic of Kosovo, can 
sign any deal without the backing of the 
armed ethnic-Albanian militants. 

To this end, Mr Hill has renewed con- 
tacts with the KLA in Drenica, its heartland 
in central Kosovo, and with exiled rebels in 
Switzerland, urging them to accept his lat- 
est draft plan. This would give Kosovo 
much of the substance of independence, if. 
not the symbols. Apart from a common cur- 
rency and Yugoslav customs officers and 
border troops, Kosovo would run itself, 
with international guarantees to prevent a | 
repetition of 1989. 

Whether the American negotiators are 
prepared to go even further depends partly 
on differences in Washington. Mess: 
Holbrooke and Hill see Mr Milosevic as a 
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Kosovo (and, more important for Washing- 
ton, preserve the peace in Bosnia) But 
hawks led by Madeleine Albright, the secre- 
tary of state, believe that he has caused so 
much mayhem in the Balkans that it is time 
to pull the rug from under him in Kosovo, 
and say good riddance to his presidency— 
as well as to Serbian rule over the province. 
- If America turns its back on Mr Milosevic, 
he isin bad trouble. Already, his position is 
“looking shakier. Many Serbs are asking why 
he may be about to give up Kosovo for noth- 
ing in return; America's and Europe's sanc- 
tions, after all, remain in place. 

Even the nationalists àmong Kosovo's 
Serb minority have turned against Mr Mil- 
osevic, accusing their former hero of be- 
trayal. They have the backing of the widely 
respected Serbian Orthodox Church. Stu- 
dents are protesting again in Belgrade, Yu- 
goslavia's capital, saying that they stand for 
“resistance”, and spray-painting their sym- 
bol, a clenched fist, across the city. Although 
still weak, a new opposition coalition, Alli- 
ance for Change, is gaining momentum. 
And Montenegro's President Milo Djukan- 
ovic, Mr Milosevic's boldest opponent, says 





necessary evil who can deliver adealon | 


that Serbia's isolation is pushing his own 
small republic down the path to secession. 

Sensing his vulnerability, Mr Milosevic 
has matched his apparent capitulation to 
NATO's demands with tougher repression 
at home. A Draconian media law is forcing 
independent newspapers and radio sta- 
tions out of business. Unruly academics at 
Belgrade University, the last real bastion of 
free thought in Serbia, have been sacked. 
With loyalty at a premium, Mr Milosevic 
has also dismissed his long-serving secret- 
police chief, Jovica Stanisic, and embarked 
on a purge within the federal army and his 
own Serbian Socialist Party. 

"The government is moving from a 
loose form of authoritarian system to a very 
hard form that I label 'sultanism' ", says 
Ognjen Pribicevic, a political analyst in Bel- 
grade. He, among others, suspects that the 
regime—Europe's longest-surviving off- 
shoot of communist times—is on its last 
legs. Mr Milosevic has survived many cri- 
ses, and in Montenegro may have another 
one coming up. But his already small circle 
of close supporters is dwindling rapidly. 
Kosovo may have been the war too far. 

a 





Food to Russia ^ 









But will it help ) a 


MOSCOW 


ce AMAGED during processing”, 

reads the English labe! on the 
oddly shaped frozen lump in a Moscow su- 
permarket. “Although one or more parts of 
this chicken may be missing, it still repre- 
sents excellent value for money.” Until Rus- 
sia’s financial collapse, half of its food was 
imported from the West. Now most deliver- 
ies have stopped, and warehouse stocks are 
running down fast. 

What could be more natural than for 
the European Union and the United States 
to subsidise food exports to Russia, or even 
to send them free, as both plan to do? It 
suits their exporters, who have lost billions 
of dollars in sales since August: Russia was 
the largest foreign market for American fro- 
zen poultry, for example; even after ship- 
ping costs and customs dues, the American 
fowl were cheaper (limbless or not) than in- 
efficiently reared native ones. 

But would this suit Russia? Not neces- 
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BELGRADE 


To could hardly have been a 
stranger place for such a gathering. On 
November 7th and 8th, the first confer- 
| ence ever held in Serbia on the subject of 
| bringing internationally indicted Balkan 
| war criminals to justice took place—in 
| Belgrade, the city that has generated some 
| ofthe worst war crimes in the second half 
| 

| 





of the 20th century. The hotel where the 
conference met had hosted the wedding 
of Arkan, one of the Serbs’ most savage 
paramilitary leaders, and once provided 
a bed for Radovan Karadzic, the former 
leader of the Bosnian Serbs and a top war- 
crimes suspect. 
| Yet Belgrade has its decent people too. 
| The conference was sponsored by the Hu- 
| manitarian Law Centre; a Serbian group 
| that has denounced Serb atrocities in Bos- 
nia and Kosovo. It drew a strangely mixed 
i crowd, ranging from Belgrade University 
| professors to defence lawyers for the 
| handful of war-crimes suspects who have 
| faced the United Nations tribunal in The 
| Hague; and, astonishingly, a group of de- 
| fiant Kosovars: 
| Official Serbia, though, is a long way 
| from dealing frankly with its brutal past. 
| It has for years refused to surrender three 
| Serbian army officers indicted by the 
| Hague tribunal fora 1991 massacre, Ratko 
Mladic, the Bosnian-Serb military chief 
| who supervised the massacré of 7,000 


A little gleam of law in Serbia 


Bosnian Muslims at Srebrenica, has been 
spotted in the country. And the UN tribu- 
nal is demonised by the government as 
an anti-Serb show trial. 

Even at this conference, despite a few 
gleams of light (such as the Serb lawyer 
who insisted that Balkan war criminals 
must face justice), the tribunal was com- 
pared to the Spanish Inquisition, a medi- 
eval court and a communist show trial. 
Milan Vujin, a beefy Belgrade lawyer who 
has defended a Serb accused of crimes at 


Arbour was offered a visa to attend the 
conference in Belgrade, but not to go on 
to Kosovo. She and her team remained in 
The Hague. 

“Pm entitled by law,” says Ms Arbour. - 
Indeed, under three Security Council 
resolutions, she has international juris- 
diction over war crimes in Kosovo, as in 
any part of the rump of Yugoslavia. The 
United States plans to take the snub she 
met to the Security Council. Yet Mr Milos- 
evic, having permitted two days of talking 
in Belgrade, is still in no real risk ofbeing | 
brought before international law. Ms Ar- | 
bour's absence from Belgrade was indeed | 
a triumph of non-law over law. | 
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the Omarska concentration camp, 
called the tribunal a “triumph of 
non-law over law.” 

The biggest single obstacle to a 
Serbian clearing of minds is the 
continued rule over rump-Yugosla- 
via of President Slobodan Milos- 
evic. Thanks to his regime, the con- 
ference’s most important. guests 
were dramatically absent. Louise: 
Arbour, the chief prosecutor of the 
UN war-crimes tribunal, . had 
planned to speak to the conference 
and then to proceed to ravaged 
Kosovo, with a team of UN investi- 
gators, to dig up facts on the latest 
round of war crimes there. Mr 
Milosevics foreign minister and 
justice: minister said that the re- 
gime did not acknowledge the tri- 
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Preparing to thaw all that frozen chicken 


sarily. True, the country has had its worst 
harvest for 45 years, and is now facing 
probably its coldest winter in 30 years. At 
least 11 people have already frozen to death 
in Moscow—the most prosperous city in 
the country—and more than 67 have been 
taken to hospital suffering from hypother- 
mia. Food and fuel supplies to the far 
north, which is ice-bound and barely acces- 
sible in winter, have been disrupted. There 
is talk of emergency evacuations. 

True too, Russian consumers can no 
longer afford so much imported food (de- 
valuation has cut most incomes by two- 
thirds in dollar terms). Nor can Russia’s 
government help much. Its revenues are 
barely enough to buy every citizen a daily 
cup of tea; since August, they have shriv- 
elled to $9 per person per month. 

But this does not add up to incipient 
famine. For a start, the harvest did bring in 
40m tons of grain, and the government (it 
says) has another 20m in its reserves. Russia 
was still exporting grain in October. Sec- 
ond, most Russians always bought locally 
produced staples; imports were prized 
more for their flavour and packaging than 
for their calories. Third, Russia has a bal- 
ance-of- payments surplus. Fourth, officials 
have only a hazy idea of where the real need 
is. British diplomats who last month vis- 
ited Norilsk, an isolated northern mining 
town, were asked for food aid. How much, 
they asked, and where? Three weeks later, 
they are still waiting for an answer. 

In short, if Russians are cold and 
hungry, it is less because of large shortages 
of food or fuel than because of bad govern- 
ment. The state is failing, for instance, to 
look after orphanages, prisons and asy- 
lums. Large amounts of food aid might 
even make things worse, by encouraging 
corruption and weakening Russia’s own 
food industry still further. These dangers 
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were highlighted during the last western 
food-aid programme, in 1991-92. When- 
ever food was sold below market prices—a 
pitfall that the Eu tried to avoid—huge 
quantities were siphoned off and hawked 
commercially; this no doubt got the food 
around, but not to those most in need of it. 

The same mistake may well be made 
again. Distribution of America's new grain- 
and-meat aid package, worth $625m, has 
not been put out to public tender. Only 
100,000 tons will be handled by aid orga- 
nisations; state-controlled bodies will get 
the rest, which they will either hand out free 
or sell “at local prices" (solely to avoid—say 
officials straight-facedly—spoiling the mar- 
ket for local producers). There will be little 
scrutiny. Only two American officials will 
be sent to check how the aid is used. “The 
ultimate responsibility lies with the Rus- 
sian government,” says Chris Goldthwait, 
the chief American negotiator. 

The urgency has been wholly on the 
American side; Russia, for most of the nego- 
tiations, was insisting that it should levy 
taxes and customs dues on the donated 
food. Official greed, rather than public 
need, seems to be uppermost in govern- 
ment thinking. Now another deal on fro- 
zen poultry is in the offing. 

Meanwhile, the Eu, before any official 
Russian request has even arrived, is prepar- 
ing a $472m food package. A much nastier 
shortage, that of medicine, is hardly being 
noticed or tackled at all. “What they really 
need is insulin and syringes, and food only 
for those who can't afford it," says one Nor- 
dic diplomat who knows Russia well and is 
highly critical of the EU move. “The last 
thing Russia needs is massive food aid." An 
inconvenient objection, but one that the 
West's powerful farming lobby can afford 
to ignore. 
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France 


Green with envy 


PARIS 


HE German Greens' success has turned 

their less fortunate French cousins a 
deep shade of, well, green. The German lot 
now hold three important ministries, in- 
cluding foreign affairs; and they have won 
commitments to abandon nuclear power 
and bring in hefty eco-taxes. Their French 
counterparts hold a single ministry—the 
environment one—and have achieved the 
closure of only one of France's 57 nuclear 
reactors despite the fact that France's vari- 
ous green groups won 6.8% of the vote in 
last year's French election, compared with 
the 6.7% that Germany's Greens got this 
September. 

Why do the French Greens have rela- 
tively little clout? Because, under Germa- 
ny's system of proportional representation, 
the Greens got 47 parliamentary seats, but 
under France's majority-voting system its 
Greens, the main environmental party, got 
a mere half-dozen. Because Germany's 
Chancellor Gerhard Schróder could not 
have formed his government without 
Green support, while Lionel Jospin's coali- 
tion with France's Communists meant he 
had no real need of the Greens. But chiefly, 
perhaps, because the vociferous German 
Greens have been a political force in Ger- 
many for the past couple of decades, 
whereas the still-fragmented French ones 
are relative newcomers in France—a coun- 
try with little tradition of pacifism, nuclear 
protest or respect for the environment. 

Now the French Greens have begun to 
demand more. Dominique Voynet, the 
environment minister and Green leader, 
recently announced that France too is "in 
the process of doing a turnabout on nuclear 
power". Embarrassed officials in the prime 
minister's office quickly denied any change 
in policy. Over three-quarters of France's 
energy, and 91% of its electricity, comes 
from nuclear power, compared with just 
overa third in Germany. But Mr Jospin has 
now accepted that France's energy policy 
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can be "progressively diversified". That 
vague phrase may be sharpened by a deci- 
sion last month by Switzerland to phase 
out nuclear power, after similar decisions 
in Sweden, Italy and Germany. 

But the French Greens no longer want 
to be, in Miss Voynet's words, merely “nice 
marginal characters, just capable of look- 
ing after the environment". Their aim is to 
overtake the Communists to become the 
second-strongest force on the French left. 
To do that, they need some forceful person- 
ality capable of knocking rival heads to- 
gether. Now they believe they have found 
their man. On October 25th they chose 
Daniel Cohn-Bendit, a leader of the 1968 
French student uprising, to lead their cam- 
paign in next year's elections to the Euro- 
pean Parliament. 

Better known as Dany le rouge, for his 
wild mop of red hair as much as for his 
politics, Mr Cohn-Bendit has long since 
turned from a Utopian anarchist into a 
green pragmatist and an ardent Europhile. 
But he has lost none ofhis irreverent blunt- 
ness or his delight in provocation. Born in 
France in 1945, the son of Jewish refugees 
from Berlin, he isa German national, a Ger- 
man member of the European Parliament, 
a former Green deputy mayor of Frankfurt, 
and a friend of Joschka Fischer, Germany's 
Green foreign minister. Anyone in the Eu- 
ropean Union may be a candidate in any 
EU country's Euro-election campaign. But 
this is the first time a foreigner will have led 
a French party into the battle. 


—Á————————————— 


Portugal 
Just say no 


LISBON 


EFERENDUMS have a nasty habit of 

turning into votes of confidence, or its 
reverse, in the government, regardless of 
the specific question asked. Antonio Gu- 
terres, Portugal's Socialist prime minister, 
may have had this in mind when he or- 
dered pollsters to reassess his popularity 
the day after an overwhelming 63% of vot- 
ers rejected, in a referendum on November 
8th, his plans for regional devolution. 

The divide between Portugal’s relatively 
rich Atlantic coast and the poor, rural inte- 
rior—which the regional devolution plan 
was primarily designed to tackle—is a 
handicap many Portuguese lament. The So- 
cialists made “regionalisation” one of the 
main planks of the campaign that led to 
their general election victory in 1995. “The 
Portuguese state is still based on a Napole- 
onic structure that dates from the 18th cen- 
tury,” explains Mr Guterres. He believed 
prosperity would be spread more evenly 
were Portugal divided into eight regions, 
each with its own parliament, to give local 
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Overheating, Portuguese-style 


people a say in regional planning, public 
investment and the use of European Union 
money. The voters were not persuaded. 

Opposition parties on the right, which 
led the campaign against the plan, aroused 
fears that the proposals would destroy na- 
tional unity, undermine budgetary disci- 
pline—as regional leaders fought for cen- 
tral government money—and create 
another layer of bureaucracy in a country 
long swathed in red tape. 

Despite their success, opposition par- 
ties then piously declared that it would be 
wrong to draw broader conclusions from 
the vote. They would not demand the gov- 
ernment's resignation, they said. But this re- 
straint may owe more to their own plans to 
build an opposition alliance before a gen- 
eral election next October than to a patri- 
otic concern for political stability. The cen- 
tre-right Social Democrats, the main 
opposition party, and the smaller right- 
wing Popular Party, have announced that 
they will get together, as the Democratic Al- 
ternative, to fight the election. 

For now, Mr Guterres probably has lit- 
tle to worry about. Since 1995, when he was 
one ofthe first of the new breed of modern- 
ising Socialists to win a general election, he 
has won general approval for his concilia- 
tory, compassionate style. He has overseen 
healthy economic growth, and won a re- 
sounding success in getting Portugal to 
qualify for the European single currency. 
This may be enough to keep him in power 
next year. But the birth of a new electoral 
alliance on the right could rob him once 
again ofan overall majority. He is four seats 
short ofone in the current parliament, forc- 
ing him to fish for parliamentary support 
and to compromise over important legisla- 
tion, including the budget. 

There may be troubles ahead, however, 
not least from the economy. Portugal's 
economy, like Ireland's (see next story), is 
out of step with the EU growth cycle-GDP 
growth is forecast at 4.2% this year and 3.5- 
4.0% next—and is in danger of overheating. 





o 


Like Ireland, Portugal ought to raise 
interest rates to check inflation, 
which is forecast at about 2.6% this 
year, above the original government 
target of 2.0%. Instead, the central 
bank, which has already cut rates 
twice in recent weeks, still has to 
lower them by about half a point by 
January to converge with the rates of 
the other euro countries. 

For the euro-zone as a whole, any 
overheating that this might generate 
in Portugal, *would be like a very 
small radiator in a very big room," 
says one Lisbon economist. But for 
Portugal the effect might be unpalat- 
able. “If wages rise faster than pro- 
ductivity, the inevitable result", says 
Luis Campos e Cunha, deputy gover- 
nor of the Bank of Portugal, will be 
(as if Mr Guterres needed to be told), 
“greater unemployment" Mr Guterres 
does not need to be told, of course. But what 
can he do? His popularity ratings may not 
be so reassuring 12 or 18 months ahead. 





Ireland 


Interesting 
dilemma 


UBLIN feels rather as London did a 

decade ago. Dinner-party chatter re- 
volves around soaring house prices. Shiny 
new BMws cruise the streets. Champagne 
flows freely in trendy new bars. A certain 
nouveau-riche smugness has set in, as if the 
good times are here to stay. 

And why not? Ireland's economy has 
blossomed in recent years. Its GDP per per- 
son has overtaken Britain's. Foreign invest- 
ment has played a big part. Lured by tax 
breaks and an abundance of skilled work- 
ers, the money has poured into high-tech 
factories that export nearly everything they 
produce. Dollops of European Union cash 
have also helped: motorways, airports and 
telecoms are being upgraded, fat subsidies 
keep farmers comfortable. Not surpris- 
ingly, the Eu is very popular. 

But as Londoners know, boom can be 
followed by bust. Inflation is already pick- 
ing up. As the Irish economy starts to over- 
heat, prudent central bankers would nor- 
mally be hiking interest rates to cool things 
down. Yet, because Ireland is about to 
adopt the euro, the Eu’s single currency, 
they are doing the opposite. 

From January, rates in Ireland will be 
set from Frankfurt, by the European Cen- 
tral Bank, with the needs of France and Ger- 
many mainly in mind. And because the 
core of euroland is growing sluggishly, they 
will be low. So Irish interest rates, rather 
than rising, will fall to Germany's 3.3% by 
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His Majesty's Government of Nepal (AMG 
Ministry of Finance 









Privatisation of Butwal Power Company (BPC 
Sale of Shares by Tender 










HMGN invites offers for the purchase of 75% of BPC shares through 
competitive tendering. 


Prince of Wales 


signed 
ithoqra 

















Established in 1966 and employing 300 people BPC is a pioneer 
hydropower development in Nepal. It developed, owns and operates - 
two hydropower plants with installed capacity of 17 MW, BPC owns 
14.9% of Himal Power Limited, the developer/owner/operator of 
Nepal’s first BOT project, the US$135 m, 60 MW Khimti hydropower. i 
project to be commissioned in 2000, 






S 






BPC is a unique opportunity to combine exploitation of Nepal's vas a 
hydro resources, access to the Nepal market (22 m pop) with export 


























Titles include potential in India while extending global reach in hydropower, 
Jindsor Castle s 
W Balmoral HMGN seeks bidders (preferably with Nepalese involvement) with 
í . di proven experience in hydropower development; available capital and 
Sandringham capacity to raise funds for hydropower projects; a credible business | 
Wensleydale plan for BPC with positive impact on Nepal and proposals to. transfer. 


technology. 







“For shrewd investors in the Art world 
lithographs by The Prince of Wales 

are proving to be a wise buy”. 

The Times Diary 








The closing date for bids is 10 January 1999. For further information. 
contact Privatisation Cell. Ministry of Finance, Nepal pli, 977 1. 
257854, 259820, 259993, fax 257854, e-mail asi@vell. mos.com.np o 
Adam Smith Institute (Privatisati i 
171 7356660, fax 7930090 e-mail mailbox(@as-inter, demon coaik 











For brochure or to view contact: 
Tel 0171. 584 6759 
Fax 0171 584 4672 









HMGN privatisation web-site http:\\www privat.gov.np 


BUILD YOUR OWN 
GLOBAL NETWORK 





In Duke University's Global Executive MBA~GEMBA™~ program, you'll interact with your cl 
-from around the world in face-to-face classroom sessions on four continents. Connect with 
them online for real-time class discussions and team projects. And end up with a worldwide 


network of colleagues. To learn more, call 919.660.7804 or visit www.fuqua.duke.edu. 
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CONSUMEXPO-99 ® © 
Consumer Goods 

PRODEXPO-99 % © 

Foodstuffs and Basic Food Raw Materials 


A; MSOO-99 


Salon Ophtalmologic Optics 


OBUV. MIR KOZHI-99 
Footwear, Leatherwear and Production Facilities 


SVIAZ-EXPOCOMM-99 €, 
Telecommunications 
Coorganizer: E.J, Krause & Associates, Inc, (USA) 


SECURITY EXPO-99 
Protection and Security Technology 


SPETSTRANSPORT-99 
Specialized Transport 


MEDTEKHNIKA-99 
Medical Engineering 


INTERMEBEL-99 
Furniture, Republik of Tatarstan, Kazan 


ELEKTRO-99 
Electrotechnical Wares, Consumer Electronics, 
Production Technologies, Equipment and Materials 


COTTAGE-99 
Home Building and Improvement 


^ BYT | MODA-99 


Consumer Goods 


MIR STEKLA-99 
Glass and Glass Industry; Manufacturing, 
Processing, Materíals and Applications 
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Urban Infrastructure and Municipal Management 
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Architecture, Construction and Building Industry 


Wholesale Fair of Merchandise and Machinery 
Organizers: GUP "Moscontractprom" 

Moscow Government 
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Agricultural Equipment, Farming, Food Processing 
Trade Equipment, Packaging, Flower-growing 


BANK & OFFICE-99 
Equipment for Banks 


INFORMATIKA-99 
Computers and information Technologies 
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Footwear, Leatherwear and Production Facilities 


MIR DETSTWA-99 


Goods for Children and young People, 


new Educational Programmes 


|! REKLAMA-99 6 


Publ icity and Advertising Facilities: 


MEBEL-909 & C 


Furniture, Fittings and Upholstery 
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Russia, Moscow, 123100, Krasnopresnenskaja nab. 14, 
^Expocentr; firm "Mezhvystavka" 
Tel: (007) 095-255 37 23, 255 37 33 * Fax (007) 095-205 60 55 
E-mail: mezviste'expocentr.ru * http//www.expocentrru 


Never before have the Directories of U.S. Importers 
and U.S. Exporters experienced such a complete over- 
haul to provide you with 55,000 of the most compre- 
hensive, accurate leads in the shipping industry. 


55,000 confirmed-active listings 

Only those firms that have been active within the last 12 
months make it in the books. This year, we added 
25,000 brand new, high-volume traders and eliminated 
inactive companies. The result is 55,000 confirmed— 
active sales leads. 


Key industry contacts 

Learn the who, what, where, when and how of getting in 
touch with the most influential decision-makers in the 
business. 


More detailed indicators 

We've added estimated dollar value of shipments... 
actual tonnage...and the number of containers and 
shipments...to let you size up companies at a glance! 


Identification of import brokers 

Now you'll know the narne of the broker or transporta- 
tion service provider for more than 10,000 listings in the 
Directory of U.S. Importers. 


Order today 

Order the 1999 Directory of U.S. Importers ($450) and 
the 1999 Directory of U.S: Exporters ($450) at the same 
time for only $650 per set--a savings of $250 on their 
combined prices. And, every order includes.a FREE 
Electronic Index on CD-ROM. To place your order, call 
Anna-Marie Bubba at 800-222-0356, ext. 6843, or send.a 
FAX to 908-454-6507. 


DIRECTORY OF UNITED STATES IMPORTERS 
DIRECTORY OF UNITED STATES EXPORTERY : 


The Journa 
Leader in world trade information. 


- 445 Marshall Street, Phillipsburg, NJ 08865, U.S.A. 





year-end. That is why Ireland has 
slashed its key rate from 6.19% six 
weeks ago to 3.69% now; the latest cut, 
1.25%, came on November 6th. 

Lower interest rates are just what 
Ireland does not need. GDP growth is 
set to top 9% this year, according to Jim 
Power, the Bank of Ireland’s chief 
economist. Such fast growth cannot be 
sustained for long without running 
into inflationary bottlenecks. Signs of 
overheating abound. Dublin house 
prices have risen by 40% this year; one 
pricey Dublin suburb has been 
dubbed “Bel Eire”. Consumer borrow- 
ing is up over 20%. Skilled computing 





Boiling over 


Inflation 


% change on year earlier 
GB EU average 








EUROPE 


land's exports equal nearly 90% of its 
GDP, and economic prospects for its 
main trading partners—Britain, the 
rest of the Eu and the United States— 
are turning sour. 

Ireland's second weapon against 
inflation is its elastic workforce. The 
Irish have long left home in search of 
work abroad, in Britain, the United 
States and elsewhere. Now they are 
coming home to fill the boom in good 
jobs. Foreigners are following; many 
Britons work in, for instance, Dublin's 
department stores. Many more 
women too could join the labour 
force. And there are still many unem- 


staff are in short supply, as are builders and 
even unskilled manual workers. Pay deals 
are breaching the incomes policy agreed 
between the Fianna Fail government of 
Bertie Ahern and the trade unions. Worse, 
the economy will soon get a further boost 


from Mr Ahern’s pledge to cut taxes and 
raise public spending, as part of his wage 
pact with the unions, in the budget due on 
December 2nd. 

All is not lost. The downturn in the rest 
of the world may yet cool things down. Ire- 


ployed people. But such adjustments, ] 
though helpful, will not happen overnight. : 
And if the imposed fall in interest rates ex- j 
acerbates the eventual painful Irish bust, y 
the £u will probably be blamed. 1 











Turkey's other half 


ANKARA 


MINISTER for women and the fam- 

ily who is proud of being a virgin; a 
mischievous television comedian who 
pokes fun at her; a body of granite-faced 
apparatchiks who punished him for do- 
ing so. Levent Kirca, a satirist who lately 
spent a week campaigning against Tur- 
key's censorship, has plenty of material 
for his next sketch. 

On November 3rd, Mr 
Kirca began a hunger-strike 
designed to persuade Tur- 
key's Radio and Television 
Supreme Board to revoke a 
one-day broadcasting ban 
imposed on Channel D, a 
popular private television 
channel. Its crime had been 
to broadcast an unkind 
Sketch by Mr Kirca satiris- 
ing the sexual abstinence of 
Isilay Saygin, the minister 
who looks after women and 
the family in the govern- 
ment of Mesut Yilmaz. Ms 
Saygin says the sketch, in 
which she was played by Mr 
Kirca's wife, delivered "an insult to all 
women”. Mr Kircas show-business 
friends are up in arms at the one-day ban; 
its date is yet to be set by the censor. 

Why have Turkish feminists not 
leaped to Ms Saygin's defence? One rea- 
son is that many liberal-minded Turks 
are tired of the censor's meddling; in the 
four years since the television board was 
set up, its blackouts have imposed more 
than 400 days of bans, on one channel or 
another. Punishable offences range from 


Na 
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Thinly veiled disapproval 


Islamic “fundamentalism” to “corrupt- 
ing public morals”. Mr Kirca’s sketch got 
Channel D hauled up for violating Ms 
Saygin’s “personal rights”. 

The second reason may be that, 16 
months after joining Mr Yilmaz’s cabinet, 
Ms Saygin has done precious little for 
Turkish women. Feminists distrust her. 





K 


She is a traditionalist who opposes efforts 
to decriminalise adultery. She has also de- 
fended the right of state orphanages to en- 
force virginity tests on older girls. She has 
done nothing to clarify a vaguely worded 
law empowering the police to investigate 
“crimes of morality”, a phrase often used 
to justify virginity tests on girls whose 
marriage prospects have been damaged 
by gossip. Perihan Sari, one of the very few 
women to reach high rank in Ankara’s bu- 
reaucracy, calls Ms Saygin “a terrible 





choice as minister”. 

The Yilmaz government as a whole 
has done little better. It has passed a law 
giving courts the right to issue exclusion 
orders on violent spouses; but divorce 
laws still favour husband over wife, and a 
bill designed to iron out such injustices is 
gathering dust. Another law allowing 
adulterous wives to be jailed prescribes 
mere fines for errant husbands. 

MrYilmaz's cabinet, it is true, does not 
contain, as its piously Islamist-led prede- 
cessor did, a bigamist min- 
ister. Nor does his Mother- 
land Party try to shut down 
refuges for battered women, 
as the Islamists have been 
known to. Nevertheless, the 
frustration of Turkish femi- 
nists, who fear they have 
lost ground to women de- 
manding the right to wear 
Islamic-style headscarves in 
lectures, is understandable. 
More than half a century 
since Kemal Ataturk gave 
his country a Swiss-style 
civil code and its women 
the vote, Turkey’s commit- 
ment to equality of the sexes 
remains half-hearted. Over 
a quarter of Turkish women are illiterate. 
There are fewer women now in parlia- 
ment than in Ataturk’s time. 

Ms Saygin is by no means solely to 
blame. Parliament recently rejected a mo- 
tion to limit the television board’s super- 
visory powers. And a statement by the 
board that there was “no question” of re- 
voking its ban seems to have affected Mr 
Kirca’s resolve; by the evening of the day 
he began it, Mr Kirca broke his fast. Not a 
great moment for liberal Turks. 
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Mario Monti, Europe's taxman-in-chief 


HEN good Americans die they go to Paris, thought one of 

Oscar Wilde's characters. And when European politicians 
die they go to Brussels—or soa briefsurvey ofthe European Com- 
mission and its members down the years might suggest. Rarely 
has a commissioner made much ofa return to political life in his 
home country when his term or two in Brussels was over. 

Rarely, that is, until now. Italy, in the avant-garde of Euro- 
pean politics more than once this century, may prove an innova- 
tor in the recycling of Eurocrats too. Already Italian voters seem 
to regard Brussels as the place where the really serious governing 
of Italy gets done—the more so since they have seen their coun- 
try’s public finances transformed in the name of European mon- 
etary union. Small wonder if Italians are also the first to see Brus- 
sels as a place where national leaders 
are made, not lost. 

That certainly seems to be the 
view taken of Italy’s two current Eu- 
ropean Commissioners, Emma Bon- 
ino and Mario Monti. Last month 
Ms Bonino--a marginal figure in na- 
tional politics when she went to 
Brussels in 1995—was sounded out 
for a minister's job in the latest Ital- 
ian government. Some Italians whis- 
per of her now as a possible wild 
card in next year's presidential elec- 
tion. Mr Monti—who was not a poli- 
tician at all before he went to Brus- 
sels, but a university rector and 
professor ofeconomics—is viewed as 
a natural front-man for the Italian 
centre-right, should Silvio Berlus- 
coni abandon that role. (There may 
be high-level traffic in the other di- 
rection too: Italy’s former prime 
minister, Romano Prodi, would be a 
shoo-in for the presidency of the Eu- 
ropean Commission next year, 
should he want the job.) 

Ms Bonino's campaigning for 
human rights and consumer inter- 
ests has made her famous from Bil- 
bao to Bangladesh. Mr Monti cuts a quieter figure. But he bears 
knowing better. Schemes he has been steering through the corri- 
dors of Brussels will soon be changing the life of Europe's bour- 
geoisie. If you find a year or two hence (as you well may) that you 
can no longer park your money quietly in a Luxembourg bank 
account and the taxman be damned, that will be largely Mr 
Monti's doing. And when you find next year that duty-free sales 
have been abolished for journeys within the Eu, Mr Monti will 
have helped that one along too. But look on the bright side. If you 
also find in two or three years' time that you can get a far better 
deal on your pension plan, or on your home mortgage or your 
credit card, because the financial services market has suddenly 
become truly competitive right across Europe—that will also be 
Mr Monti's legacy. 

All these things flow from Mr Monti's responsibility for the 
single market and financial services, a portfolio that also in- 
cludes matters of public procurement, taxation and intellectual 
property. No other post within the commission—save perhaps 
the competition portfolio held by Karel Van Miert—offers quite 
the same scope for directing economic theory towards 








thumpingly practical consequences. Take taxation. For a start, 
Mr Monti has proposed a list of 80 tax loopholes across the EU, 
mostly wheezes to benefit particular regions or industries, that 
he hopes governments will agree to close next month. More im- 
portantly, if he does indeed persuade Eu governments to adopt 
a common regime for taxing interest on the savings of non-resi- 
dents, another of the great redoubts of national sovereignty—the 
right to set direct tax rates freely—will have been breached. 

To be fair to Mr Monti, he does not see things quite that way. 
He insists that he is not engaged in “tax harmonisation for the 
sake of harmonisation”, but rather in “tax co-ordination"— 
which he defines as helping member states to do what they want 
to do anyway. He sees his savings-tax project as a one-off. Harmo- 
nisation of corporate taxes may be a 
logical next step, he concedes, but it 
lies much further down the road— 
not least because EU countries will 
have to unify their accounting meth- 
ods first, so that they can agree on 
what they are taxing. 

The idea of the savings scheme is 
for all EU countries to impose a with- 
holding tax of 20% on interest paid 
out to non-residents. Alternatively, 
they could make the payments un- 
taxed, but would then inform tax au- 
thorities in the recipient’s home 
country of that fact. It is “a weapon 
against cross-border tax evasion,” 
says Mr Monti, and one that he sees 
as serving a still greater good. If gov- 
ernments can raise more money 
from taxing capital, they can afford 
to tax labour more lightly. Jobs will 
be created more readily. 

Well, perhaps. You have to be 
something of an optimist to believe 
that governments which can tax 
more easily will also tax more lightly. 
But Mr Monti is just that optimist. 
He is a "small government" man, he 
says, a fan of fiscal discipline. He 
learnthis economics at Yale under James Tobin (whose proposal 
for a tax on foreign-exchange transactions he argued against 
within the commission). He seems genuinely to believe that 
most European governments are keen to get their taxes down, 
despite swings to the left in recent national elections. He was 
most upset last month when a “modest letter” he wrote to fellow 
commissioners on the subject of national budget deficits was 
misread by outsiders as an invitation for governments to resume 
spending like drunken sailors. On the contrary, he says, he wants 
governments only to spend more wisely, favouring capital 
investment. 

Mr Monti is an optimist too in his view of public opinion. 
He thinks people can be persuaded to support projects such as 
the abolition of duty-free shopping with the argument that stich 
things are right in principle. It is not the Eu's job, he says, to “buy 
consensus by providing things we know are against the interests 
of millions of Europeans." Indeed not. The commission exists to 
advance arguments ofthat sort. But their prevalence does help to 
explain why commissioners often find the transition back to na- 
tional politics somewhat difficult to manage. 
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ONE OF THE WORLD'S BEST MBAs. 
The only publication to rate MBA 
programs worldwide is The Economist 
Intelligence Unit's annual report, Which 
MBA? A critical guide to the world's best 
programmes. In 1996, as in each 
previous year, the Heriot-Watt MBA has 
been selected for inclusion in this report, 
along with Harvard, Wharton, Stanford, 
Ansead, and others of their ilk. Whether 
‘one does the MBA by distance learning or 
-on campus, it is the same degree with the 
same degree certificate. 


WORLDWIDE RECOGNITION 


The Director of Studies for the Heriot - 
Watt. MBA by Distance Learning ond 
| author of the Economics course, Professor 
Keith. Lumsden, taught at Stanford 
University for 15 years, and in 1994 was 
honoured with the Villard Research 
| Award, given for outstanding economics 
| tesearch. Also in 1994, The Esmee 
Fairbairn Research Centre of Heriot - Watt 
"University, home of the MBA, won the 
coveted Queen's Export Award. 




























Quite possibly the largest MBA 
program in the world 














‘There ate more than 10,000 active Heriot- 
‘Watt MBA students in over 120 countries 
cand over 1000 have graduated since 
1990. They range from entre-preneurs and 
“business people to employees at the 
world's largest corporations — including 
“among many others: 











UNIVERSITY MBA 


by Distance Learning 


The Only MBA program in the world that 
Can be completed entirely by home study 


Has open admissions: no 
degree or GMAT required 


Can be combined with study 
on campus 








About Heriot - Watt University 
Heriot - Watt was originally established 
in Edinburgh, Scotland in 1821. Today, it is 
widely regarded as one of Europe’s 
pre-eminent research, scientific, and 
technical universities. More than 9,000 
students study on the 380 acre campus for 
their Bachelor’s, Master’s and Doctorate 
degrees in business, science, engineering, 
computer science, and allied fields. 
How the program works 
Nine courses are required to earn the 
MBA, but one or two may be waived if you 
have taken comparable courses at another 
school or have certain credentials. There are 
seven compulsory courses: 
Economics * Accounting * Marketing 
¢ Finance * Organisational Behaviour 
Quantitative Methods * Strategic Planning 
Two electives are chosen from a list of eight: 
Negotiation * Strategies for Change 
Decision Making Techniques 
Government, Industry, & Privatisation 
International Trade & Finance 
Strategic Information Systems 
Human Resource Management 
Finaucial Risk Management 
Each course consists of a loose-leaf textbook 
written for this program by prominent 
faculty members at major U.S. and 
European universities. There are no papers, 
assignments, or thesis, only a final 
examination for each course. You decide 



















how many 
and which courses 
to take, and study at your 
own pace in your own time. 

Exams are given twice a year at more than 
300 locations world-wide and a modest 
exam fee is payable. While one can finish 
the MBA in one year, most students plan to 
take 18 to 36 months. The deadline for the 
June 1999 examinations is 1st March. 









The sole requirement for earning 
the MBA is passing nine rigorous 
but fair three-hour examinations 






The Heriot-Watt MBA by Distance 
Learning, while rigorous and intellectually 
challenging, is written to prepare students 
for real business problems and challenges. 

Academic theory is used only to 
underpin practical applications. This 
practical case study approach, with its 
international perspective, is equally 
appealing to students and to employers (or 
potential employers). 

Because students are able to study at 
their convenience, this program is ideal for 
those with a varying work load and for 
those who travel extensively. 

In less thàn two weeks, you could be 
working on your MBA in one of the 
world's best MBA programs! 





THE SMALL PRINT We will tegularly mail you with. details of The best courses available. We also encourage other organisations to mail to selections of our mailing list. Anyone not wanting this just write "Exchutle (om non-Wyvim mailings" on the coupon - or teft 
is at any time; Fully computerised: We hold only th information you have given us (plus the delais of our business together) on our compater. We are fully registerad under the Data Protection Act. 




















IBM * Barclays Bank 
AT&T * Microsoft 
Chevron * Federal Express 
Dupont Bank of America 
Xerox + Northern Telecom 
Disney * U.S. Army and Navy 
Prudential * London Stock 
Texaco Exchange 
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YES! Please send me the-Heri 
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Please debit my Qd E a = ER 


CName MiMe 


Wyvern House, 6 The Business Park, Ely, Cambs CB7 4JW. Great Britain 
Tet: int. code +44 1353 665544 (Fax: +44 1353 667666) e-mail: wyvern @ wyvem. co.uk 


B IpA UAM MAMMA HMM NUES 


t versity MBA course(s) ticked below. Ali prices include Courier Delivery, Packing and 
insurance: Guarantee: If Tam not satistied Ecan return my course(s) within 10 days of receipt for a full, no quibble refund. 


< £539.00 


D) Finance £539.00 1558 [] Financial Risk Management 

C]. Organisational Behaviour £539.00 837 O) Negotiating £539.00 
QJ Economics £539.00 gas) Decision Making Techniques £539.00 
t) Quantitative Methods £539.00 gag [| Strategic Planning £539:00 
d Mating £599.00 3g C] Intemational Trade and Finance £539.00 

rategies for. Change £539.00 - 7 M T : 

C]. Accounting 539.00 039 LJ Strategic Information Systems £539.00 
Cj Human Resource Management B35 C] Government industry and Privatisation £539.00 









PRIORITY ORDERS 


24 Hour Service 
FAX: International code 
* 44 1353 667666 


T International code 
* 44 1353 665544 







£539.00 ^^ 











Remember to quote your name, 
address, credit card number, expiry 
daté and the Course(s) you want, 
Please quote KL40 when ordering. 
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THE ECONOMIST REVIEW 


Written in anger 


Whether or not you share in detail its view of Europe, this powerful book 
is the sort of polemical tour-de-force that comes once a generation 


HE is a great work of contemporary 
history. It goes against the spirit of a 
sceptical age to offer such praise, but truth 
demands it. In the depth of its research, the 
controlled anger of its polemic and the cor- 
uscating brilliance of its prose, “This 
Blessed Plot” deserves to rank with Carlyle, 
de Tocqueville and Frederick Jackson 
Turner. Anyone seeking to understand Brit- 
ain’s tortuous and tortured relationship 
with its continental neighbours in the post- 
war period has no option but to read it and 
ponder it deeply. 

Hugo Young’s new book will cause 
enormous offence. It is written from on 
high and in a tone sometimes bordering on 
the haughty. Those who have sought to op- 
pose Britain’s closer involvement with Eu- 
rope since 1945—from Ernest Bevin 
through Sir Anthony Eden to Bill Cash, 
John Redwood and Michael Portillo—are 
dismissed as short-sighted and frequently 
bigoted fantasists. Bevin in the 1940s 
thought Catholic priests—much of conti- 
nental Europe was still openly Catholic— 
were “black crows” who brought bad luck. 
Mr Portillo in the 1990s maintained that 
European students at British universities 
were “cheats” who bought their degrees. 
When one Labour cabinet minister trav- 
elled to Europe, he always took with him 
food wrapped in little paper parcels to 
avoid foreign contamination. 

The pro-Europeans—those who have 
sought to edge Britain closer to Europe— 
are, if anything, treated with even loftier 
contempt. They consistently misrepre- 
sented to the British public the full scale 
and implications of the European project 
(hence the pun in Mr Young's title). They 
also failed to convey, or even experience, 
any sense of idealism about Europe, invari- 
ably reducing arguments about the future 
peace of a continent to arguments about 
the retail price ofturnips. Not least, the pro- 
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Europeans in effect cut themselves off from 
those—the people of Britain—whom they 
should have been leading and educating. 
They mainly talked to one another. “Dank 
seminars for the enlightenment of the con- 
verted took precedence over effective pros- 
elytizing of unbelievers.” 

One of Mr Young's main themes is the 
sheer inconstancy of British opinion: the 
British political class has never been able to 
make up its mind about Europe. Pro-Euro- 
peans have been divided from anti-Euro- 
peans. Individuals, including prime minis- 
ters, have been divided in their own minds. 
Individuals and parties have, again and 
again, seen fit to change their minds. 

In the 1960s Enoch Powell and Nicho- 
las Ridley, later to be among the Conserva- 
tive Party’s most virulent critics of the 
whole European enterprise, were instru- 
mental in publishing a pamphlet advocat- 
ing “the full economic, military and politi- 
cal union of Europe”. The Labour leader, 
Harold Wilson, ever subordinating princi- 
ple to party, veered from anti-Europeanism 
to pro-Europeanism to anti-Europeanism 
and back again. Margaret Thatcher was one 
of the principal architects of the 1985 Single 
European Act but later denied it (claiming, 
implausibly, that she did not know what 
she was doing). 

Such apostasy and repeated changes of 
course are inexcusable in Mr Young's view, 
but also in some ways understandable. 
Britain, in reduced circumstances, both po- 
litical and economic, has been forced to 
throw in its lot with Europe, but its politi- 
cians, with exceptions such as Sir Edward 
Heath and Roy (now Lord) Jenkins, have, 
unlike their continental opposite numbers, 
never felt themselves to be truly European. 
The continentals are the children of Des- 
cartes, the British the children of Bacon. 
The continentals believe in grands projets; 
the British are more pragmatic, down to 
earth. Britain was a great imperial power, 
never occupied. Britain, together with its 
American allies, won the war. No wonder 
the two cultures have grated. 

To this day, even under Tony Blair, the 
British, unlike the continentals, do not see 
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themselves as full participants in a greaten- 
terprise which is also a common enterprise. 
They politely refer to their European oppo- 
site numbers as *partners", but they do not 
really mean it. On the contrary, they see 
themselves as, in effect, trade-union negoti- 
ators, whose job is to bargain with those on 
the other side of the table. For the British, 
unlike the continentals, the great game of 
Europe is zero-sum, never positive-sum. 

The history of the whole relationship 
since 1945, recounted here in riveting de- 
tail, would be laughable if it were not so de- 
pressing. Inconstancy of opinion has been 
matched by inconstancy of action. British 
governments have blustered and hesi- 
tated—but then plunged. In Mr Young's 
view the blustering and delay have never 
been part of a strategy, designed to 
maximise Britain's bargaining position. 
They have always been a consequence of 
self-deception and infirmity of purpose. 

As described by Mr Young, the British 
response to any large European initiative 
falls typically into three phases. In the first 
phase, the British either condemn the ini- 
tiative out of hand or else welcome it but 
insist it has nothing to do with them—te- 
sponses sometimes combined with wel- 
coming it publicly while condemning it 
privately. Thus, the Attlee government, 
while publicly applauding the 1950 Schu- 
man Plan for integrating Europe's coal and 
steel industries, privately feared the plan's 
consequences, secretly tried to obstruct it 
and eventually refused to join it. The Eden 
government's attitude to the 1955 Messina 
conference which led to the European Eco- 
nomic Community was even more distant 
and dismissive. A junior Board of Trade of- 
ficial went to Messina but soon was 
withdrawn. 

In thesecond phase, which may overlap 
with the first, the British persuade them- 
selves that the latest continental initiative 
is a chimera. It—whatever "it" is—won't 
happen or else won't work. Whitehall was 
convinced the Messina process would lead 
nowhere. Successive British governments 
maintained that the Treaty of Rome's refer- 
ence to “an ever closer union among the 
peoples” could not possibly mean what it 
said. John Major, writing in The Economist 
five years ago, dismissed his fellow Euro- 
pean leaders’ vision of a single currency as 
having “all the quaintness of a rain dance 
and about the same potency”. Europe's sin- 
gle currency will be launched in six weeks’ 
time. 

The third phase is, for Britain, invari- 
ably the most humiliating, Having poured 
scorn on the latest continental initiative, 
having sought to undermine it and having 
insisted that it would either not happen or 
not work, the British sign up to it—usually 
years late and long after others have put the 
principal components of the policy in 
place. This phase of the scenario is, even 
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now, being repeated with the single cur- 
rency. Tony Blair says “Wait and see”. Wil- 
liam Hague, the new Conservative leader, 
says “Not till the year 2005—and probably 
not even then.” But Mr Young seems confi- 
dent that, as usual, Britain will join, but 
only after, as usual, many of the main deci- 
sions about the euro have been taken in 
Britain’s absence. 

“This Blessed Plot” is a tremendously 
uncomfortable book, written in anger born 
of frustration. Mr Young's frustration owes 
much to his being, by instinct, a strong Eu- 
ropean, but it owes even more to the over- 
whelming size of the catalogue of folly, mis- 
judgment, mendacity and seemingly wilful 
blindness that he feels himself forced to re- 
count. Worst of all has been the refusal of 
Britain’s politicians, decade after decade, to 
accept the realities of Europe and of conti- 
nental politicians’ ambitions for Europe. 
The whole saga, in his vehement summary, 
has been “a tale told by an idiot”. This is not 
a measured book, but a great one. 





French presidents 


Complex number 


MITTERRAND. By Jean Lacouture. Seuil; Vol 1: 
Les RisQues DE L'EscatApE; 444 pages; 
FFr135. Vol 2: Les VERTIGES DU SOMMET; 636 
pages; FFri49 


FTER a multitude of books on Francois 
Mitterrand during his lifetime and 
dozens more since his death in January 
1996, here is the supposed definitive bio- 
graphy, over 1,000 pages long, written by 
one of France's leading biographers, Jean 
Lacouture, author of similarly weighty 





tomes on such 20th-century French greats 
as Charles de Gaulle, Pierre Mendès- 
France, Francois Mauriac, Léon Blum and 
André Malraux. The most complex and 
mysterious of French presidents, alter- 
nately adulated and reviled, would have 
been flattered by the company—and ex- 
pected no less. 

Mitterrand the Proud, mindful of his 
place in history, professed not to give a 
damn what his contemporaries thought of 
him. “Let them bawl,” he cried during one 
of the many storms of criticism he weath- 
ered in 50 years of public life, “History will 
judge!” Well, here is the first work which 
professes to treat Mitterrand with objective 
historical distance. And the overall judg- 
ment is kind, possibly too kind. 

Though as a man of the left he had 
voted for him often enough, Mr Lacouture 
claims not to have particularly liked Mitter- 
rand when hestarted work on the book. But 
the complexities of the man fascinated 
him: Vichyist official and Resistance lead- 
er, statesman and schemer, loyal friend 
and vicious foe, intellectual and hedonist, 
defender of democracy and civil liberties, 
yet user and abuser of the very monarchical 
powers he had once so vehemently con- 
demned. Intriguing too was Mitterrand the 
survivor, the Houdini of fixes and scandals 
which dogged his political life. 

Mr Lacouture, at 77, has seen a lot him- 
self and like any good biographer seeks to 
explain his subject by putting him into the 
context of the times, sifting meticulously 
through contemporary documents, quot- 
ing liberally from eye-witnesses, including 
Mitterrand himself, with whom the author 
had many long conversations during the 
last agonising months of the president's 
life. Much of it is critical—how could it not 
be? But Mr Lacouture also often gives Mit- 
terrand the benefit of the doubt, making a 
partial choice of supporting quotes here, 
leaving out unflattering details there. He 
even writes admiringly about some of the 
more questionably autocratic behaviour of 
this “most Gaullist of left-wing leaders"— 
praise indeed from an author with a deep 
respect for France’s war-time leader and 
founder of the Fifth Republic. 

Yes, Mitterrand was talented, coura- 
geous, romantic, cultured, passionate, elo- 
quent, audacious, brilliant at strategy and a 
master of timing, a leader of men and a 
charmer of women. But he could also be— 
especially later in life—petty, mean, obses- 
sive, arrogant, vindictive, cynical, cruel, an 
inveterate liar, an almost sadistic schemer 
who loved to divide and rule, even among 
his own friends. Mr Lacouture shows some 
of this, but not enough. It could not have 
been simply Mitterrand’s ambition and 
self-confidence which provoked such 
hearty loathing and suspicion around him 
throughout a scandal-scented life. 

Mitterrand did have more real convic- 
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tions than is widely believed, Mr Lacouture 
argues, convincingly: social justice, the 
wrongness of the death penalty, the great- 
ness of France, the importance of Europe, 
the need for a geo-strategic balance. These 
are not the concerns of a small or incon- 
stant mind. As for the record, it is difficult 
to isolate his contribution with precision. A 
courageous leader of the French Resistance 
after a dubious beginning in the Vichy gov- 
ernment; shaky over the Algerian civil war 
as a minister of the Fourth Republic; a 
fierce opponent of the undemocratic man- 
ner of de Gaulle's return to power in 1958, 
though less antagonistic toward the man, 
whom he admired and copied, than is of- 
ten supposed; successful architect of the 
“union of the left", enabling the socialists 
to return to power for the first time in a 
quarter of a century and reducing the com- 
munists, previously the leading force on 
the left, to an impotent rump; a reliable 
NATO ally, if prickly partner for the Ameri- 
cans, supporting the deployment of Per- 
shing missiles in Germany in 1983 and 
coming to America’s aid in the Gulf war; 
poor on Africa; good on Europe. Though 
many think Mitterrand wavered over Ger- 
man reunification, Mr Lacouture believes 
the opposite. 

So what does that add up to? Mr 
Lacouture does not try to pass a final judg- 
ment. He simply suggests that Mitterrand’s 
life, in its complexity and contradictions, 
mirrored that of France as no other politi- 
cian’s this century has done. Hence the 
book’s full title: “Mitterrand: une histoire 
de Français”, with the implication that it is 
somehow a history of French people as well 
and not just of a single Frenchman—“d’un 
Francais”. If at times indulgent, this book is 
the most comprehensive, eloquent and bal- 
anced portrait of Mitterrand to date. 





History of war 


Avoiding Hitler 


THE Prrv or War. By Niall Ferguson. Penguin 
Press; 672 pages; £18.99. Basic Books; $24 


OR Europe at least, the first world war 

was by many accounts the defining 
event of this century. But the very magni- 
tude of the catastrophe it represented for 
liberal civilisation has tended to paralyse 
historical imagination, fixing the study of it 
in patriotic apology or moral lament-still 
two of the dominant modes of writing ab- 
out the Great War. At one massive stroke, 
Niall Ferguson has transformed this dis- 
mal intellectual landscape, a kind of Flan- 
ders of the mind. "The Pity of War" for the 
first time brings the carnage of 1914-18 into 
sharp, unmystified focus. This is analytical 
history at its mordant best. Rather than of- 
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fering yet another narrative, Mr Ferguson 
poses a series of stark questions about the 
conflict. Why did hostilities break out? 
Were they inevitable? Which side fought 
best? How did soldiers experience the 
front? Why did the central powers lose? 
What were the consequences of the war for 
Europe? He returns iconoclastic answers to 
nearly all of them. 

First and foremost, “The Pity of War" 
demolishes standard British cant about the 
war. Mr Ferguson shows that, contrary to 
legend, Imperial Germany was not the 
most militarised society in Europe, was los- 





ing the arms race before 1914, and went to 
war out of fear of increasing weakness 
rather than any confidence in its growing 
strength. Britain entered the conflict, osten- 
sibly in defence of Belgian neutrality 
(which it was quite prepared to violate it- 
self), actually in the mistaken belief that its 
empire would not survive the defeat of 
France. Yet a swift German victory could 
have been more like a re-run of the Franco- 
Prussian war, saving millions of lives and 
sparing Europe the experience of the Third 
Reich. In the event, the central powers— 
though at an enormous economic and de- 
mographic disadvantage—fought a pro- 
longed war much more effectively than the 
Entente, until the failure of Ludendorff's of- 
fensive in the spring of 1918, when the mo- 
rale of German troops finally broke. But, 
contrary to legend, it was not all suffering 
in the trenches: the conflict could be sus- 
tained for so long because many soldiers 
also relished killing, and surrenders were 
rare because prisoners had reason to fear 
being finished off. The struggle became, in 
every sense, a descent into barbarism. No 
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valid achievement of any kind was secured 
by the war, at the cost of nine million lives. 

These are tonic conclusions, calculated 
to affront many a piety. Mr Ferguson argues 
trenchantly and marshals evidence flu- 
ently, on a wide front: economic compari- 
son, diplomatic analysis, military com- 
mentary and cultural reflection. With all its 
other merits, “The Pity of War” is also a 
work of grace and feeling. But perhaps inev- 
itably, given the scale of its ambition, its 
success as an overall construction is un- 
even. Its core thesis, reversing traditional 
verdicts on the role of London and Berlin 
in the conflict, is plainly cogent: smooth 
execution of the Schlieffen plan would cer- 
tainly have been preferable for Europe to 
the ruinous Allied peace of 1919 (even if a 
rapid German victory over France would 
have been more punitive than in 1871). As 
Mr Ferguson points out, the conflict en- 
sured that Britain would lose its empire 
anyway. But these claims also suggest the 
limitation of his book—it is heavily concen- 
trated on the Anglo-German relationship. 
France and Russia are by comparison ne- 
glected, not to speak of Austro-Hungary 
and Italy. One consequence is that the fate 
of the eastern front is never brought into 
adequate focus. The puzzle of why the cen- 
tral powers did not benefit more in the 
West from victory in the East is not really 
addressed, leaving the reasons for the sud- 
den German break-down a few months 
later unresolved. 

The main shortcoming of “The Pity of 
War”, however, is that it confuses the con- 
tingency of origins and outcomes. Rightly 
insisting that the first world war would 
have had a swifter and better ending if Brit- 
ain had not intervened, Mr Ferguson 
wrongly contends that the war was thereby 
also avoidable. Concentrating on episodic 
diplomatic mismanagement before 1914— 
of which there was plenty—he fails to regis- 
ter the systemic nature of rivalry between 
the great powers, which compelled them to 
compete in the medium of territory and vi- 
olence. In this system, a disequilibrium of 
the kind represented by the rise of Ger- 
many—by far the most dynamic industrial 
power in Europe, yet with an imperial pit- 
tance compared with England, France or 
Russia—could only end in war. The zero- 
sum logic of Weltpolitik, for even such a 
critical spirit as Max Weber, was taken for 
granted by all sides. Mr Ferguson suggests 
that with a little more luck and intelligence, 
hostilities could have been averted and the 
European powers settled down into a state 
of safe, contained tension like the cold war. 
But for that the warning of Hiroshima was 
lacking. Looking east at the time, Europe's 
strategists saw only Tsushima, the over- 
night destruction of Russia's fleet by the 
Japanese navy in 1905. No rulers or their 
military staffs imagined the Somme. 
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America's West 


The big empty 


N DIFFERENT ways, each of these writ- 

ers is trying to find the American West. 
Timothy Egan succeeds, Robert Kaplan 
fails and Robert Coover sings an altogether 
stranger, more beautiful tune. 

Mr Kaplan's book makes for a sorry 
read. Ambitiously, he sets out to write a 
piece of serious reportage, a grand 
meditation, nothing less, on the fu- 
ture of America. What he delivers is 
sprawling and soporific. He is inter- 
ested in the West because that is 
where he thinks America is chang- 
ing fastest and, in the process, being 
redefined. Mr Kaplan's reportorial 
long march begins at a United States 
Army think-tank in Fort Leaven- 
worth (where the officers, he notes, 
read The Economist), thence on to St 
Louis, to Omaha and Los Angeles. It 
is a literary equivalent of a suburb: 
safe, but distractingly regular. 

Mr Kaplan is conditioned by 
many years as a foreign correspon- 
dent in the Balkans and the Middle 
East to seek out the fault lines in soci- 
ety. Los Angeles is Tehran, Arizona a 
potential Balkans. Texas is an 
upscale Kazakhstan. Not surpris- 
ingly, the best ofthe book takes place 
in Mexico, where life has heft and fault 
lines are more readily apparent. Land is ev- 
erything in the West yet, unforgivably, in 
this book it is invisible. For all the reader 
knows, Mr Kaplan could be traversing a 
dried out, stretched out Belgium. 

Where Mr Kaplan is an unrecon- 
structed Yankee, Mr Egan is a third-genera- 
tion westerner. It shows. A western breezi- 
ness and love of open spaces shines 
through "Lasso the Wind". Mr Egan sets 
limits to the West: not the prairies, not 
Texas, just “the sunset side of the 100th me- 
ridian”. The writing is simple and evoca- 
tive. “College football at night in Mis- 
soula,” he writes, summoning up the West, 
“under the big ‘M’ on the mountainside, 
the Clark Ford rushing by ... Above all the 
big empty, where humans are insignificant, 
or at least allowed to think so." Mr Egan is 
content to while away the time in a smoky 
Albuquerque bar drinking tequila with 
beer chasers, seeing snow on the Sandia 
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mountains through the neon Budweiser 
sign. “Be curious,” he is advised by an out- 
doorsman, “Carry extra antifreeze.” 

Mr Egan finds no Balkan maps, but in a 
brilliant chapter, “The Empire of Clean”, 
he describes how Mormons carved out the 
Deseret nation and how close they came to 





open war with President Buchanan:he sent 
a sixth of the federal army to raise the flag 
over Brigham Young's theocracy, but Mor- 
mon soldiers matched it in size and ex- 
ceeded it in zeal. Who knows how different 
the West might have been had the two 
really fought. As it was, Mormons became 
super-patriots, and the polygamy which en- 
ticed the adventurer Sir Richard Burton to 
Utah did not long survive. 

Mr Kaplan and Mr Egan do agree on a 
few things. Both see Latinos as the rising 
force in the West and south-west. Mr Kap- 
lan hints darkly that Mexicans could be the 
Goths that sink Rome. Latinos, he surmises, 
will continue to “seep” over the border de- 
spite a "regulatory tyranny" and milit- 
arised frontier that will drive many a west- 
ern militia man to bombs. It is not so much 
change as turbo-paced change that is the 
undoing of the American West, in his view: 
the West needs to slow down, to think. Tuc- 
son, writes Mr Kaplan, is "American his- 
tory on fast forward. A century ago there 
was little here but desert and a few dusty 
streets. Now there is a vast pod of suburbs 
differentiated by income.” 

Mr Egan looks at California in a similar 
vein, but less pessimistically. "California 
has done it all faster, with more excess and 
greater consequences than any other west- 
ern state. To believe that California is dead, 
then, is to believe that the West is dead or 


soon will be. I cannot." 

The irony of Robert Coover’s slender 
new novel, "Ghost Town", is that even 
though it is fiction, and oblique, ethereal 
fiction at that, it feels like coming home. As 
in his previous books, he plays on popular 
language and legends and on other books— 
here the myths of the West and earlier 
"western" authors. It is partly this material 
that makes Mr Coover's legendary West 
seem so much more familiar than the 
strange historical West of Kleberg, Brigham 
Young and Junipero Serra: a drifting 
kid comes upon a ghostly town in 
the baking hot badlands of some- 
place in the West, Nevada perhaps, 
or Arizona. This is the West of John 
Wayne written in magic-realist ink, 
and it is very good. Not for nothing 
is Mr Coover lauded by writers such 
as Salman Rushdie and Edmund 
White. There are gunfights, haughty 
saloon whores and stagnant water- 
ing troughs for 100 horses. In Mr 
Coover' playful conjury, a West that 
never really existed becomes a hard, 
irridescent reality. 

The familiarity of Mr Coovers 
characters raises the question of 
what, in the end, is the American 
West. Is it a place or an idea, a 
dreamscape or an action? It is all of 
these things. Above all it is a hum- 
bling immensity of silent roads, and 
deserts, and mountains severed 
from the east and from Europe. The West 
matters to America the way the Highlands 
matter to a Scotsman or the forests to a Rus- 
sian. It doesn’t matter to a New Yorker that 
he never sees Montana, it matters that 
Montana is there. 





American legends 


Unlucky Lindy 


LINDBERGH. By A. Scott Berg. Macmillan; 800 
pages; £25. Penguin Putnam; 624 pages; $30 


TONE o'clock in the afternoon on May 
22nd 1927, a tall 25-year-old man 
from Minnesota woke up in an elegant 
bedroom in the American ambassador's 
residence in Paris to hear the ambassador's 
valet asking him how he liked his eggs. It 
took him a moment to realise that he had 
just become the most famous man on earth, 
and a lifetime to know what to do with the 
wealth, fame and influence that celebrity 
brought him. Lest anyone suppose that 
hype is recent, Charles Lindbergh read his 
flight described by one eminent journalist 
as "the greatest event since the Resurrec- 
tion", and in later years grew quite accus- 
tomed to being compared with Christ. 
Lindbergh's flight in his tiny single-en- 
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gine plane, called to please his sponsors the 
Spirit of St Louis, is even now—especially 
now, perhaps—almost impossible to imag- 
ine. Racing against far bigger and better- 
provided teams for a prize, Lindbergh 
found himself sometimes imprisoned in 
fog, sometimes only feet from the waves, 
fighting weather, fear and above all sleep. 
Weight and fuel were so critical that all he 
dared take with him were five sandwiches 
and half a gallon of drinking water. 

The son of a congressman from Minne- 
sota, and the grandson of a member of the 
Swedish parliament who had fled to Min- 
nesota after committing the double indis- 
cretion of embezzling public funds and 
presenting a Stockholm waitress with an il- 
legitimate child (the future congressman), 
“Slim” Lindbergh became a barnstorming 
pilot then a mail pilot. One of his stunts 
was to blaze into some sleepy mid-western 
town standing on the upper wing of a bi- 
plane. After Paris, he flew some almost 
equally hairy flights, down to West Africa, 
across the Atlantic to Brazil, later to India 
and to the Far East by way of Alaska. But 
soon his life moved in a different groove. 
He married Anne Morrow, daughter of a se- 
nior partner in J.P. Morgan. 

That comfortable life as a celebrity at 
rest was destroyed by the murder-kidnap- 
ping of their first son. Bruno Hauptmann, a 
German immigrant with a criminal record, 
was arrested for it, tried in a lynch-mob at- 
mosphere and electrocuted. Circumstan- 
tial evidence, including the eccentric Eng- 
lish of the ransom notes and possession of 
tens of thousands of dollars from the ran- 
som itself, leave little doubt that Haupt- 
mann was guilty. But the press circus of the 
trial and the intrusions of celebrity, even 
worse for the sensitive Anne than for her 
husband, drove the couple abroad. 

First they rented Long Barn in Kent 
from Harold Nicolson and Vita Sackville- 
West, who introduced them to the Wind- 
sors and the Cliveden set. Already Lind- 
bergh was mixing with people who thought 
Hitler emphatically the lesser evil than So- 
viet Russia. Then he went to Germany. 
Agreeing to do some military intelligence 
for the American air attaché, Lindbergh 
was taken up, and deeply impressed by, the 
Nazis. To what extent he shared their ideas 
of racial supremacy is angrily disputed to 
this day. Certainly, Lindbergh was given to 
holding forth about the future of the white 
race. Also, like the Joseph Kennedy crowd, 
he bought the Nazis’ propaganda about 
their superiority to the decadent British. 
Harold Nicolson, who knew him at the 
time, thought he “believed” in Nazi ideol- 
ogy, though Scott Berg, the author of this 
careful and exhaustive biography, rather 
surprisingly concludes that Lindbergh 
“never was associated with any pro-Nazi or 
anti-Semitic movement”. 

What he was associated with was the 
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isolationist coalition for American neutral- 
ity in the “Great Debate" over whether the 
United States should support the allies in 
the second world war; indeed, he was its 
prime symbol. He became the most promi- 
nent leader of America First, an umbrella 
anti-interventionist movement that started 
out as moderate but ended by attracting 
some fairly sulphurous anti-Semites and 
right-wing extremists alongside more con- 
ventional conservatives. He was remorse- 
lessly targeted by President Roosevelt and 
his secretary of the interior, Harold Ickes, 
who called him a "convinced fascist" and 
never ceased reminding him that he had 
accepted a Nazi decoration. 

When America did enter the war, Lind- 
bergh was rebuffed by the administration, 
but got a job advising Henry Ford and fi- 
nally managed to get into the war in the 
south-west Pacific by going out as a civilian 
expert, then going on combat missions. His 
account of his flight won a Pulitzer prize 
(though it was outsold by his wife's brief po- 
etic bestseller, "Gift from the Sea", which 
sold 2m copies in paperback). He threw 
himself into medical research, then into 
conservation; he fell in love with the Swiss 
mountains, Kenya, Indonesia, Hawaii, the 
Philippines and even with a nubile Fili- 
pina; above all, ceaselessly, obsessively, as if 
seeking to bury the memory of his great 
tragedy and his great mistake with the 
memory of his great triumph, he flew. 

Mr Berg has written an intriguing ac- 
count of a man who was a doer, not a 
thinker; its hidden theme is how he was es- 
tranged from, and eclipsed by, his proto- 
feminist wife, to whom travelling and do- 
ing were penance, and thinking as necess- 
ary as breathing. Lindbergh's tragedy is that 
he came to believe, as a conservationist, 
that it would have been better for the world 
if his great flight had never happened. 
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Dissident politics on the net 


The Internet is making it harder for the hard men of South-East Asia 


OVERNMENTS in South-East Asia 

were quick to spot the opportunity 
of the Internet, but also the threat. Its easy 
and rapid growth offered boundless po- 
tential for commerce, education and 
fun—and for the exhilaration of riding 
the technology wave at last rather than al- 
ways swimming hard to catch up. But the 
net also threatened control over what citi- 
zens read and watched. That most of the 
web's content was western, with its threat 
of cultural subversion and dominion, 
only heightened mistrust. So sev- 
eral governments tried to regu- 
late the Internet, or at least to 
make it work for them. 

Their opponents, however, 
were quicker yet. Visit, for exam- 
ple, Anwar Ibrahim's Online 
Resources site (http:/members.tri- 
pod.com/Anwarlbrahim/main- 
htm). On September 2nd, Mr 
Anwar was sacked as Malaysia's 
deputy prime minister and ar- 
rested on sexual and other 
charges. Within a month, this 
website had received more than 
800,000 visits, and it linked to 58 
Anwar-related web-sites, all es- 
tablished since his sacking, and 
all supporting him. 

The media mostly backed the 
government. Too much, it seems. 
The muck they poured out about 
Mr Anwar turned many Malay- 
sians off. In disgust, they logged on. Ma- 
laysia, it is true, is a developing country 
where 15% of the schools have no reliable 
electricity. But the middle class are highly 
wired: in a population of 22m, there are 
an estimated 500,000 Internet users. 

Partly because of its own enthusiasm, 
Malaysia's government faces the Internet 
dilemma in an especially acute form. A 
centre-piece of its modernisation plans is 
a "multimedia super-corridor"—an info- 
tech park of 750 square kilometres (290 
square miles) including a multimedia 
university, an "intelligent city", a new 
paperless administrative capital, and, it is 
hoped, foreign cash for software firms. 

The project is part of the "Vision 
2020" of the prime minister, Mahathir 
Mohamad, who is publicly an Internet 
fan. So despite his increasingly authori- 
tarian ways and penchant for lambasting 
foreign-currency traders, speculators, 
politicians and journalists as conspir- 
ators against his country, it does not be- 
hove him to lash out at the new medium. 


Not that his government regards the In- 
ternet as a liberated zone where censor- 
ship cannot reach. Malaysia's police have 
just set up a special unit to monitor the 
anti-government cyberflow. They had an 
earlier success in September, when four 
people were arrested for spreading stories 
about race riots in Kuala Lumpur. Appar- 
ently they were identified when their In- 
ternet provider helped the police trace the 
e-mails' source. 

At the time, that rumour of race riots 





created something close to panic, even 
though it was totally untrue. Danger for 
authoritarian governments comes not 
from flashy graphics and the bottomless 
library of the world-wide web but rather 
from humble e-mail or raucous usenet 
discussion groups. Many of those 58 
Anwarista links are hard to reach, either 
because of user overload or government 
interference. But through ordinary e-mail 
and electronic mailing lists, political 
news, gossip, rumour and vitriolic abuse 
spread at lightning speed. It is rumour- 
monger heaven: a single click of the 
mouse and you can play Chinese whis- 
pers with thousands of pairs of ears. 

But e-mail also has organisational 
possibilities. In Indonesia, earlier this 
year, e-mail allowed student protesters at 
universities across the archipelago a de- 
gree of co-ordination and mutual sup- 
port they had not had before. It was one 
reason for the surprising resilience of a 
movement that many thought would fiz- 
zle out, but which ultimately helped 


umm 





undo President Suharto. 

Nor do national borders get in the 
way. Exiled opposition groups have long 
been aware of the potential. Activists in 
America for example, credit the Internet 
with a big part in the success, last year, ofa 
campaign to persuade the United States 
to impose sanctions on Myanmar. The ex- 
iled diaspora and their foreign support- 
ers are able to arrange demonstrations 
and letter-writing (sorry, e-mailing) cam- 
paigns, and disseminate news from all 
kinds of sources, although in their own 
communities they may form a small and 
isolated group (links to Myanmar 
sites can be found on http://free- 
burmacoalition.org. The junta 
which they oppose not only bans 
private modems but licenses fax 
machines, and has had been ob- 
liged to join in with its own 
homepage  (http://www.myan- 
mar.com), where its represen- 
tatives chip in to the debate on 
the "burmanet" mailing list (and 
are roundly abused for their 
pains). 

East Timorese, many of 
whom have also scattered them- 
selves round the world while they 
wait for independence from In- 
donesia, are also active on the net 
(see the web-site hosted by the 
University of Coimbra in Portu- 


gal, whose address is 
http://www.uc.pt/Timor/timor- 
top.htm). 


Indonesia’s government, in fact, has 
as much cause to resent the Internet as 
does Malaysia’s. Outrage about the rapes, 
mostly of ethnic Chinese women, during 
May’s rioting in Jakarta was fanned by a 
sense of community among overseas Chi- 
nese. And when newspapers and televi- 
sion had trouble with the story because 
none of the victims (for good reason) 
would talk to them, the Internet was less 
reticent. A web-site for overseas Chinese 
(http://www.huaren.org) has, highlighted 
in hypertext, a link reading "They Loot! 
They Burn! They Rape! They Kill!” It turn- 
ed out that some of the distressing, graph- 
ic photographs on the Internet were of 
outrages committed elsewhere at other 
times. But the Internet succeeded in mob- 
ilising protests around the world, and 
continues to hamper Indonesian at- 
tempts at a cover-up. Admittedly, in Indo- 
nesia, a poor country getting poorer, net 
use is in its infancy and pretty much con- 
fined to an elite. But it will grow there as 
well, with political consequences. 
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Egyptian cities 


Where life began 


Cairo. By Max Rodenbeck. Picador; 395 
pages; £20. Random House; $27 


FICIONADOS are hard put to account 
for the delight that envelopes them as 
they step from their plane into the hot 
scented air of Cairo airport. They are about 
to be hit, hard and immediately, with mud- 
dle, dirt, clogged streets and near-intoler- 
able frustration. Max Rodenbeck does the 
explaining for them as he 
unwinds Cairo's serpentine 
tale with witty, clear-eyed af- 
fection. He has a lightness of 
touch and erudition, a skill 
with anecdote, that recre- 
ates Egypt—for all Egypt's 
roads lead to Cairo—in all 
its contradictoriness. 

Life itself began in Cairo, 
or so the ancient Egyptians 
claimed. The sweeping 
timescale of its story, from 
ancient glory to medieval 
decline, from Ottoman em- 
pire to British occupation, 
from socialist revolution to modern mon- 
ey-grabbers, is held together by a loose, con- 
necting thread: the contrast and conflict be- 
tween cosmopolitan, multi-faceted Cairo 
and its traditional, native heart. Cairenes 
survive, writes Mr Rodenbeck, who has 
lived in the city, on and off, for 20 years, 
and contributed to The Economist for 
much of that time, by virtue of their "en- 
during, life-giving nonchalance”. 

They live in a city that trembles on the 
verge of chaos: leaking sewers can make the 
ancient bazaar seem a “shallower Venice”. 
It may all be a little bit more orderly today, 
or as Mr Rodenbeck, who could not write a 
dull sentence about "infrastructure" if he 
tried, puts it: "traffic and sewage soon flow- 
ed more efficiently along new conduits 
and bypasses, as did gossip down the re- 
wired telephone circuits." The uglification 
or "aesthetic defoliation” of the city—most 
Cairenes live in crumbling concrete 
matchboxes and most of the new luxury 
buildings are dire—has been constant. But 
the past is never far away: the faces in muse- 
ums repeated in the streets. 

Details illuminate Mr Rodenbeck’s 
cleverly written story: facts are slipped in 
unobtrusively. At Farouk's first wedding in 
1938, when the young king who was shortly 
to become a byword for rottenness still 
seemed a latterday Tutankhamun, even 
Cairo's pickpockets declared a moratorium 
for the day. In the early 1950s, when an anti- 
British mob burst into Shepheard’s Hotel 
to burn it to the ground, the service buttons 
in the vast Persian-carpeted bedrooms 
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were still marked “Native”. 

In the 1970s, when Cairo rediscovered 
fun after the rigours of Nasserism, revolu- 
tionary hymns gave way to jingles for hair- 
spray. Floozies catering to rich Arab visitors 
flounced out of shops called Up Pop and 
into clubs called Salt and Pepper. Mean- 
while, as Mr Rodenbeck, who likes the fun 
but never forgets its mirror-image, notes so- 
berly, “huddles of peasants squatted 
numbly outside agencies touting cut-price 
fares to jobs in Libya, Iraq and the . . . Gulf.” 

Egypt's landless peasants, flooding into 
the city, came like missionaries with an an- 
cient fervency. Mr Rodenbeck examines the 
surges of religiosity that 
have overtaken Cairo since 
medieval days, times when 
“the hereafter came to out- 
weigh the here and now”. 
He analyses the dangerous 
period, not quite over, when 
intellectuals “bold enough 
to assert the primacy of rea- 
son over revelation knew 
they were doing so at their 
own peril.” 

But reason, Mr Roden- 
beck seems to suggest, is 
bound to prevail among 
Egyptians. Perhaps. A safer 
bet is that jokes will win through, whatever 
the level of religious fervour. For in Cairo, 
as he writes, jokes are a form of currency: a 
wisecrack from even the most importunate 
beggar will win instant reward. Notraitina 
person is so despised in Egypt as “heavy 
blood”, a lack of humour. 

Could even this be changing? Surely 
not. But Cairo, as Mr Rodenbeck says, is 
nowa tight-packed place of 12m people, the 
most densely populated large urban area in 
the world, a tough and impatient city. Mus- 
tafa Darwiche, a film critic who was fired 
twice as state censor for being too permis- 
sive, agrees that the average Cairene is bet- 
ter off materially today than in the past. 
But, he adds, “We can’t afford to be so care- 
free any more.” 

BARBARA SMITH 





Oxford intellects 
Utility’s limits 


THE WARDEN: A PORTRAIT OF JOHN SPARROW. 
By John Lowe. HarperCollins; 352 pages; 
£19.99. 

ISAIAH BERLIN, By Michael Ignatieff. Chatto & 
Windus; 356 pages; £20. Metropolitan; $35 


OHN SPARROW and Isaiah Berlin were 
two of the great Oxford institutions of 
their time. Sparrow was Warden of All 
Souls, Oxford’s most distinguished college, 
for 25 years until 1977; Berlin, also an All 
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Souls man, was successively a philosopher, 
a political theorist and an academic entre- 
preneur, bringing Wolfson College into the 
world. They were both much sought after as 
dinner companions, Sparrow for his subtle 
wit and charm, Berlin for his torrential con- 
versation; and they both left an indelible 
impression on everyone who met them. 

It has become commonplace, on left or 
right, to condemn the Oxford that pro- 
duced these men as a playpen for the privi- 
leged, an expensive ivory tower that did 
nothing useful or cost-effective for the 
country that supported it. These two books 
show how limited and one-sided that criti- 
cism is; they also show, more worryingly, 
how much was lost in the academic rush to 
be productive. 

Sparrow and Berlin were both children 
of privilege: Sparrow’s forebears were iron 
masters, Berlin’s timber merchants. They 
were both the happy products of elite, all- 
male institutions. But Berlin was in fact a 
super-achiever on the diversity scale—a Lat- 
vian émigré from the Russian revolution 
who arrived in England speaking just 75 
words of English but nevertheless became 
the first Jew elected to All Souls. Even Spar- 
row had his (more or less open) homosex- 
uality to set him apart from the public face 
of the British establishment. 

They were also far from being ivory- 
tower intellectuals. Sparrow was happier at 
the chancery bar (where he made his career) 
and in the army than he was in academia. 
He even turned down the chance of becom- 
ing vice-chancellor of Oxford University on 
the grounds that he was not an “education- 
alist"—a word that he pronounced with 
such bitterness and contempt that it struck 
fear into some of his academic colleagues. 

Berlin’s personal genius was as evident 
in public service as it was in the lecture 
room. His wartime dispatches from Wash- 
ington, sent out by convention under the 
ambassador's name, were so stylish and in- 
formative that Churchill demanded to 
know the real author. Berlin occasionally 
advised John Kennedy on matters Russian, 
and he struck up an unlikely friendship 
with Margaret Thatcher, to the chagrin of 
some liberal and left-wing friends. 

Sparrow and Berlin are also standing 
warnings against the cult of academic spec- 
ialisation. Sparrow’s first book, published 
while a schoolboy at Winchester, was an 
edition of Donne’s “Devotions”; one of his 
last books dealt with the evils of such things 
as dogs and beards; and in between he pub- 
lished on Virgil, medieval Latin poetry, the 
Kennedy assassination and, the greatest 
love of his life, Mark Pattison, a late-19th 
century Oxford humanist, held by some to 
be the model for Casaubon in “Middle- 
march”. Berlin gave up philosophy proper 
when an encounter with Ludwig Wittgen- 
stein persuaded him that he would never 
be first rate at it, turning instead to a subject 
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that hardly existed in England at the time: 
the history of ideas. 

The biographies of these two men are at 
different ends of the spectrum when it 
comes to quality. “The Warden” is a lazy 
piece of work, an assemblage of letters, rec- 
ollections and research notes rather than a 
real life. "Isaiah Berlin", on the other hand, 
is a highly polished effort, which sensibly 
avoids the temptation of regurgitating Ber- 
lin's already familiar ideas, concentrating 
instead on recreating the man behind the 
thought. But they are nevertheless worth 
reading side by side, because they show 
how two friends, both with generous help- 
ings of talent and opportunity, can end up 
leaving very different marks on the world. 

Why was Berlin so much more success- 
ful than Sparrow? John Lowe repeatedly 
raises the question of laziness. Sparrow cer- 
tainly liked to play up to this image of him- 
self. Asked whether he would rather be a 
famous poet or a famous novelist he un- 
hesitatingly chose the former: "After a good 
dinner, with a glass ofclaret on one's desk, a 
great poem might be written in an hour. 
But a novel; goodness, it might drag on for 
years." But he was far from lazy when fight- 
ing for something that he believed in—or, 
more often, in fighting against something 
he disliked. 

A more telling reason lies in their differ- 
ent attitudes to progress. Sparrow believed 
firmly that all change—except perhaps 
changing for dinner—was for the worst. He 
spent his wardenship resisting innova- 
tions, from the introduction of graduate 
students to the election of female fellows. 
Berlin, though no Utopian, believed 
equally firmly that the world was capable 
of improvement—and created Wolfson 
College to prove it. 

Just as important, the two men had 
sharply different attitudes to the establish- 
ment. Sparrow loved it when the press por- 
trayed him as a quintessential establish- 
ment figure. But in his heart of hearts he 
was really a subversive—a wit who liked 
nothing better than deflating the pompous 
and mocking the conventional. Berlin, on 
the other hand, craved the establishment's 
embrace, not just because he was an out- 
sider who wanted to belong somewhere, 
but because he wanted to belong to Eng- 
land, a country that he thought exemplified 
all that was best in civilisation. 

When Berlin died, in November 1997, 
William Waldegrave, a former Tory cabinet 
minister, wrote: “If you had asked me to 
show you what I meant by the ideal of En- 
glishness, I would have taken you to see a 
Latvian, Jewish, German, Italian mixture of 
all the cultures of Europe. 1 would have 
taken you to see Isaiah Berlin.” That would 
surely have meant more to him than any 
misplaced encomium about his academic 
contribution to philosophy. 
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English history 


Almost there 


GEORGE lll: A PERSONAL History. By Christo- 
pher Hibbert. Viking; 480 pages; £20. Basic 
Books; $27 


HE third Hanoverian king of England 

has never had a good press. “And what 
mortal ever heard/Any good of George III?” 
asked Walter Savage Landor in his memo- 
rable epigram about the dynasty. Other 
monarchs have won at least posthumous 
affection by reason of their conquests, their 
wisdom or even occasionally their cha- 
risma but this unfortunate ruler is best re- 
membered for prosecuting and losing the 





American War of Independence and for go- 
ing, famously, mad. 

Galloping to his defence comes Christo- 
pher Hibbert. His George is something of a 
hero, a man of integrity, scholarship and 
courage who really meant it when he wrote: 
“Lam born for the happiness or misery of a 
great nation, and consequently must often 
act contrary to my passion.” Mr Hibbert's 
noble work of redemption is an uphill 
struggle, but he nearly gets there. 

On the positive side, the king was un- 
usually cultured. He built four large librar- 
ies at Buckingham Palace and filled them 
with a magnificent collection which in- 
cluded 20 books printed by Caxton, a first 
edition of “Paradise Lost" and several of 
Handel's autographed scores: Dr Johnson 
popped in for a look and was very im- 
pressed. Though less knowledgeable about 
painting, George was active in the founda- 
tion of the Royal Academy; he studied ar- 
chitecture under William Chambers, 
whom he got to build an observatory at 
Kew; he was interested in botany and agri- 
culture, genealogy and astronomy, the the- 
atre and music; he revelled in farce and 
laughed uproariously at slapstick; he loved 
fireworks, military bands and uniforms. To 
the end of his life, even when blind, deaf 
and senile, he enjoyed dressing-up. 


There were at least four attempts on his 
life, which he weathered with stoical cour- 
age. Though he was by nature ascetic, fru- 
gal, domineering, energetic and parsimo- 
nious, he gave generously to charity. A 
pious man, he was a staunch supporter of 
the Church of England but tolerant of 
Methodists and Quakers—less so of Roman 
Catholics. However, at the time of the Gor- 
don riots, when anti-Catholic paranoia 
brought wild claims of gangs of plotting Je- 
suits under the Thames and of disguised 
Benedictines poisoning flour, George 
showed resolution in defying the rioters. 

Yet it was thought to be his abhorrence 
of a slight relaxation of the laws against 
Catholics that led to an attack of the horri- 
ble affliction, now believed to be por- 
phyria, which came to plague him in later 
life. In describing his treatment, Christo- 
pher Hibbert fully engages the reader's pity. 
The royal scalp was blistered; leeches were 
applied to his forehead and his eyes; he was 
given purges and emetics, camphor, calo- 
mel, digitalis, quinine and “James’s Pow- 
der". It is typical of Mr Hibbert's agreeable 
attention to detail that he tells us that this 
last substance was: "a compound of 
antimony ... invented by Robert James, a 
physician who...was said to have been 
drunk every day for 20 years." After a dose 
of this compound, the king awoke with the 
ravings of a confirmed maniac and a new 
noise, in imitation of the howling of a dog. 

It is scarcely surprising that he was af- 
flicted by this hereditary disease, endemic 
in theStuarts and transmitted to the Hano- 
verians by the Electress Sophia. Intermar- 
riage was the family pastime and a first 
cousin made the ideal spouse—was, in- 
deed, often the only option under this rigid 
ruler. George III made frequent and rarely 
justifiable incursions into party politics 
but he caused more lasting damage within 
his own family. 

Though an indulgent father when his 15 
children were small, he treated them abom- 
inably as they grew, sequestering the girls 
and banishing the bewildered boys abroad 
for years—though he himself seldom ven- 
tured beyond Weymouth. Moreover, by the 
Royal Marriages Act of 1772 he made it vir- 
tually impossible for his sons to marry 
women other than German princesses and 
for his daughters to marry at all: conse- 
quently the great majority of his grandchil- 
dren were unacknowledged. 

Mr Hibbert's task would have been 
lighter, successive generations would have 
remembered George III with more affec- 
tion and it is just possible that later Euro- 
pean history would have been less belliger- 
ent, had these miserable princelings been 
allowed to follow their inclinations—or 
even, occasionally, to leave the royal pres- 
ence without permission and without hav- 
ing to walk backwards, bowing. 
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Rights and wrongs of genetic engineering 


The birth of a sheep, Dolly, the first mammal to be cloned from an adult 
cell, has brought on an avalanche of books about genetics and the future of 
humanity. Ethical arguments about genetics ought to be informed by what 
genetics is. Unfortunately, not all these books meet that test 


Tut Ernics OF HUMAN CLONING, By Leon 
Kass and James Wilson. AEI Press; 128 
pages; $16.95. EDS; £13.50 

HEbig ethical threats, as these two au- 

thors see it, are the secularisation of 
society and the spread of single-parent 
families—hardly things that can be laid 
directly at the door of cloning. Leon Kass 
worries that human clones would lack 
souls or would at least be less human for 
not having a distinct set of genes. Yet iden- 
tical twins, who share genes, are naturally 
occurring clones. Presumably Mr Kass 


| credits them with distinct souls or identi- 


ties, unlike certain legendary African 
tribes who are said to kill one twin of any 
identical pair at birth. 

A moral rigorist, Mr Kass feels that 
cloning people offends basic human val- 
ues and should not be allowed. James 
Wilson believes that, with proper safe- 
guards, human cloning should be permit- 
ted, though with a preference for social 
"desirables"—deserving ^ heterosexuals, 
say, in monogamous marriages. Both au- 
thors ask good questions. For example, 


| would cloning impose unfair expecta- 


tions on a child? Yet this is a not a book to 
recommend. Readers who share its fun- 
damentalist moral outlook may find it 
useful. Others are likelier to be enraged. 





Brave New Wor ps, By Bryan Appleyard. 
Viking; 208 pages; $23.95. HarperCollins; 
£16.99 


RYAN APPLEYARD, a writer for the 
Sunday Times of London, wishes 
people knew less than they do. He de- 
scribes past cruelties done in the name of 
eugenics and voices a common worry 
that new technologies may be put to 
worse uses still. In fretting that science, 
particularly genetics, will again be used to 
justify social inequities, he does not keep 
clear enough the distinction between 
equality of treatment as a political princi- 
ple and equality (or its absence) as a mat- 
ter of fact, meaning how much people 
vary in some humanly interesting dimen- 
sion (height, immunity to disease, intelli- 
gence and so on). Wide factual differences 
in this second sense tell you little or noth- 
ing on their own about how equally peo- 
ple should be treated in the other sense. 
Mr Appleyard is concerned about dis- 
criminatory abortion. Will future crip- 
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ples, for example, be wrongly aborted? 
Here, too, a pressing moral question ex- 
ists in its own right, regardless of genetic 
breakthroughs. Enough is known about 
embryonic development to create quan- 
daries already. And across much of the 
world widespread ^ discrimination 
against baby girls is too readily accepted, 





whether they are identified in the womb 
as carrying two x chromosomes and ab- 
orted, killed at birth or given less food 
than boys in infancy. 

Underlying this book is an old moral- 
ity tale found famously in the Genesis 
story of the Fall, which plays not on terror 
of the dark but on fear of the known. 
Maybe it would be better not to have the 
knowledge we possess: it is a tempting 
theory. But true or false, it hardly matters, 
for the wish is vain. Ignorant or ill-moti- 
vated people will continue to try to justify 
bad policies with bad science or the mis- 
representation of good science. Scientific 
knowledge is not to blame. 





THe Biotech Century. By Jeremy Rifkin. 
Tarcher; 288 pages; $24.95. Gollancz; 
£16.99 


Tum ignorance-is-bliss view is shared 
by Jeremy Rifkin. He presents such a 
vivid and distressing vision ofthe near fu- 
ture that it is hard not to be nervous: ev- 
erything that feels solid or familiar threat- 
ens to melt into air. Mr Rifkin believes 
that society is about to be radically trans- 
formed under the joint influence of mod- 
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ern genetics and global commerce. Native 
species, he predicts, will be replaced by 
creatures ofhuman manufacture—butter- 
flies with stars-and-stripes wings and 
plants that produce meat, for example, 
and all for commercial gain. He argues 
that a "new cosmological narrative", 
based on evolutionary change and the 
conviction that genes are behavioural 
destiny, will legitimise an inhuman and 
nightmarish society. The shape of this 
nightmare is not always clear. What is 
clear is Mr Rifkin's mistrust of technologi- 
cal change and its most successful eco- 
nomic agent yet, industrial capitalism. 
Despite its verve, this book is careless 
in its claims. Whatever newspaper colum- 
nists or scientific popularisers may write, 
it is not biological orthodoxy that genes 
control behaviour—for the good reason 
that this is not what the evidence shows. 
Genes influence behaviour. But so do 
other things. This conclusion is not excit- 
ing enough for Mr Rifkin. He prefers to 
fan the flames of alarm. 
CLONES AND CLONES: FACTS AND FANTASIES 
ABOUT HUMAN CLONING. Edited by Martha 
Nussbaum and Cass Sunstein. Norton; 352 
pages; $26.95 and £18.95 


HIS collection of 20 essays and short 

stories is more measured. Some of the 
contributors, it has to be said, use cloning 
as a soapbox on which to voice familiar 
views: Richard Dawkins bemoans west- 
ern respect for religious belief; Andrea 
Dworkin complains of male hegemony. 
But several of the pieces are serious at- 
tempts to imagine what the world would 
be like if cloning were permitted. The first 
item in this useful book is the original sci- 
entific paper that announced the birth of 
Dolly, and it contains also the recommen- 
dations on cloning of the National Bio- 
ethics Advisory Committee convened by 
President Clinton. Some of the pieces by 
lawyers or moral philosophers are useful 
head-clearing exercises. But the most 
helpful essays are those in which the au- 
thor has a clear understanding of genetics 
and what cloning really is. 

Ignorance is not bliss. If you want to 
make an intelligent contribution to this 
argument, you need to learn at least some 
genetics. Human engineering raises big 
moral issues. But the one cannot be un- 
derstood without the other. How you 
should live depends in part on how the 
world is. If the power of genetics is to be 
used wisely, probable fact has to be distin- 
£uished from scarifying fantasy. 
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Badge-of-honour ailments 


Gout and glory 


Gout: THE PATRICIAN MALADY. By Roy Porter 
and GS. Rousseau. Yale; 352 pages; £25 and 
$35 


EW diseases have a more illustrious and 

richly documented history than gout. 
Scientists have detected gout in skeletal re- 
mains from the second millennium BC. 
Plato mentions gout, as do Seneca and 
Ovid. Hippocrates and his followers exam- 
ined its symptoms, speculated about its 
causes and recommended some treat- 
ments. Countless treatises on the subject 
have been written over the centuries, by sci- 
entists, quacks and scoffers. 

Lord Chesterfield, rehearsing an estab- 
lished view, opined that “the 
gout is the distemper of a gen- 
tleman; whereas the rheuma- 
tism is the distemper of a 
hackney coachman.” Gout's 
reputation as a toff complaint 
lasted into the 20th century. A 
list of distinguished sufferers 
from antiquity to the present 
would read like a "Who's 
Who" of western civilisation. 
It is no accident that gout is a 
favourite target of ridicule in 
verse, plays and fiction. 

Astonishingly, there was 
no proper historical study of 
gout, in English, until Roy Por- 
ter and GS. Rousseau, who 
have now filled this gap in the clinical and 
cultural record with a  painstakingly 
researched and vastly informative book. 

Their account is exhaustive. It addresses 
the nature and symptoms of gout, the his- 
tory of its understanding by scientists, its 
treatments and the testimonies of its suffer- 
ers. Though there was never a shortage of 
theories, it was not until the 19th century 
that a proper explanation was arrived at. 
Put simply, gout is a build-up of uric acid 
crystals in small blood-vessels and joints, 
classically the big toe. Sometimes the crys- 
tals form chalky splinters, or tophi, which 
may break through the skin. Rich food pro- 
duces uric acid in abundance and alcohol, 
by drying out the body, discourages it from 
leaving. The best prevention, dispiritingly, 
is sensible food and lots of water. 

But it is the often hilarious representa- 
tion of gout in writing and the arts that this 
book dwells on most engagingly, with ter- 
rific stories, apercus and one-liners. Gout 
was on the way to becoming the subject ofa 
literary sub-genre all its own by the second 
century AD when the Greek satirist Lucian 
wrote two mock-tragedies, “Tragopodagra” 
and "Swift-of-Foot", ironically glorifying 
the disease and extolling its benefits. But it 
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was during the 18th century that the imagi- 
native response to gout was at its most 
wickedly comic. Following the Methuen 
Treaty with Portugal in 1703, England was 
flooded with port and madeira, leading to 
what Messrs Porter and Rousseau term a 
“gout wave". The disastrous effect on the 
health of the nation which resulted is bril- 
liantly captured in the literature, letters 
and anecdotes of this most discursive, gos- 
sipy period. 

As well as quoting from the big, familiar 
names—Smollet, Fielding, Johnson and 
Gibbon were all gout sufferers—Messrs Por- 
ter and Rousseau draw on dozens of 
equally interesting if less well-known 
sources such as Benjamin Franklin’s won- 
derful “Dialogue Between Franklin and the 
Gout”. A well-illustrated chapter on “The 
Visual Heritage” reveals that this comic tra- 
dition was not just literary. Prints and 





engravings abound in which boozy, randy, 
gouty old men appear as figures of fun, 
their grotesquely swollen feet carefully ban- 
daged and propped up on gout-stools. 

Excellent as it is in many respects, 
“Gout” is disappointing in others. The au- 
thors repeat several times that one of their 
aims is to highlight the verbal wit and met- 
aphors which the disease has inspired. So it 
is unfortunate that their own writing 
should be spoiled by clichéd turns of 
phrase, sloppy expression and a persistent 
uncertainty of register. 

Early on Messrs Porter and Rousseau 
admit that gout may seem a trivial subject 
in the age of Aips—an illness which, like 
gout, has assumed great cultural impor- 
tance and accumulated a host of metaphor- 
ical associations. But even if gout's glory 
days as the “the distemper of a gentleman” 
are over, it is still very much around—more 
so than ever, in fact, as its recent spread to 
developing nations testifies. The evidence 
presented in “Gout: The Patrician Malady” 
bears out the authors’ claim that gout is a 
worthwhile subject for serious investiga- 
tion, yielding all manner of social, cultural 
and biographical insights. 


———— Mn MM — 


English poets 


Into the light 


COLERIDGE: DARKER REFLECTIONS. By Richard 
Holmes. HarperCollins; 622 pages; £19.99. 
Pantheon; $32 


HE life of Samuel Taylor Coleridge is 

an extraordinary gift to a biographer. 
He left his memorials not only in poetry, 
literary criticism, essays and books of phi- 
losophy, but also in the writings of his 
friends, ex-friends, critics and admirers. 
Above all, he left the magnificently sprawl- 
ing notebooks in which he recorded almost 
minute by minute his insights, raptures, 
conversations, longings and opium-tinc- 
tured dreams. Anyone, it seems, can get 
into Coleridge’s head. But no one gets there 
as convincingly, as sympathetically or as 
movingly as Richard Holmes does. 

This volume is the second part of the 
life; the first, “Early Visions”, which took 
Coleridge as far as his departure for the 
Mediterranean in 1804, was published al- 
most a decade ago. In true Coleridgean 
fashion, Mr Holmes appeared to anxious 
observers to have lost faith in his own pro- 
ject, perhaps to have bitten off too much, 
and to have set so high a standard for 
minute observation and philosophic 
flights that he could not continue. All 
doubts are now dispelled. The second vol- 
ume is every bit as enthralling as the first. 

It is very different in mood, however, as 
befits the poet's middle age. Before, the 
most astonishing scenes were all out of 
doors: Coleridge, on the road, glimpsing 
eternal truths in the evening flight of star- 
lings; wandering over the fells with the 
Wordsworths, and gazing with them at the 
stars; scrambling down perpendicular 
stream beds to visit his friends. In the sec- 
ond volume, he has become less physical. 
After a first vivid glimpse of the poet on 
deck, “double waistcoats flapping”, the 
reader barely sees him again; it is the mind 
he is engaged with. The settings, too, are in- 
teriors: cramped rooms, generally lent by 
understanding friends after Coleridge had 
left his wife and children in the Lake Dis- 
trict and decided to become a man of let- 
ters in London. He felt this restriction him- 
self: the world, he wrote, “that spidery 
Witch, spins its threads narrower and nar- 
rower, still closing in on us . . . walls of flues 
and films, windowless—" 

Coleridge's pursuit of fame was almost 
wrecked several times by opium. At his 
worst, in 1814, he was taking a pint of lauda- 
num a day, diluted with quince juice, fla- 
voured with cinnamon, disguised in 
“Syrup of Marshmallow”. Each binge was 
followed by horrific sessions with aperi- 
ents and enemas. Kindly chemists kept him 
surreptitiously supplied, and kinder 
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friends tried to take it away or at least re- 
strict the dose. These friends—endlessly en- 
couraging this chaotic and sometimes abu- 
sive man with lodgings, money, recom- 
mendations and invitations—are the real 
heroes of this book. And the real villain, 
without a doubt, is Wordsworth, who after 
the breach with Coleridge in 1810 pours 
down indifference on him from a vast 
height of self-importance. 

Much of Coleridge’s writing has worn 
badly. He loved pseudo-scientific jargon, 
drew heavily on German idealist philoso- 
phy and could be obscure for page upon 
page. Even sympathetic contemporaries 
found him frustrating. They realised, how- 
ever, that the obscurity would suddenly be 
illuminated by dazzling and provoking 
ideas. Coleridge believed (if such a search- 
ing and puzzling mind can ever be sum- 
med up), that all creation, especially man 
himself, was suffused with God, and that 
imagination was a function of the divine 
power, a recovered memory of a higher 
state. All his life was a torment between 
conviction of that brightness, and his own 
patently fallen condition. “If a man could 
pass through Paradise in a Dream,” he 
wrote in his notebook, “& have a pledge 
presented to him that his Soul had really 
been there, & found that Flower in his hand 
when he awoke—aye! and what then?” 

Much of his energy in later life, in lec- 
turing and writing, was devoted to trying to 
show that such innately religious beliefs 
could co-exist with scientific discovery. The 
joy of this man, however, lies less in these 
starry speculations than in the way he 
loved to apply observation of the natural or 
mechanical world to deeper and more dif- 
ficult concepts. Watching the setting of the 
sails at sea, he muses on the relationship of 
parts to the whole in creation; watching a 
beetle on the surface of the water, casting “a 
cinque-spotted shadow fringed with pris- 
matic colours on the sunny bottom of the 
brook”, he compares its motion to the act of 
thinking, “by alternate pulses of active and 
passive motion, now resisting the current, 
and now yielding to it in order to gather 
strength and a momentary fulcrum for a 
further propulsion.” 

This is a momentous biography, full of 
such depths and details. Mr Holmes even 
tells you when the writing in the notebooks 
shows that Coleridge was drunk, or when it 
suddenly turns red (the poet’s pen dipped 
either in laudanum, or in gout medicine). It 
is no surprise that the biographer, like his 
subject, occasionally gets weary. But this is 
quibbling criticism. The only real objection 
this reviewer must register comes at the 
very end, when Coleridge slips “into the 
dark”. It seems obvious, not only from his 
own dying remarks but from everything 
that has gone before, that he slipped into 
the light. 
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Russian writers 


Onegin's creator 


PusHKIN, By Elaine Feinstein. Weidenfeld & 
Nicolson; 309 pages; £20 


LEXANDER PUSHKIN is Russia’s na- 
tional poet. Russians invoke his name 

in everyday conversation and the language 
is rich with quotations from his work. Chil- 
dren as young as seven know many of his 
poems by heart. His plays, and the operas 
and ballets created from his work, form the 
core of the Russian artistic canon. And he is 
so intrinsic to the Russian sense of national 
identity that the vandalising ofhis statue in 
1989 in a non-Russian republic of the for- 
mer Soviet Union was widely taken as an 





act of separatist aggression. While many 
people know the bare essentials of his short 
and tragic life, there is still no definitive 
biography of Pushkin in any language. 

It is as if Pushkin is too great a moun- 
tain for any one writer to scale. Critics and 
writers as well established in their own 
right as Anna Akhmatova and Vladimir 
Nabokov have contented themselves with 
tackling distinct literary peaks, rather than 
grappling with the paradoxical nature of 
the whole man. The bicentenary of Push- 
kin's birth in May 1999 will be marked by 
no fewer than three new English biogra- 
phies and critical studies as well as innu- 
merable Russian publications. First off the 
press is Elaine Feinstein’s “Pushkin”. 

Ms Feinstein is a poet herself and has 
previously written a fine life of a zoth-cen- 
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tury Russian poet, Marina Tsvetaeva. Al- 
though she makes no pretence at having 
produced the final word on Pushkin, she 
was emboldened to tackle his life because 
of the recent publication of newly discov- 
ered letters between Georges d’Anthés, the 
officer who killed Pushkin in a duel, and 
his putative adoptive father Baron van 
Heeckeren. These letters prove (what previ- 
ous writers were only able to hint at) that 
Heeckeren was a homosexual who lied to 
the Russian court about the adoptive status 
of d'Anthés. They also reveal d'Anthés to 
have been, if not actively bisexual, then cer- 
tainly highly manipulative of his 
lovestruck mentor. Morever, it now seems 
certain that Pushkin’s _ sister-in-law, 
Ekaterina, was already pregnant by 
d'Anthés before they married. 

But long before Ms Feinstein considers 
Pushkin’s downfall amid the hostile, 
treacherous and sexually licentious mem- 
bers of Nicholas I’s court, she draws a sym- 
pathetic, if not always approving, portrait 
of Pushkin's contradictory and flawed ge- 
nius. Born into an impoverished but an- 
cient family, Pushkin had a miserable early 
childhood which, Ms Feinstein suggests, 
was to leave him "with a splinter of ice in 
the heart". He felt ugly and unloved by his 
parents who may have taken against his 
dark skin; a throwback to an African great- 
£randfather, a former slave who was 
granted freedom by Peter the Great. Push- 
kin did not excel at school, but from the ear- 
liest age he had a feel for language which 
was quite exceptional. At eight he was writ- 
ing formal French verse as well as memoris- 
ing the intricate Russian fairytales which 
his devoted serf nanny told him. At the 
same time he read freely in his father’s li- 
brary, devouring all the French classics 
alongside explicit erotic literature, which 
was to feed his precocious interest in sex. 

According to Pushkin himself, life be- 
gan when he joined the Lyceum school in St 
Petersburg. Here he formed friendships 
with a group of men who were to become 
known as the Decembrists for their part in 
the uprising against authoritarian rule in 
the winter of 1825. He also began writing 
verse that was dazzling in its stylistic 
accomplishments and free-thinking in atti- 
tude. This brought him to the immediate at- 
tention of the literary establishment and 
the Russian reading public, as well, inev- 
itably, as the tsar's secret police. 

Pushkin was never to be a free man 
again. From then on he endured internal 
exile in three different locations, followed 
by a lowly position at court which enabled 
Nicholas I, the new tsar, to function as 
Pushkin’s personal censor while flirting 
with his new young wife. Quarrelsome, er- 
ratic and libidinous, Pushkin had affairs, 
fought duels and challenged authority 
wherever he went. But during a 15-year pe- 
riod he also produced some of the finest 
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lyric poetry in the Russian language as well 
as plays, short stories and his life's finest 
achievement, his novel in verse: "Eugene 
Onegin". This marked the beginning of 
Russia's golden age of literature. 

Ms Feinstein is particularly strong on 
Pushkin's luminous use of Russian for read- 
ers who are forced to read opaque transla- 
tions. She explains how the Russian lan- 
guage became elastic in his hands. For 
Pushkin was able to write simple, fluid dia- 
logue even under the constraints of the 
most rigorous form: intricately rhymed 14- 
line stanzas in the case of "Onegin". 

Ms Feinstein has written a balanced, 
intelligent biography. She avoids de- 
monising Pushkin's beautiful, but shallow 
wife, Natalya, although there is not much to 
be said in her defence. And she tries to ex- 


plain the faults she finds in Pushkin—his 
gambling, his emotional coldness com- 
bined with sexual opportunism, his inabil- 
ity to judge women by anything but their 
looks, and his coolness to the cause of Pol- 
ish nationalism—by blaming a miserable 
start in life. A tantalising thesis on the na- 
ture of genius, comparing Pushkin to Mo- 
zart, who was also flamboyantly immature 
and died at the age of 35, could have been 
more developed. And, for all its strengths, 
this book never succeeds in explaining the 
breadth of Pushkin's potent appeal to Rus- 
sians of every period and political persua- 
sion. Pushkin has been cherished equally 
by Slavophiles and westernisers, by tsars 
and Communists, by peasants and aristo- 
crats. Readers will have to wait for the de- 
finitive biography to understand why. 





Beach killings, burnt ransom money and St Ursula 


Is reportage killing Latin fiction? 


YOUNG Argentine satirist, 

Rodrigo Fresan, joked re- 
cently that his country's presi- 
dent, Carlos Menem, was a char- 
acter nobody could possibly have 
made up in a novel. The balance 
of truth and invention in Latin 
American writing would seem to confirm 
the platitude that, of the two, the truth is 
stranger. For Latin American novelists are 
often at their richest when chronicling 
painful, uncertain reality. 

A good example is Sergio Ramirez's 
“Margarita, esta linda la mar" (The sea is 
pretty, Margarita). Mr Ramirez, who was 
born in Nicaragua in 1942, took part in 
politics from an early age and rose to be 
vice-president under the Sandinistas, rel- 
ishes local absurdities. In his latest, prize- 
winning novel, a group of eccentric dissi- 
dents in a Leon café plot and execute a hare- 
brained assassination of the dictator, 
Tacho Somoza, using a poisoned silver bul- 
let. Between times, they muse about the life 
of Nicaragua’s national poet, Ruben Dario, 
an impotent alcoholic, and the novel slips 
imperceptibly back some 40 years, to when 





MARGARITA, ESTA LINDA LA MAR. By 
Sergio Ramirez. Alfaguara; 373 pages. 
CaRACOL Beach. By Eliseo Alberto. 
Alfaguara; 365 pages. 

PLATA QUEMADA. By Ricardo Piglia. 
Planeta; 252 pages. 

LA NOCHE ES VIRGEN. By Jaime Bayly. 








Anagrama; 189 pages. 

EL sueno DE UnsutA. By Maria Negroni. 
Seix Barral; 254 pages. 

Papreoscuro. By Jose Viñals. 
Montesinos; 248 pages 
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Dario came home to die. 

Mr Ramirez excels at gro- 
tesque detail: he farcically de- 
scribes an operation to reattach a 
severed penis, recounts the row 
over the removal, weighing and 
burial of Darios brain, and 
dwells in detail on the construction of 
Somoza’s bullet-proof jacket. The dialogue 
is vivid and witty. The realism is never hazy 
or lazy. The novel contains Somoza’s Cv 
and it closes with biographical facts about 
the main characters. 

The other writer who shared the 1998 
Premio Alfaguara for fiction with Mr 
Ramirez was a Cuban, Eliseo Alberto. His 
exuberant new novel culminates with a 
slaughter in a used-car lot on a Florida 
beach, to where he has led his main cast: 
two high-school boys in love with a class 
companion, a loony Cuban who has night- 
mares of fighting in Angola, a fat, pizza-guz- 
zling Puerto Rican cop and his novice assis- 
tant, the policeman’s huge transvestite son 
and his male lover. “Caracol Beach”, which 
started life as a film script, is very visual. 
The lush sentences and larger-than-life 
characters show a debt to Gabriel Garcia 
Marquez, and it closes with a cast-list and a 
police breakdown of the events. 

Argentina’s top literary prize is the 
Premio Planeta, and the winner this year 
was Ricardo Piglia for “Plata quemada” 
(Burnt money). This work of fiction is also 
based on a real incident, a shoot-out be- 
tween pathologically bungling bank-raid- 
ers and police in Montevideo in 1965. Mr 
Piglia, who was born in 1941, is usually a 
lucid experimental writer and thinker. But 
this is a rather conventional work with the 
grotesque detail fleshed out. He has worked 
hard to make his three thugs think and 





speak their own lingo, focusing on the two 
homosexual lovers holed up in a flat for 15 
hours, surrounded by 300 police, killing 12 
of them. Their drug-addicted past, the pris- 
ons, the nightmares, the inner voices and 
murders are dispassionately exposed, 
though Mr Piglia’s sympathies are ulti- 
mately with them, and he seems to approve 
of the Brechtian quip that robbing a bank 
was nothing besides founding one: to 
mock the police, they burn the ransom 
money. Like many intellectuals, Mr Piglia is 
fascinated by mindless men of action, and 
in this novel he pleads their cause. 

Jaime Bayly, a Peruvian who was born 
in 1965, won this year’s Premio Herralde de 
Novela in Spain with a spirit-of-the-times 
novel. This sweeps the reader into the 
autobiographic mind-frame of a gay and 
outrageous TV presenter in Lima, who 
snorts coke, hates Lima and gives readers a 
racist but funny critique of pituco (“white”, 
upper-class) mentality. The plot, which 
turns on love betrayed, is weak. The slang, 
the mocking of values and the crude real- 
ism about sex and drugs leads the narrator 
to a black conclusion about Peruvian 
young people and their chances. 

Not all current Latin American fiction 
is so tied to present-day reality. Maria 
Negroni, an Argentine poet born in 1951 
and runner-up to the Planeta prize, has re- 
told the legend of Ursula, who was slaugh- 
tered with her 11,000 virgins by Attila the 
Hun near Cologne in Germany. Eschewing 
documentary zeal, Ms Negroni quickly 
snares readers in the minds of her vestal 
protagonists as they journey from Corn- 
wall down the Rhine to Rome and back to 
Cologne. This moody novel hypnotically 
weaves dreams, visions, premonitions and 
snatches of intense thinking as it jumps in 
and out of different minds. It is a novel of 
voices, to read aloud perhaps, written in 
jerky sentences that abolish the comma, 
creating a feeling of timelessness, like 
scenes on a tapestry. At the core of the novel 
are questions about travel, exile, loss, hap- 
piness, love and poetry that relate Ursula 
and her companions to 20th-century 
predicaments. This is a novel to be read late 
at night-(the word “noche” recurs in it of 
ten—where the voices, mainly female, con- 
fuse you until you feel that the narrated in- 
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cidents did not in fact happen. 
Jose Viñals takes voices a step further in 
his striking novel about a garrulous octoge- 
narian who confesses to a silent witness 
with a tape-recorder. You learn how this vi- 
olent man, living in a village in central Ar- 
gentina, fell in love, sired a family, tamed 
horses, worked the land, became a healer 
and killed his wife because she could not 
-< endan incestuous affair with her father. Af- 
iter prison the old man became a primitive 
“painter. He then abandoned his second 

wife after she took to vomiting whenever 
"they made love. His voice conveys the life of 

an instinctive man with a picaresque, 





earthy wisdom. The second section consists 
of field notes taken by his son, the silent lis- 
tener, about his father. The final section, 
told in the voice of the youngest, backward 
son in clusters of words that also probably 
need to be read aloud to make full sense, 
completes the picture of dark machismo as 
the boy plots to kill his father with the help 
of his new-found brother. This vivid novel 
uses the strange Argentine voices of out- 
back people and, though it overflows with 
their experiences, it would surely challenge 
a translator. 

Difficulties of translation have been no 
barrier for this years Nobel prize winner, 
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Jose Saramago, a Portuguese writer born in. 
1922 and now living in the Canary islands. - 
Like many Latin writers, he is equally well 
known on either side of the Atlantic. Stylis- 
tically, he cleverly straddles formal experi- 
mentalism, wide-ranging, documented re- 
alism and thoughtful essays. Mr Saramago 
came to novel-writing as a 50-year-old; with 
plenty to say, and a respect for Borgesian ^ 
complexities. More than most Iberian writ- 
ers, he offers a way forward for those who 
complain that the fashionable merging of 
fiction and reportage is slowly strangling . 
the novel in Spanish and Portuguese. 
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| HIS years Nobel prize-winner for lit- 

| erature, Jose Saramago of Portugal, 

| has his imaginative fable about human 

| folly at the top of our Mexican fiction list 

| andatnumbereighton Brazil's. In an un- 

| named city in an unnamed country, a 

| driver at a light suddenly goes blind. Ev- 

| erything is plunged into whiteness, as if 
he had "fallen into a milky sea". The af- 
fliction is epidemic, and soon almost ev- 

` eryone is blind. With telling sensory de- 
tail of the kind Patrick Suskind made 
famous in "Perfume", Mr Saramago ima- 

















What the world is reading 


gines the horrible, collective breakdown 
that ensues when vision is removed. The 
book is available in English, translated 
from the Portuguese by Giovanni Pon- 
tiero and published by Harcourt Brace at 
$22 and Harvill at £8.99 in paper, though 
both publishers had to order new 
printings when the news came of Mr 
Saramago's victory. Another of his books 
is number seven in Brazil. 

Joke books and selfimprovement 
handbooks are popular in Brazil, to judge 
by the non-fiction list. According to a 





leading Mexico city bookstore, Un Lugar | 
de la Mancha, from which the two Mexi- 
can lists come, prize-winning foreign fic- 
tion in translation is very popular, with | 
Milan Kundera (France), Alessandro | 
Baricco (Italy), Rosa Montero (Spain) and `; 
Harry Mulish (the Netherlands) all mak- i 
ing the running. Norway's Jostein | 
Gaarder shows evidence of his world- | 
wide appeal with a novel on the Mexico | 
list; and his philosophical potboiler, | 
“Sophie’s World”, now aioe its sixth . 
year, on Brazil's. In Mexico, politics and 
history compete with self-improvement 
and how-to-live books, though a Tom Pe- 
ters management book tops the lot. 
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Corporate restructuring in Britain and Germany 
by Geoffrey Owen and Ansgar Richter eds 


(£12.00, 60pp, ISBN 1-900834-07-3) 


Corporate governance in large British and German 
companies: comparative institutional advantage or 
competing for best practice? by Sigurt Vitols, Steven 
Casper, David Soskice and Stephen Woolcock 

(£12.00, 38pp, ISBN 1-900834-10-3) 
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“Hits you right where you learn." 
William Perry, former Secy. of Detense 


“A must read.” y 
Harry Markowitz, Nobel Laureate in Economics 





"A Savage onslaught against the algebraic curtain” "Stogested retal! Rail privatisation: Britain and Germany compared 
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shipping 
handling 
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NEW electronic version and free samples at 
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Blair's defence offensive 





. The governmentis trying to put Britain at the centre of efforts to create a Euro- 


_ pean approach to defence 


ÇO FAR so good. Britain is claiming for 
J itself a leading role in an important 
area of European policy--and the initial re- 
action in France and Germany is not one of 
jealousy or suspicion, but welcome for a 
_ prodigal son. Even better, the new British 
- initiative happens to coincide neatly with 
_ some of America’s ideas about where its Eu- 
; ropean allies should be going. 
(00 In fact, initiative might be too strong a 
~ word to describe the bundle of proposals 
| and open questions about European de- 
fence which Tony Blair and his ministers 
-have been circulating. And their lack of de- 
tail may be one reason why they have been 
so warmly received in so many quarters. 
But Mr Blairs main ideas—floated at a Eu- 
ropean summit in Austria on October 25th, 
and due to be reaffirmed in a speech in Ed- 
inburgh on November 13th—are clear 
enough. 

First, Europe must acquire the capacity, 
and the political will, to organise some mil- 
itary operations without American help. 
Enhanced capacity is likely to mean more 
strategic transport capabilities, better com- 
munications systems, and more deadly 
and accurate air power. Second, whatever 


THE ECONOMIST NOVEMBER 14TH 1998 


“institutional meccano"—Mr Blairs ex- 
pression—governs European defence, it 
should be much easier for foreign minis- 
ters’ long-winded resolutions to be fol- 
lowed. swiftly by the dispatch of fighter- 
bombers or ships. Third, the involvement 
of the European Union (though not the 
commission) in defence matters has been 
dropped from the list of British taboos. 

It is, of course, the last principle whose 
adoption. in London has prompted such 
delight in other European capitals. For 
many years, British governments ruled out 
any EU role in serious military questions 
on theground that the Union had four neu- 
tral members: Ireland, Austria, Finland 
and Sweden. But as the neutral countries 
themselves took a more flexible line, the old 
British. argument was wearing decidedly 
thin. The Western European Union (WEU), 
an obscure organisation that binds ten of 
the eus members to defend each other 
from attack, was until recently viewed in 
London as a necessary alternative, given 
the “problem” posed by the neutrals in the 
larger club. But now Britain agrees with 
France and Germany that it may be time to 
put the wEU out ofits misery. 


Apart from the warm glow created by 
this change of line, Britain feels embold- 
ened to set the tone for its partners’ military 
efforts because it has just completed a 
sweeping review of its defence posture, 
while several other European states, includ- 
ing the new German government, are only. 
now embarking on similar exercises. ju 

Some of the buzz-words which have 
emerged from the British review--mobility, 
sustainability, inter-operability-happen 
to be exactly the principles which America: 
is urging its European allies to embrace as 
they prepare for military missions outside: 
NATO's traditional area of operations. Brit- 
ain has also started to put these principles 
into practice, by pledging to buy aircraft- 
carriers, giant transport aircraft, and so- 
phisticated air-to-ground surveillance sys- 
tems. Compared with the immobile, 
conscript armies that many European | 
states are still fielding, British forces can 
make a reasonable claim to be leanen 
meaner and more modern. ; 

Yet another source of Mr Blairs self 
confidence is a feeling that Britain could: 
play a pivotal role in Europe's complex 
structure of cross-border defence relation- 
ships. In military operations (especially ir 
the Balkans), Britain enjoys close relation- 
ship with France, the only other European: 
country that aspires to project power over. 
long distances. In defence manufacturing, 
Britain is moving closer to Germany—to 
the point where the two governments may 
well allow British. Aerospace. and. 
DaimlerChrysler Aerospace to merge, leav- 
ing France's state-dominated industry to 
catch up later. B 

British dreams of turning the Franco- 
German axis into a triangle may be little 
more than that, while the pound remains 
in splendid isolation from euro-land. But 
Mr Blair is conscious that in defence mat- 
ters, Britain, France and Germany may 
have little choice but to work together more ` 
closely, given America's recent reluctance 
to commit any more ground troops to Eu-- 
rope's potential war zones. The three Euro- 
pean powers face the task of cobbling to- 
gether an intervention force in Macedonia, 
ready to rescue, if necessary, the unarmed 
mission which is supposed to be verifying à 
ceasefire in neighbouring Kosovo. The 
force will come under NATO's aegis, but be 
French-dominated and led—another wel- 
come sign, from Britain's point of view, . 
that France has resumed its rapproche- ` 
ment with the military wing ofthe alliance. 
Britain and France, so often at odds over 
the theology of defence, are now at one in 
their keenness to hammer out a common 
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European position ahead of NATO's 50th 
anniversary summit in Washington in 
April next year. 

But the prime minister's early success as 
a pacesetter in European defence could 
prove hard to sustain, given the awkward 
issues that lie ahead. For one thing, it is eas- 
ier to consign the wEU to history's dustbin 
than to parcel out its functions between the 
EU and NATO. Too much emphasis on the 
EU would leave Britain (and America) un- 
comfortable; too much reinforcement of 
NATO would disappoint France. More im- 
portant, between now and the April meet- 
ing the alliance will have to sort out some 
transatlantic problems which British di- 


plomacy will be hard-pressed to finesse. 

America is strongly pressing its allies to 
redirect NATO's arsenal towards the inter- 
related issues of terrorism, chemical and 
biological warfare, and missile prolifera- 
tion. None of the Europeans are particu- 
larly enthusiastic about that—but support 
for NATO in the American Congress will 
wane if the alliance seems stuck in the old 
groove of territorial defence. In Europe, the 
worst fear is that NATO will become an alli- 
ance of American high-technology (ex- 
ported to favoured friends) and European 
cannon-fodder. It is not yet clear whether 
Mr Blair's exhortations will be enough to 
stave off that danger. 





Prince Charles 


Branded for life 


An energetic attempt to “rebrand” Prince Charles is under way. Will it work? 


EBRANDING has become a buzz word 

of the Blair era. It all started with the 
Labour Party, which successfully rebranded 
itself as "New" Labour and swept to power. 
Once in office, people around Tony Blair 
announced that they had plans to rebrand 
Britain, as "Cool Britannia". Now every- 
body is at it. Only this week two deeply 
troubled institutions, the Conservative 
Party and the city of Hull, announced plans 
to rebrand themselves. And on November 
14th, the 50th birthday of Prince Charles 
will cast a spotlight on the most au- 
dacious rebranding yet attempted— 
the attempt to transform the image 
of the heir to the throne. 

The death of Diana, Princess of 
Wales in August 1997—and the pub- 
lic mourning it provoked—under- 
lined how relatively unpopular and 
remote her former husband had be- 
come. In the aftermath of Diana- 
mania, many speculated that Prince 
Charles would be too damaged ever 
to make it to the throne. Paradoxi- 
cally, however, the death of Diana 
may have created the conditions for 
a marked improvement in the 
prince’s image. As David Starkey, an 
historian at Cambridge University, 
puts it: “The change in his public im- 
age is marked by the disappearance 
of the one person who was con- 
stantly upstaging him.” The death of 
Diana allowed for the relaunching 
of Charles. 

The prince had employed pub- 
lic-relations professionals before the 
death of Diana. But, in the aftermath 
of her death, they came to the fore. 
The guiding hand behind the 
“rebranding” of Prince Charles has 
been Mark Bolland, an assistant pri- 
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vate secretary to the prince, who is said to 
be close to Peter Mandelson, the man who 
rebranded the Labour Party. Elizabeth Bu- 
chanan, another assistant private secretary, 
was recruited from Bell Pottinger, a public- 
relations agency. 

There are four basic elements to the 
Charles campaign. The first was to take a 
leaf out of Diana’s book, and to emphasise 
Charles's role as a parent and as a man with 
a populist streak. Linked to this was a delib- 
erate decision to play down those of the 





Am I getting this right? 


prince’s interests that might get him la- 
belled as a fuddy-duddy, or a weirdo. He is 
talking a lot less about architecture and 
spiritualism these days. The third tack, 
which again owed something to Diana, was 
to cultivate informal contacts with the 
press. Finally, the prince's team are making 
renewed efforts to get out the good news 
about their man, in particular the great suc- 
cess of the Prince's Trust, which works with 
young people in difficult circumstances to 
set up small businesses, and which is now 
running part of the government's "New 
Deal" programme. 

Two of Prince Charles's trips abroad, to 
Canada and South Africa, were crucial to 
the rebranding effort. On the flight to 
Johannesburg in 1997, the hack pack fol- 
lowing the prince were shocked when the 
curtain in the plane that separated the 
royal party from the press corps was sud- 
denly drawn back. Out came Prince 
Charles to chat with the reporters. It was the 
first time he had done such a thing in ten 
years. In South Africa too the prince joshed 
in public with the Spice Girls, then Britain's 
most popular band, establishing in the 
public mind the notion that he shared 
some plebeian tastes, alongside his better- 
known interests like polo and hunting. 
These simple changes had an enormous 
impact and the prince started appearing 
on the front pages of tabloid papers in a 
positive light. The trick was repeated when 
Prince Charles visited Canada in March, 
with Princes William and Harry. With the 
help of his sons, Prince Charles was once 
again able to appear as a caring fa- 
ther and a regular guy. 


The limits to rebranding 


But as the past few weeks have 
shown, even rebranding has its lim- 
its. It works well when dealing with 
thehum-drum routine of royal visits, 
photo-shoots and polite chat with 
the press. But, faced with unpredict- 
able news, the prince's team can still 
go into a bit ofa spin. A spate of doc- 
umentaries and books alleging, 
among other things, that the prince 
wants his mother to abdicate, dem- 
onstrated that in a crisis the Royal 
circle is still wont to respond either 
with silence, outraged public state- 
ment, or, worst of all, by leaking ill- 
advised stories through friends. 
Some public-relations profes- 
sionals still see holes in the prince's 
strategy. Julia Hobsbawm, daughter 
of the celebrated Marxist historian 
and co-boss of a New Labourish pub- 
lic-relations agency, thinks that the 
prince still needs to be more open 
with the public. “On serious issues 
Charles needs to show a new attitude 
of openness and accountability, 
mixed with an appreciation of real- 


THE ECONOMIST NOVEMBER 14TH 1998 


politik. He's got to start by acknowledging 
his relationship with Camilla Parker 
Bowles.” 

The question of the future of the 
prince’s relationship with Mrs Parker 
Bowles clearly remains a major public-rela- 
tions problem. In a MORI poll taken last 
month, only 53% of the public thought that 
the prince should be allowed to become 
king if he married Camilla; and only 19% 
were prepared to accept the idea of Camilla 
as queen. If the prince harbours the twin 
ambitions of becoming king and marrying 
the woman he loves, his spin-doctors still 
have some work to do. 

But beyond the day-to-day questions of 
spin control, another disturbing possibility 
lurks. What if the real questions facing the 
prince are not to do with public relations at 
all, but rather centre on a process of con- 
stitutional reform, over which he has little 
control? The possibility of proportional 
representation, and the actuality of devolu- 
tion of power to Wales and Scotland and 
reform of the House of Lords, all have im- 
plications for the monarchy. Proportiona! 
representation would be likely at some 
point to lead to the election of a hung Par- 
liament—and suddenly, the monarch's pre- 
rogative to appoint a prime minister 
would become more than a polite fiction. 

Would people still want a king as head 
of state, if the head of state had real power 
to exercise? Might devolution for Scot- 
land—or independence—chip away at the 
monarch's kingdom? And as for the coro- 
nation of a monarch, it is a ceremony 
which revolves around the hereditary peer- 
age. If the government gets rid of the 
hereditaries, it will be impossible to con- 
duct the coronation in its historic form— 
and it would also raise obvious questions 
about the position of a hereditary mon- 
arch. "Someone is going to have to sit down 
with a blank piece of paper and reinvent 
the monarchy,” says Mr Starkey. Until that 
happens, the princes PR team may find 
themselves constantly reacting to stories 
which highlight the incompatibility of the 
various strands of his life. 





Gays in politics 


Out and about 


NTIL recently it had seemed pretty 

clear that it was getting easier to be a 
gay politician in Britain. Under “New” La- 
bour, Chris Smith became Britain’s first 
openly gay cabinet minister—and he was 
joined in the House of Commons by sev- 
eral “out” MPs. But the resignation of Ron 
Davies from the cabinet (after what still re- 
mains a mysterious incident on Clapham 
Common), and the subsequent “outing” of 
two of his cabinet colleagues, have sent 
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No privacy for Brown 


some very mixed signals. 

On the plus side, it has been reiterated 
that for the vast majority of most MPs on 
both sides ofthe Commons it does not mat- 
ter whether a politician is gay, straight or 
ambidextrous, so long as he or she does not 
break the law or allow their sexual prefer- 
ences to obstruct their public duties. On the 
negative side, it has become clear that any 
£ay cabinet ministers who wish to keep 
their sexuality private are liable to be 
"outed"—even if newspapers have to con- 
jure up the most spurious of justifications. 

Had Downing Street had its way, the 
whole story would have died after Mr Da- 
vies offered his resignation to Tony Blair af 
ter the "lapse of judgment" that resulted in 
his mugging. That it did not dieowed much 
to the initial failure of the disgraced minis- 
ter, the prime minister, and the prime min- 
ister's official spokesman to tell the whole 
story. Mr Davies fabricated the story he 
gave the police after the robbery. Downing 
Street neglected to tell journalists that the 
police had passed on to the Home Office 
their suspicion that Mr Davies was lying. 
All this—likea foolish BBC edict that it must 
notairallusions to the homosexuality of Pe- 
ter Mandelson, the trade and industry sec- 
retary—served to keep the story merrily 
bubbling until the next twist in the saga. 

This came last weekend, with the reluc- 
tant public confession of Nick Brown, the 
agriculture secretary, that he too was gay—a 
fact he had wanted to keep private but was 
forced to disclose after a former lover tried 
to sell the information to the News of the 
World (not for nothing popularly known as 
the News of the Screws). In Mr Brown's case, 
unlike that of Mr Davies, there was no mys- 
terious lapse of judgment and therefore no 
question of resignation. Mr Blair has let it 
be known that he sees no problem in hav- 
ing gays in his cabinet, and no need for 
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them to make their sexual orientation pub- 
lic if they do not want to. 

And so say most of us, according to an 
ICM opinion poll in the Guardian this 
week. Asked whether homosexuality was 
morally acceptable, 56% of respondents an- 
swered Yes. Asked whether being openly 
gay was compatible with a job in the cabi- 
net, 52% said Yes. Encouraged, perhaps, by 
this, Mr Brown said he had no intention of 
complaining about his treatment to the 
Press Complaints Commission. Indeed, 
with the notable exception of John Prescott, 
the deputy prime minister, most members 
of the government expressed satisfaction 
with the media's sensitive handling of the 
agriculture secretary's predicament. 

All’s well that ends well? Some openly 
gay MPs, such as Labour's Ben Bradshaw, 
see the past fortnight as a step towards the 
day when the revelation that a politician is 
£ay is greeted with a yawn. But note that in 
the Guardian's poll, 36% of those surveyed 
said that homosexuality was not morally 
acceptable, and 33% that being gay was not 
compatible with a cabinet job. 

And as for the sensitivity of the press, 
the tabloids are known to be digging 
around in Mr Brown's past, looking for dis- 
creditable episodes. The Sun greeted Mr 
Brown's announcement by noting that 
four of 18 male cabinet members had 
turned out to be gay, and demanding in a 
splash headline to be told whether Britain 
was being governed by a “gay mafia”. One 
of the paper's columnists labelled Messrs 
Brown and Davies “fat poofs". Then, four 
days later, the Sun announced that it would 
never again "out" gays, without a "major 
public interest" justification, and said it 
was sacking Matthew Parris, the columnist 
who had outed Mr Mandelson on televi- 
sion. Talk about sexual confusion. 
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Is Tony Blair a Dalek? 


LL this palaver about Tony Blair being a control freak needs 
to be put in perspective. Lay made his minions take down 
orders he barked through his lavatory door. Richard Nixon 
bugged his own office—and tried to bug his opposition's office. 
At a cabinet meeting, Saddam Hussein pulled out a pistol and 
shot dead his off message health minister. It is only by Britain's 
laxer standards that Mr Blair is held to be a trifle anal in the 
pluralism department. But how fair, really, is this reputation? 

The standard caricature says the beamish prime minister 
rules a dark empire, with its own prince (trade secretary, Peter 
Mandelson), thought policeman (official spokesman, Alastair 
Campbell) and cabinet “enforcer” (Jack Cunningham). No dis- 
sent is allowed in Parliament, 
where Labour MPs are chained to 
pagers like young offenders to elec- 
tronic tags, and whipped into divi- 
sions like sheep. Prime ministers 
questions, the one regular chance 
to put Mr Blair on the spot, now 
come only once a week, and even 
then much time is wasted by 
Toady Lickspittle, Labour member 
for Sycophancy North, asking if 
the prime minister is aware of the 
wisdom of the prime minister, or 
that said prime minister's genius 
would be in no way rebuked if he 
found it in his heart to advance the 
career of said Lickspittle. With 130- 
odd government jobs (80-plus as 
minister, 40-plus as parliamen- 
tary private secretary) to dish out 
as he pleases, Mr Blair has many 
ways to keep his Lickspittles in a 
submissive tumescence of ambi- 
tion. Let nobody say Parliament 
lacks baubles. 

Still, don't activate the pager 
just yet, Mr Campbell. This col- 
umn acknowledges that the fore- 
going is not just caricature, it is cal- 
umny. It is, after all, not New 
Labour's fault that Britain's par- 
liamentary system has tied the ruling party, the executive and 
the legislature into a knot pressed firmly under the prime minis- 
terial thumb. And, yes, far from having invented this monstrous 
arrangement, Mr Blair claims to have seen its defects. More than 
that, he is remedying them by giving his own power away, la- 
dling out oodles of the stuff to whomever wants it: to Scotland's 
new parliament; to a Welsh assembly; to a London mayor; and 
perhaps to other regions and mayors to follow. This "control 
freak" is flirting with Lord Jenkins's plan to change the very win- 
ner-takes-all electoral system that gave him power, and this week 
moved towards sharing power mote formally with the Liberal 
Democrats. Why is Mr Blair so misunderstood? 

Perhaps it is because, regardless of his actions, nobody trusts 
his intentions. Even Paddy Ashdown, leader of the Lib Dems, 
ever-closer ally, and potential beneficiary of electoral reform, 
was moved in September to ask Mr Blair to come clean. Was he, 
in his deepest heart, a pluralist or a control freak? 

The answer is unknowable--and, says one school of thought, 
irrelevant. Having started devolution ee this theory goes, 
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Mr Blair has set in train changes that he can now do little to 
control. The regional bodies that will spring into life next spring 
will inevitably take on a life oftheir own. New power centres will 
force a new breed of politicians to switch off their pagers and 
think for themselves. “Little by little,” says David Marquand, a 
former Labour mp and principal of Oxford’s Mansfield College, 
“a range of pluralistic checks and balances will force the old 
dogs of Westminster and Whitehall to learn new tricks.” 

Comforting—except for this week’s evidence that New La- 
bour is up to old tricks, manipulating party rules to make sure 
that Blairite clones rather than free spirits such as Ken Living- 
stone and Rhodri Morgan emerge as the party’s candidates for 
London’s mayor and first minister 
of Wales. Mr Livingstone was, 
frankly, right to wail that the deci- 
sion to put candidates through a 
party vetting committee was part 
of “the Dalek faction’s” plan to 
“exterminate” him. It was. 

But does his wanting to stop 
Mr Livingstone prove that Mr 
Blair is a control freak? Not on its 
own. “Red” Ken is no callow Dick 
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malevolent Millbankers. He is not 
just "offmessage" His wit and 
wiles have made him one of the 
sharpest thorns in Mr Blairs hide, 
a popular denouncer of New 
Labours deviation from true 
Labours path. Having wrenched 
Labour to the centre of politics, Mr 
Blair has every reason to deny Mr 
Livingstone a platform for this 
damaging crusade back to the left. 

In the case of Mr Morgan, how- 
ever, the evidence goes the other 
way. He is at most a slightly loose 
cannon in a party whose instinct is 
to lash every moving object tightly 
to the deck. Moreover, the cam- 
paign against him fits a wider dis- 
mal pattern. In the selection of 
candidates for the European Parliament, as for Scotland and 
Wales, Mr Blair has created a formidable machinery of vetting 
committees that prize loyalty above talent. Many other aspects 
of party life—the behaviour of MPs in the Commons, the conduct 
of the annual conference, elections to the National Executive 
Committee, the promotion of a closed-list system for the Euro- 
elections—have pointed the control freak's way. 

Is Leninism in the ruling party compatible with pluralism in 
the country? Maybe. After all, New Labour must compete with 
other parties, even if it does manage to co-opt the Lib Dems. Be- 
sides, Labour's discipline might collapse after more rebellions 
such as this week's decision by Dennis Canavan, a veteran left- 
wing MP, to run as an independent after a party “cabal” de- 
clined to select him as a Labour candidate for the Scottish assem- 
bly. But for now Labour rules supreme, and politicians without 
parties fare badly in Britain. Johnson and Nixon were bullies in 
a political system whose checks and balances truss a president 
handand foot. Britain’s system, for all its reforms, allows a prime 
minister to omik and smile and still be a (carito freak. 
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. The chaebol that ate Korea 


SEOUL 


The excesses of South Korea’s conglomerates helped to bring its economy near 
collapse.A year later, attempts at reform are faltering 


HESE days in South Korea the initials 

“IMF” spell recession in all its manifes- 
tations, The Fund's fiercest critics are the 
country’s militant trade unions, who 
blame the policies it imposed for a wave of 
lay-offs. But on one thing the rwr and.un- 
ions agree: “Punish conglomerate chiefs!” 
chanted the 20,000 workers rallying out- 
side the offices of the Federation of Korean 
Industries earlier this week. That, in a less 
personal way, is the IMFs message too. In 
fact, just about everyone, including the 
South Korean government, wants to curb 
the power and profligacy of the giant South 
Korean family-owned conglomerates, or 
chaebol. But it is just not happening. 

True, the government has made some 


reforms. Capital markets are now open to 


foreigners. The chaebol are required to pro- 
4 duce a “combined” financial statement 

that includes all their affiliates. Institu- 
tional investors now have voting rights, just 
as minority shareholders have more say in 


corporate affairs. The chaebol have to re- 


:|/ducetheir ratio of debt to equity to an aver- 

< age of 200% by the end of next year, and to 

< scrap any guarantees covering the debts of 
their sister firms by March 2000. 

5, Welcome as all this is, however, it is still 

©. too little, too late. The chaebol’s share ofthe 


t: South Korean economy, already huge, has 





-actually grown since the country ran into 


v trouble. The combined sales of the five larg- 
c estaccounted for 37% of South Korea's gross 


output, and their exports were 44% of 

- total exports last year. Their employ- 
mentand debts have also grown (see 
chart on next page) The average 
debt-to-equity ratios for the top 30 
chaebol hit 802% at one point this 
summer. The five biggest--Hyun- 
dai, Samsung, Daewoo, LG and sk— 
are likely to emerge from the recession 
weightier than when they went in. 

The unions are partly to blame. Al- 

though the chaebol employ only 2.7% of 
the workforce, thousands of subcon- - 
tractors depend on their busi- 
ness and the unions have re- 
fused to let factories close. The 
chaebol’s growth is also partly a 
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statistical quirk: small and medium-sized 
firms in the country have been going bank- 
rupt at à rate of more than a thousand a 
month. None of the largest chaebol has suf- 
fered such a fate. 

But the real reason is that the chaebol 
remain too big to be allowed to fail. Be- 
cause they owe far more than the smaller 
fry, the whole banking system would be 
pushed into collapse if banks were to write 
off their debt. Nor can the chaebol, or their 
associated companies, be easily shut down. 
Quite apart.from the loss of jobs, closing 
unprofitable subsidiaries would itself risk 
spreading insolvency, because their debts 
are guaranteed by other members of the 
group—themselves heavily indebted. 

The upshot is that banks will try any- 
thing to keep the chaebol in business. 
Haitai, which makes lollipops, biscuits and 
































































soft drinks, went bankrupt a year ago after 
its reckless expansion into electronics and 
construction. But the banks decided to. 
keep it afloat and try to sell Haitai's assets to 

foreigners. The ice-cream and biscuit fac- 

tories: attracted several suitors, including. 
Nestlé and Nabisco, but their interest. 
cooled when they saw how much unnec- 
essary high-tech equipment the firm; had 
installed. They nevertheless agreed to make 
à bid if Haitai would spin off its construc- 
tion arm, but it balked and the deal fell 
through. Haitai is still in business. E 

Indeed, most official ‘efforts. at doing — 
something about the chaebol involve 
avoiding liquidation. True, the Financial 
Supervisory Commission (sc), a regula- 
tory body,. identified 55: “non-viable” 
chaebol subsidiaries earlier this year. But 
this was a symbolic gesture, since all-were | 
tiny and only 25 of those have actualy been’ 
liquidated. More typical are its attempts to 
get firms to restructure.: 

The rsc's “workout. programme" get 
banks to identify companies that can s 
vive with financial support. Hundreds 
firms are involved, and so far 22 have been 
selected. as prime candidates. The banks 
swap up to 40% of debts owed by the firm: 
for equity and. extend the maturities 
short-term debts up to five years at à low 
interest rate. The main beneficiary of thi 
programme will be Ssangyong, the sixth: 
biggest chaebol, which last week asked 
creditors to bail out its two construction » 
companies to avert bankruptcy. 

The other part of the rsC's approach is. 
to get the larger chaebol to restructure by 
swapping businésses in industries such as. 
semiconductors, petrochemicals and aero 
space, in which scale matters. The objective: 
is to consolidate South Korea's assets. - 
Where there might today be five firms. 
plagued by overcapacity, there should 
eventually be only one or two. > 

But the swaps are not going well. E 
Hyundai and 1G are still feuding for con- 
trol of a proposed merged semiconductor 
firm. Samsung remains.in the glutted car 

business, which itentered only. | 
this year, despite the worst: 
market conditions in memory. 
The chaebol are holding out: 
partly through inertia. But they 
also want the government.to get 
the country's banks .to exchange 
debt for preferred shares, which 
would leave the banks without 
voting rights, and toextend debt 
maturities up to ten years at be- 
low prime rates. 
Even if the swaps go ahead, 
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they may not lead to the neces-. 
sary reduction in’ capacity. 
The banks that have been 
asked to assess who is strong 
enough to buy whom will use 
data provided by the firms 
themselves. This is asking for 
trouble, given the standard of 
South Korean accounting. 
Moreover, it is still hard for 
the chaebol to close subsidiar- 
ies. Samsung paid 200 billion 
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banks it could become impos- 
sible, notes Jang Hasung, an 
advocate for minority 
shareholders. 

For a hint of what might 
happen, consider the invest- 
ment banks the chaebol al- 
ready own. In the past 15 
months Samsung Life Insur- 
ance has bought 580 billion 
won of paper from Samsung 
Motor at inflated prices. SK 














won ($152m) in legal and fi- 





Group channelled 18 trillion 





nancial costs to close a tiny 
affiliate. A bankruptcy court in Seoul is sit- 
ting on a backlog of 120 cases. 

In any case, the creation of “national 
champions” would be a bad idea. They 
would have a virtual monopoly in domes- 
tic markets—Hyundai in cars, for example, 
and Korea Heavy Industries in power- 
plant equipment. Foreign. firms, which 
could become competitors, still find it hard 
to penetrate South Korea. Sweden’s Volvo, 
for example, bought more than 85% of 
Samsung's construction-equipment busi- 
ness in July for $570m and plans to spend 
another $200m on the newly acquired 
company. But its unwillingness to behave 
like its local competitors, Hyundai and 
Daewoo, which routinely “dump” prod- 
ucts to capture market share, may deter it. 

Meanwhile, the chaebol are siphoning 
off capital. Because everyone knows they 
will not go bankrupt, the five biggest 


chaebol have raised money easily this year. 
They raised 3.2 trillion won of equity in the 
first nine months, more than four times as 
much as in the same period à year earlier. 
Meanwhile, they issued 27 trillion won of 
bonds, three-quarters of all new issues. 


Buy, buy 

With such access to capital, the chaebol are 
South Korea’s richest companies. This will 
cause more problems when the govern- 
ment privatises state-owned enterprises, 
including Pohang Iron and Steel and Korea 
Electric Power, and several big commercial 
banks. The chaebol will have to participate. 
Indeed, the government is planning to lift 
its ban on chaebol owning more than 4% of 
acommercial bank. Tracking, still less con- 
trolling, the flow of money inside a chaebol 
was hard when state-owned banks were the 
lenders. If the chaebol own their own 





| Thinking small 


OUTH KOREA has long been in the 
habit of funnelling capital to 
| chaebol. Now its government has hit on 
| an idea that breaks old habits: a fund 
meant for investment in small and me- 
dium-sized companies. 

The new fund, called the Corporate 
Restructuring Fund, will control some 
16 trillion won ($1.2 billion), equivalent 
to.1.8% of thestockmarket's current value. 
It will be floated, possibly as soon as the 
beginning of next year. It is designed to 
provide capital for smaller firms--a part 
of the economy that had previously been 
beyond the pale. Half of the capital has 
been provided by the Korean Develop- 
ment Bank and the other half by a con- 
sortium of 25 banks, insurance compa- 
nies and investment houses. 

The top five chaebol are banned 
from borrowing from the new fund. The 
next 25 are limited toa total ofjust 30% of 
the capital. The remaining 70% is ear- 
marked for small and medium-sized 
companies, and particularly for those fo- 
cused on exports and high-technology. 
The fund will provide money mainly for 








established firms rather than start-ups. — | 

Such a bias is a welcome change ina | 
part of the world that has been obsessed | 
with creating national champions. It | 
will also provide at least some relieffora | 
bit of the economy that has been hit par- | 
ticularly hard: by South Korea's down- | 
turn. Because the chaebol are too big to | 
fail, smaller firms have borne. the full 
brunt of South Korea's contraction in | 
credit. 

Just as striking is that the government 
has insisted that the fund be managed by 
foreigners—an innovation in a country 
that has traditionally regarded foreign fi- 
nanciers as agents of the devil. It asked 
Wilshire Associates, one of America's big- 
gest pension-fund advisers, to help set it 
up. Wilshire recruited four other western 
financial firms to manage various bits of 
the business. The decision to hand over 
the fund's management to foreign inves- 
tors suggests the government has belat- 
edly recognised that western expertise 
might be helpful to South Korea. It may 
even mean that it is serious about taming 
crony capitalism. 
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won at below-market rates 
from profitable subsidiaries into loss-mak- 
ing firms, including sk Securities; Hyundai 
subsidiaries pumped 210 billion won into 
the unprofitable Aluminium of Korea. 
Daewoo and 1G also channelled money to 
loss-making subsidiaries. All five of them 
were fined by the Fair Trade Commission. 
The chaebol. are now redoubling their 
expansion plans. In the past two months 
Hyundai has bought Kia Motors, South Ko- 
rea’s third-largest car maker, and agreed to 
pay North Korea $150m a year to run 
cruises to Mount Kumkang in the North. 
South Korea's president, Kim Dae Jung, 
has forecast that the economy will bottom 
out next year, after shrinking 6% in 1998. 


Analysts worry that such optimism will let 


the chaebol put off restructuring. But that 
would merely delay the inevitable crash. It 
is a terrible thing to. wish on anyone, but 
South Korea's conglomerates could do with 
another scare. And soon. 

„M 





The non-profit sector 


Love or money 


OR economists, the non-profit organisa- 

tion is something of an evolutionary 
oddity. Without the forces that drive con- 
ventional firms—shareholders, stock op- 
tions and, of course, profits—it has still 
managed to thrive in the market economy. 
Indeed, a pioneering international study*, 
published this week, shows that the non- 
profit sector now accounts for an average of 
one in every 20 jobs in the 22 developed 
and developing countries it examined. 

In the nine countries for which the 
change between 1990 and 1995 could be 
measured, non-profit jobs grew by 23%, 
compared with 6.2% for the whole econ- 
omy. In some countries, they grew faster 
still: by 30% in Britain, according to Jeremy 
Kendall of the London School of Econom- 
ics, who carried out the British end of the 
study. Why this remarkable expansion? 

Non-profits span a vast range: Some sell 
* “The Emerging Sector Revisited" by Lester M Salamon, 


Helmut K Anheier and Associates. Johns Hopkins Univer- 
sity Institute for Policy Studies. 
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Al farm would never become a reality 
Jor this family without the irrigation system; 


the irrigation system would never become a reality 
without electricity; 


electricity might never become a reality 
if not for the engineers of ABB. 











When electric current begins flowing into the coastal region 
of northern Peru, some of the local people may think it's nothing short of a miracle 
Perhaps they won't be far wrong. 

The Peruvian Energy Commission had been trying to bring power 

to this remote region for a long time. And they knew all too well the myriad problems 

inherent in a project of this magnitude 
Fortunately, the local firm heading the project, 'Aguaytia Energia del Peru SRL, 
found a company that could help provide an ingenious solution 
to this energy challenge: ABB 
It's a solution that will utilize natural gas located east of the Andes 
The gas will be pumped from the fields, processed,then piped to a 155 megawatt power plant. 
Electricity from the plant will then be sent via a 400 kilometre power 
transmission line across the Andes to the coast, thereby supplying the area with the 
much needed energy from Peruvian resources 
It's the kind of solution only a team of dedicated individuals 
with multi-cultural perspectives, multi-disciplinary expertise and global 
and local orientation working together could create 
And, if for one particular group of Peruvian farmers, 


ABB's ingenious engineering qualifies as a miracle, that’s OK with us 





INGENUITY AT WORK 


Visit the ABB World Wide Web site at http://www.abb.cor 





Water is a vital resource for life. 


Ciba is a vital 


b. 


\ 




















resource 
for treating water. 


| paper and mineral processing to municipal wastewater 
ent, Ciba adds value by providing clear solutions. 


e and commerce, water is becoming an increasingly valuable and strategic resource. 
reatment of water can provide stronger revenue streams than ever before. 

rtunities for consumers, our customers and our shareholders, Ciba Specialty Chemicals 
xpanded its capabilities by acquiring Allied Colloids and creating a new world-wide 
division. Not only can we purify water of pollutants, but we are also able to dry and i 
| concentrate materials. The powerful combination of expert people, quality x 
products, global reach and outstanding service positions us to meet | 
growing market demands. 


As our world’s need for clean water rises, so do our water treatment capabilities. 
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For more information about Ciba Specialty Chemicals, Ci ba 
visit our website at www.cibasc.com, fax +41 61 636 3019 in Switzerland 


or +44 127 441 7045 in the UK. Value beyond chemistry 
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You pace. You bang your head against the wall. You do everything in your power 
to satisfy your shareholders. Except talk to the people who could help you the most. 






We'll provide clear business advice r company’s kPMG. 


shareholder value. Think of it as a heat 'ome in a bottle. Its time for clarity. 





, www.kpmg.com ©KPMG International 1998 









goods and services (such as American hos- 
pitals) and compete head-on with profit- 
making firms; others are religious bodies 
and campaigning groups, supported 
largely by donations. In between, in Eu- 
rope, are the Catholic and Protestant non- 

. profits, such as Germany's Caritas, which 
<; provide many social services, and are fi- 
- ^nanced by the state, but independent of it. 
* Because the Netherlands has many such 
bodies, it tops the list for non-profit em- 
~ ployment (see chart). To find a definition 
_ that fitted all 22 countries meant including 
_ institutions. such as universities, trade 
unions and business associations. 

À clue to the success of non-profits is 
that their growth seems to have been fastest 
in countries where government social-wel- 
fare spending is high. That suggests they 
complement government provision, rather 
than substituting for it. Indeed, public 
money partly finances many non-profits— 
such as Britain's housing associations, 
“which rely on a mix of state cash and rents 
to house the poor. They are, in a sense, an 
! 'Offbalance-sheet arm of government. 

At their best they are flexible and inno- 
vative. However, as non-profits become 
.-. more important, so do their shortcomings. 
One is what Mr Kendall delicately terms 
“accountability lapses”: non-profits tend to 
reflect the interests of many different 

groups, but those of the consumer often 
< come low on the list. Boards of directors of 
non-profits are typically much larger than 
those of firms, but they serve a different 
function. As Rosabeth Moss Kanter, a man- 
¿agement guru at Harvard Business School, 
; puts it, they "are often treated like cheer- 
^ leaders who have to be given good news so 
they'll go out and raise funds." 

Another problem, says Lester Salamon, 
.; one of the study’s main authors, is finding 
: competent line managers. Moreover, man- 
-. agement may be more complex than in a 
' conventional company. Because a firm 











_ typically makes money directly from its 
.. customers, it has an incentive to provide 

















what they want. In a non-profit, the money 
may come not from the clients—the home- 
less, say, or the elderly—but from a mixture 
of grants, donations and charges. 

Training for running non-profits is still 
scarce. Michael O'Neill, of the Institute for 
Nonprofit Organisation Management at 
the University of San Francisco, reckons 
that10m peopleand 100m volunteers work 
for non-profits in America; but no more 
than 1000 students a year pass through 
management courses such as the ones he 
runs. Across the country, at the Harvard 
Business School, the social-enterprise pro- 
gramme that James Austin directs aims to 
ensure that MBAs who go into mainstream 
business know something of running non- 
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profits. Mr Austin recently surveyed 10,000 
HBs graduates and found that about 80% 
were involved in non-profits in some way; 
57% sat on the board of a non-profit. 

In fact, points out Ms Moss Kanter, the 
largest non-profits can attract professionals. 
to the top jobs. John Sawhill, a former. 
McKinsey partner, heads America’s Nature 
Conservancy; Frances Hesselbein ran. the 
Girl Scouts of the usa and graced the cover 
of Business Week. "Among certain groups. 
of people I know,” she says, “it now hasa 
certain social cachet to say that you are 
starting a non-profit organisation" Ditech- © 
ing the profit motive may become the ca- - 
reer opportunity of the future. 











| @ risk 


| HE boss of Netscape, Jim Barksdale, 
likes a joke. “If we fight [Microsoft] to- 
| gether we can win. The enemy of my ene- 
| my is my friend. Your comrad (sic), Jo- 
seph Stalin,” he wrote in October 1995 to 
| "Franklin D.”, alias Steve Case, chief ex- 
| ecutive of AOL an online service. When 
| the message was recently aired at the 
i antitrust trial of Microsoft, it suddenly 
| seemed less amusing. 
| The final outcome of the case, which 
| could determine the rules of the software 
industry, may be years off. But it has al- 
| ready had one effect. Firms are trying to 
| police their employees’ e-mail traffic, 
|; and that could harm the spontaneity 
| that is the medium's chief attraction. 

Some 66m American employees use 
e-mail, and this number is rising fast, ac- 
cording to International Data Corpora- 
tion, a consultancy. One billion elec- 
tronic messages jostle America’s 
corporate networks each day. 

This digital tsunami has caught most 
companies unprepared. Employees are 
still learning how to deal with e-mail, 
They are blunter online than they would 
ever be on paper. A harmless difference 
in opinion can rapidly escalate to a full- 
fledged fight. 

Worse, people view e-mail as ephem- 
eral, even though electronic messages do 
not disappear when you hit the delete 
button. They survive, for example, on the 
back-up tapes of corporate networks, 
and can easily be downloaded and 
searched. In the case of Monica Lew- 
insky, they were recovered from the hard 
disk of a home computer. More than 
3,000 exhibits have been submitted in 
Microsoft's trial, and most of them con- 
sist of e-mail. 

Firms are now wondering what nasty 
| surprises lurk on their own servers—and 
; are implementing strict e-mail policies. 





So far, according to surveys, about halfof |. 
American firms have such policies in 
place. Enforcement, however, is rare, be- 
cause it is too expensive to read tens of © 
thousands of e-mails. But that could 
change as firms install software that 
scans messages for danger. Some pro- 
grams even display a warning if a user 
types something that is not acceptable 
under the company's speech code. 

Firms will also try to stop employees 
sending vast quantities of e-mail by us- 
ing e-postage, according to Ferris Re- 
search, a consultancy in San Francisco. A 
few companies are already charging 
about 10 cents for the first kilobyte (about 
a double-spaced page), which is.enough 
to make employees think twice about 
whether that large report really needs to 
go to dozens of colleagues. 

All this may help avoid lawsuits and 
save on overheads, but at a price. Em- 
ployees will feel spied on. It might in- 
hibit the rapid and unfettered sharing of 
information upon which high-tech 
firms, in particular, thrive. Better to teach 
employees how to use e-mail and ensure 
that messages are deleted after 90 days. 
At Netscape, executives discussing deli- 
cate issues now use the telephone. Some- 
times they even meet in person. 
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Japanese employment agencies. 
Temporary 
improvements 


TOKYO 


ELEVISION newscasters can do it. So 

can interior decorators. But salesmen 
are forbidden, and construction workers 
may never be allowed to. Becoming a tem- 
porary worker is a tricky business in Japan, 
thanks mainly to the country’s rigid labour 
laws. In 1996 the government widened the 
number of permissible occupations to 26— 
all of them white-collar jobs. Now, the de- 
regulation is poised to go further, giving 
temporary workers the right to do most 
jobs. Among those likely to benefit are Ja- 
pan's temporary-employment agencies, 
which are growing quickly. The most ambi- 
tious agencies intend completely to change 
the way the Japanese work. 

Nearly 3m people are now unemployed 
in Japan, and the number keeps growing 
(see chart). To trim costs and introduce 
more wage flexibility, however, companies 
have been hiring temporary workers—to 
the satisfaction of the agencies that place 
them. According to the labour ministry, the 
agencies revenues have recently been 
growing rapidly, though people in the in- 
dustry say that the pace has slackened as Ja- 


. pan's economy has slid into recession. 
Thanks to the labour ministry's restrictions, > 


the agencies have so far concentrated on 
filling secretarial posts--drudgery in Japan, 
notwithstanding the aspirational advertis- 
ing featuring Jodie Foster, an American ac- 
tress, that decorates the headquarters of 
Pasona, the country’s biggest temp agency. 

Pasona hopes the government will de- 
regulate the industry by the end of this year, 
and expects its Y165 billion ($1.4 billion) of 
annual revenues eventually to triple as a re- 
sult. This year, the firm has been preparing 
to supply temporary workers for new jobs, 
chiefly in sales and marketing. Pasona 
hopes to challenge Japanese companies’ 
traditional reliance on generalist manag- 
ers—the sarariman who trudges from one 
job to the next every two or three years, fail- 
ing to acquire any specialist skills. 

Helped by a spell in California, where 
he ran the company's American opera- 
tions, Pasona's vice-president, Muneaki 
Ueda, has just launched six specialist train- 
ing courses for temporary sales and market- 
ing staff. The Y400,000 ($3,000) cost of a 
three-month course is shared between Pas- 
ona and the trainee. Twenty people are al- 
ready training, even though they will not be 
able to operate as temps until the deregula- 
tion becomes law. Recruits can read about 
the firm's philosophy of self-improvement 
in Scrum, the in-house magazine. “Japa- 
nese companies do not yet employ special- 


























ists,” says Mr Ueda. “But because of foreign 
competition, this must change." 

Increased specialisation ought to boost 
another line of work at Pasona—filling per- 
manent job vacancies. Until the beginning 
of this year, this too was tightly restricted by 
the labour ministry, which allowed only re- 
cruitment consultancies to fill managerial 
posts. The government’s own job service, 
cheerily called Haro Waku (Hello Work), 
had a monopoly on other jobs, but will 
now have to fight for business. 

Despite such rivals as Career Staff and 
Recruit She, which are also preparing for 
deregulation, Pasona should easily find 
people ready to sign up. Although large Jap- 
anese firms are famous for offering their 
staff lifetime employment, four-fifths of the 
labour force work for small and medium- 
sized companies, which hire and fire freely. 
The regulations protect the lucky few who 





| Gang sackings 


j TOKYO 


IB IS almost imperceptible at first-a 
barbed comment, perhaps, or an over- 
sight. Then one afternoon, the middle 
manager who has worked for his com- 
| pany since college fails to get his usual 
cup of green tea from the office lady down 
the corridor. A week later he fails to be in- 
vited to the regular morning meeting. 
| Nexthis telephone disappears. His com- 
puter goes, too. Colleagues are suddenly 
too busy for lunch. Memoranda detailing 
| company social events do not reach his 
i desk. Finally, the desk itself vanishes. 
| Most employees would no doubt find 
| such treatment hard to bear. In a Japanese 
firm, where people are typically orga- 
nised into tightly knit workgroups, vic- 
; tims of murahachibu (social ostracism) go 
| through hell. 

This sort of bullying is widespread in 
Japan, and is used to reinforce group be- 
| haviour at work. Masao Miyamoto, a psy- 
chiatrist and former bureaucrat, has writ- 
ten satirical accounts of his suffering at 
the health ministry, concluding that he 
was picked on because he refused to con- 
form. The latest outbreak of bullying, 


however, seems to be for a different rea- 
son: the dismal state of Japan's economy. 

Japanese law makes sacking staff 
hard. It is also expensive and, in a country 
that abhors the casual brutality of the An- 
glo-Saxon labour market, not very good 
for public relations. When Pioneer, a con- 
sumer-electronics firm, sacked some of its 
managers in 1993, for example, shoppers 
in Akihabara, a Tokyo neighbourhood de- 
voted to electronics shops, organised a 
boycott of its products. 

Yet as the recession has bitten deeper 
into corporate profits, Japanese firms 
have become keen to shed surplus labour, 
particularly the sort of middle manager 
who disappeared from foreign competi- 
tors’ payrolis some time ago. With few 
people accepting voluntary redundancy, 
more and more middle managers are be- 
ing hounded into quitting—most often, 
says Kiyotsugu Shitara, general secretary 
of the Tokyo Managers' Union, under the 
careful direction of a company's person- 
nel department. Officials at Nikkeiren, 
the federation of Japanese employers’ 
associations, say that they are aware ofthe 





problem, but that the organisation has | 
not formally discussed it. 

Although Japanese firms are now us- 
ing surreptitious means to jettison un- 
wanted managers, their methods are 
sometimes brutal. The people who call 
Mr Shitara's bullying hotline occasion- 
ally complain of physical abuse. Mura- 
hachibu is damaging, says Mr Shitara, be- 
cause Japanese companies are social 
groups. Ifcommunity spirit helped to cre- 
ate the miracle of Japanese productivity, 
the bully-boys who destroy it could be do- 
ing more harm than they realise. | 
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have jobs with the likes of Hitachi and 
Toyota. Now that even these sorts of com- 
pany are throwing their unwanted general- 
ists on the scrap-heap (see box on previous 
page), the sarariman had better find a skill. 





Companies and the Holocaust 
Industrial actions 


BERLIN 


N 1940 Richard Friedemann joined the 

Siemens workforce. The Polish-born 13- 
year-old was forced to build roads for the 
firm, laying stones with his bare hands 
even in freezing weather—14 hours a day, 
six days a week, for over a year. He and his 
fellow labourers were given few clothes to 
protect them from the cold, and were fed 
only stale bread and coffee brewed from 
burnt acorns. Those who worked slowly 
were beaten, often to death; none of the sur- 
vivors received a single mark in wages. 

Now that Switzerland’s two largest 
banks have settled with those that accused 
them of hoarding Holocaust-era assets, the 
finger is pointing at German and Austrian 
firms that benefited from slave labour dur- 
ing the second world war. Almost 60 years 
on, Mr Friedemann, and thousands of oth- 
ers who have joined class-action law suits, 
may at last get compensation. 

Since the $1.25 billion Swiss settlement 
earlier this year, the number of lawsuits 
against such companies has snowballed. 
This is partly because class-action lawyers 
in the United States have sensed weaken- 
ing resistance to new claims. The lawyers’ 
chances of success were also strengthened 
by a German court ruling last year that 
opened the door to slave-labour claims 
against private companies as well as gov- 
ernments. The list of firms now accused 
reads like a who’s who of corporate Ger- 
many: it includes Siemens, BMw, Volks- 
wagen, Daimler-Benz, MAN and Phillip 
Holzmann, as well as two Austrian groups, 
Voest and Steyr-Daimler-Puch. The number 
of targeted firms may soon reach 100. 

Edward Fagan, an American lawyer 
who specialises in Holocaust class-action 
suits, claims to have attracted thousands of 
clients, each hoping for more than $75,000 
in compensation, and says he is adding an- 
other 50-100 each day with the help of Mi- 
chael Witti, a Munich-based prosecutor. On 
November 15th, encouraged by Mr Fagan, 
several thousand Israeli survivors will 
launch a suit of their own. The ranks of the 
aggrieved are likely to continue swelling for 
some time: of the estimated 7.6m wartime 
slave labourers, the World Jewish Congress 
reckons that some 500,000 are still alive. 

Germany's government has paid out 
over DMBo billion ($47 billion) to victims 
ofthe Nazis. But very little has gone directly 
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to slave labourers; and German 
companies have paid next to noth- 
ing. Nor were those industrialists 
who took on slave labourers se- 
verely punished. Several, including 
the heads of Krupp and iG Farben, 
were imprisoned after the war, but 
not for long. Lawyers representing 
former slave labourers argue that 
firms actively sought slave labour. 

The companies have long re- 
jected legal claims by slave 
labourers, insisting that any dam- 
ages should be paid by the German 
government as successor to the 
Third Reich. But the new wave of 
lawsuits has softened their resis- 
tance. Although they still admit no 
legal obligation, they have started 
talking of their *moral responsibility" to 
former labourers. Some have tried to buy 
peace. Volkswagen has set aside DM45m 
for "humanitarian projects"; Siemens has 
paid out DM20m and placed advertise- 
ments in East European newspapers to 
track down its former labourers. 

But German executives know that they 
must go further. Last month, the bosses of 
several large firms met Germany's new 
chancellor, Gerhard Schróder, to discuss 
setting up a fund for former labourers. Mr 
Schroder has appointed Bodo Hombach, a 
close aide, to chaira committee on the issue 
and has even hinted that the government 
might contribute to the fund—something 





Slavery in the salt mines 


his predecessor, Helmut Kohl, refused. The 
fund's value is expected to be somewhere 
between DM2 billion and DMs billion. 
There are obstacles to overcome. It is 
still not clear how individual firms' con- 
tributions will be decided, or who will ne- 
gotiate for former slave labourers. Still, the 
omens for a swift resolution look good. The 
firms want to manage their public rela- 
tions better than the ham-fisted Swiss, and 
to avoid the threat of sanctions against 
their American subsidiaries. That may be 
just as well. “Things are moving quickly,” 
Mr Fagan says. "But if they slow, we'll cause 
those firms so much pain that the Swiss fuss 
will seem like a cakewalk in comparison." 





Luxury cars 


Rough ride 


Luxury cars were once a cosy money-spinner for a few car companies. Now 


everybody has piled in 


VEN by the sybaritic standards of the 
motor industry, the reception at Jag- 
uars Castle Bromwich assembly plant last 
month was remarkable in its opulence, 
rather like some debs' ball. It was in effect a 
coming-out party for the new Jaguar, the s- 
type saloon. Not only is this Jaguar's first 
mid-sized luxury car in 30 years, but it is 
also supposed to transform the fortunes of 
the company, which came close to bank- 
ruptcy before Ford bought it ten years ago. 
Ford has invested hundreds of millions 
of dollars in Jaguar, so far with little to show 
for it. Today Jaguar sells barely 50,000 cars 
a year. Ford wants the s-type to double that 
figure; three years hence, the launch of an- 
other model, a small luxury car called the 
X400, is supposed to double it again, taking 
output to ten times the miserable trickle of 
Jaguar's dark days in the early 1990s. 
Jaguar is not the only luxury-car com- 
pany whose fortunes seem to be on the 
mend. With a few exceptions, 1998 has 


been a splendid year for the world's luxury- 
car makers. The Mercedes-Benz unit of 
newly merged DaimlerChrysler can barely 
keep up with demand, buoyed in large part 
by the world's largest luxury market, the 
United States. By September, American 
sales shot past 120,000, exceeding last year's 
record, thanks to strong sales of the 
Mercedes ML 320 sport-utility vehicle, 
which marries four-wheel drive with full- 
scale comfort. 

Demand for Ford's huge Lincoln Navi- 
gator sport-utility (a small house on wheels 
to most Europeans) has helped Ford's lux- 
ury division to overtake GM's Cadillac divi- 
sion for the first time. Toyota's Lexus divi- 
sion has done well with the Rx300, which is 
really a basic passenger car fitted out to 
look like a sport-utility vehicle. BMW takes a 
similar approach with the forthcoming 
Sport-Activity Vehicle, an off-road vehicle 
married with the usual BMw saloon. 

Long gone are the days when luxury 
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brands politely shared the market. Today, 
competition is fierce, with manufacturers 
moving into each others’ traditional terri- 
tory—for obvious reasons. As Volkswagen's 
chairman, Ferdinand Piéch, puts it, you 
make a lot more money selling a Bentley 
than you do a Beetle. Which is why he 
bought Lamborghini, Bugatti and Bentley 


this year—and tried to buy Rolls-Royce, al- 
though that ended up with Bmw instead. 
Mr Piéch intends to add a “Baby Bentley,” 
which will cost roughly $150,000. His goal 
is to boost sales to as much as 10,000 units a 
year, about five times more than Bentley 
and Rolls-Royce will sell in total this year. 

vw is not the only company eyeing the 
upper end of the luxury market. Mercedes 
intends to launch an all-new line of super- 
luxury products, called Maybach, priced 
above the $150,000 of the most expensive 
Mercedes today. Yet it is far from certain 
that there is enough demand for all these 
supercars. The nouveaux riches of Asia and 
Russia are a bit strapped for cash these days. 
That is why the brightest prospect, accord- 
ing to J.D. Power, a Californian consul- 
tancy, is actually at the low end of the lux- 
ury market. 

It expects the demand for executive 
models, such as the Bmw 5-series or Jaguar's 
s-type, to grow by a third over the next five 
years. Consumers are flocking to the posh 
brands and forsaking the more mundane 
executive models made by the likes of GM, 
Ford or Toyota. Ford recently stopped pro- 
duction of its European Scorpio model, be- 
cause it sold so poorly. Japanese car makers 
have also had trouble with luxury models. 
Only Lexus is faring well, particularly in 
America, where it benefits from Toyota's re- 
liable image. 

One risk is that luxury cars will lose 


some of their prestige. By 2003, all four of 
Volkswagen's brands will share just four ba- 
sic chassis. The Audi A6, for example, will 
be built on the same platform as the vw 
Passat, as well as the larger products of the 
Skoda and Seat divisions. This means that 
under the skin they will be 80% the same 
cars. The challenge is to find ways to keep 
Audi buyers paying nearly double the price 
ofa Skoda Octavia. 

One trick is to use computer gadgets to 
make them seem different. “The differ- 
ences [are] getting smaller and smaller, so 
you need something to help differentiate 
yourself, and technology is the key," says 
Jürgen Hubbert, head of passenger-car 
development at Mercedes. The redesigned 
s-class is an example, with an onboard 
navigation system to map your route, radar 
to watch the road ahead and automatic 
cruise control. There is even a device that 
calls for help should all the computers go 
wrong. 

This rush into luxury cars is driven by 
the fragmentation that created sport-utili- 
ties in America, compact minivans (people 
carriers) in Europe and small European 
town cars, such as Ford’s Ka. The response 
of the volume car makers is to tailor cars for 
niches. The thrust of car-making technol- 
ogy is to reduce costs on low production 
volumes of less than 100,000. In a sense, 
luxury cars are joining the mainstream. 











Aluminium can—but will it? 


F YOU were to create the car industry 
from scratch today, you just might 
build your vehicles out of aluminium. 
Cars made of it can be, perhaps surpris- 
ingly, safer and stronger than those made 
of steel. It is much lighter, so cars deliver 
better performance. Its weight also makes 
cars greener: they use less petrol and emit 
fewer greenhouse gases; like drinks cans, 
they are easy to recycle. 
The snag is price. Aluminium has long 
been more costly to buy and to work than 
| steel. But things are changing. Alumi- 
nium prices have plunged to about 
| $1,300 a ton, from nearly $2,500 a ton in 
1988, while the high-quality steel used in 
cars sells for about $500 a ton. Given that 
you need only about half as much alumi- 
nium for each vehicle, it is no longer such 
a relative extravagance. Years of research 
have also led to simpler processes and 
new alloys, making aluminium cheaper 
to work. 

Yet a considerable obstacle remains: 
the volatility of aluminium prices on the 
open market. That is why a deal an- 
nounced on November 9th by General 
Motors and Alcan, the world’s second- 


largest aluminium producer, could mat- 
ter. The multi-billion-dollar contract will 
guarantee the world’s largest car maker a 
stable price and a fixed supply of alumi- 
nium for ten years. Though neither firm 
will reveal details, it is believed that hedge 
funds will assume the risk of price fluc- 
tuations over that period. 

“We are now onestep closer to the alu- 
minium-intensive vehicle,” declares one 
GM Official. To get there, the firm says it 
will increase aluminium usage by at least 
7% a year. Alcan is eager to help. Its scien- 
tists will co-operate with GM counterparts 
to speed research. Earlier this year, Alcan 
even struck a novel “operational stabil- 





ity” deal with its unions, which promise 
no strikes for 18 years. 

GM isjust one ofa number of car mak- 
ers that are experimenting with alumi- 
nium. Ford, its chief domestic rival, has 
long worked with Alcan, and plans to 
bring out an aluminium vehicle soon. 
Audi, a subsidiary of Germany’s Volks- 
wagen, has collaborated with Alcoa, the 
world’s biggest aluminium company, to 
introduce its A-8, an aluminium luxury 
car. Audi even plans to take on the mass 
market in two years with the AL-2, a small 
aluminium car weighing only 800kg and 
travelling 78 miles on a gallon (33km per 
litre) of petrol. 

Is this the Age of Aluminium? Not 
quite. Aluminium still faces competition 
from materials such as plastic, nylon and 
magnesium. The most persistent rival, 
however, may be steel itself. Car makers 
have enormous sunk costs in plants, pro- 
cesses and skills that are geared around 
steel. The real price of steel has dropped 
steadily in the past two decades. Earlier 
this year, a steel-industry consortium 
working with Porsche, a German sports- 
car firm, unveiled its “ultralight steel | 
auto-body”, which could reduce a car's 
weight by a fifth. Trusty, rusty old steel is 
not going away anytime soon. 
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Absorb a book's most important ideas from 
‘eight pages, not hundreds! 


Now you can read 
“the best business hooks of 1998 
—in just 15 minutes each! 
Us the executive dilemma of the Nineties: 
Informatión overload. 
0v o With all of your professional reading 
burdens, you probably find it impossible to 
eep up with the new business books. There 
should be à simpler way. And there is. 



















: A systematic solution. 

^ Suppose you had an assistant who screened 
and selected only the quality books for you. 
Who culled the most important ideas from each 

one, and compiled them into a neat little execu- 

tive summary. So you could obtain 

Ca working knowledge of the book's contents— 

dna fraction of the time. 

Now you can hire that "assistant." 
Soundview Executive Book Summuries. 

Every month, you receive quick-reading. 
time-saving summaries of the best new 
business books. Each contains alf the key 
points in the original book. But instead of 200 
to. 500 pages, the summary is only eight pages. 
Instead of taking five or ten hours to read. it 
lakes just 75 minutes! 





You'll benefit five ways. 
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burdened executive ... to what is becoming an 
increasingly irksome management problem: 
too much to read." Here s why: 


1. Gain a competitive edge. With the breadth 
and depth of knowledge gained from books, 
it's less likely that you'll be caught off 
guard. Count on it Major changes in the 
economy and the business climate are 
ahead, Will vou be ready? 


2. Get ideas you can use. Discover practical 
techniques vou can put to work immediately. 


3. Bolster your business confidence. You 
gain a real understanding of the key points 
of the hottest new business books. When 
à title or author comes up, you'll be 
prepared to respond intelligently. 


4. Learn more, remember more. According to 
studies published in psychology journals, 
you retain the content of à summary bener 
than a book, 

Slash hundreds of hours off your reading 
load! How often have you cracked open 
a book with great expectations—only to find it 
a huge disappointment? We select the truly 
worthwhile tides—and discard the rest. 


How many of these outstanding 
books have you read? 
Here's just a sampling of the superb 
business titles we summarize for you: 


e 


* The Living Company Arie de Geus 

* The Anatomy of Persuasion Norbert Aubuchon 

© Stress for Success Loehr, Groppel, and Etcheberry 
* The Leader of the Future Hesselbein et al 

* Beyond Reengineering Michael Hammer 

* Mission Possible Blanchard and Waghom 

* The Soul of the Firm C. William Pollard 

* Leading Change John P. Kolter 

© The Loyalty Effect Frederick F. Reichheld 

+... and many more! 


The books we summarize cover just about 


every subject vou need to know: Management 


Introductory Offer we | 
send me Executive Title 
i YES Book Summaries — i 
| ‘or 14 months at only US$139.— 7? i “d 
l (US$95 in Mexico). Price — Address —— M 
includes Airmail delivery. Also —— 
| rush my FREE copy of Skills City .SmtePov. 1. ] 
I for Success. | may ad 2 Zip/Postal Code _ Country aaa I 
l any time and receive a full I 
refund of the entire purchase — Phone. Fax o o 
| price. Whatever my decision, ‘ i A as I 
l everything | receive is mine to Check enciosed, or, charge my; (a Visa MasterCard AmEx (Diners Club I 
I keep, Card No. Exp. date I 
|. EXECUTIVE BOOK SUMMARIES Signature I 
qu Edidi USA 1.8 funds must be drawn on a U.S. bank. Call or fax for other accepted currencies, I 
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productivity. Leadership, delegation, and m 
vation. Effective communication. Hiring, and 
firing. Negotiation. Entrepreneurship. Inter: 
national business. Guidance on your career, 
achievement, and personal growth. And mare. 
These are the important books. They giv 
you a broader perspective and a deeper level. 
of insight. And the ideas and solutions th 
contain can pay big dividends for you. 


Special introductory offer... 
plus two free bonuses! 
One year of Executive Book Summaries is onl 
USS139. To buy the 30 books we'll summariz 
would cost you $800 plus shipping. And would 
you have the time to read even Aulf of them? 
Subscribe now and we'll extend your intro 
ductory subscription an extra fro month 
FREE. That's 14 months for the price of 42. 
You'll also. receive Skills for Success, packe 
with the best ideas from past Summaries; 
If at any time you are not 100% pleased, det us 
know and we'll send you a prompt and full rane a 
the entire purchase price. 


The 30 best business books of the year. 
Reading time: 15 minutes each. Tens ol 
thousands of executives, in 136 countries 
discovered this unique system for keepi 
informed and ahead. Nothing else even comes 

close. Please respond today. 






















































































How to begin: . 
> COMPLETE THE COUPON and mail to: 
Soundview Executive Book Summaries, © 
3 Pond Lane, Dept. SECHS, 
Middlebury, VT 05753-1164 USA 
> CALL 802-388-8910 
24 Hours a Day 
P FAX your-credit card order tox 
802-388-8939 
> ORDER via the Internet: cut 
http//www.summars.com (World Wide Web) 
OR e-mail: sales ? summary.com ; 


The power to create value 





When asked about our future plans, our response is straightforward: We plan. 
to go on growing. Profitably Were VEBA, a German multi-business company active in 
electricity, chemicals, oil, distribution/logistics, real-estate management and telecommuni- : 
cations. Last year, we achieved $46 billion in sales and ranked among the Top 50 of the — 


Fortune Global 500. 


Our main objective is to increase shareholder value over the long term. 
To reach this goal, we will continue to strengthen and strategically develop our core 
competencies. That's why well be focusing our investments even more sharply on 


businesses where we are—or are well on our way to becoming—market leaders. 


So, if you're looking for an investment with growth potential visit us at 


www.veba.com or call -- 800- 8522-0000. You can also send us a fax at 4-49-211-4579-532 




















King to be fit 


Cesare Romiti has spent his life working for other people. Now Fiat’s former chairman 
wants a business of his own. Is this a wise ambition for a 75-year-old? 


Ne for Cesare Romiti bridge evenings 
and a spot of gardening. On June 22nd 
Mr Romiti retired as chairman of Fiat, the 
world’s sixth-biggest car maker. Five months 
later, he is on his way to becoming a senior 
member of the salotto buono, the gentle- 
men’s club of Italian business. His vehicle is 
Gemina, a holding company whose portfo- 
lio is currently stuffed with cash. Having 
been a hired hand at Fiat, Mr Romiti, who is 
now 75, is seizing the chance to become an 
autocrat in his own right. 

After loyal service, perhaps the gruff, ge- 
nial Mr Romiti deserved the leg-up that he 
got from his former employer. Fiat, which is 
keen to sell some of its financial holdings, 
gave Mr Romiti an option to buy the 18.8% of 
Gemina that it owned. As with other execu- 
tives—including some who left under a 
cloud—it also gave him a special bonus, 
which he used to help pay for the Gemina 
stake. With this under his belt, Mr Romiti has become Gemina’s 
biggest shareholder, ahead of Mediobanca, the eminence grise of 
Italian investment banking. He no longer has to take his orders 
from Fiat's Agnelli family. 

Mr Romiti is in august company. In many countries, bosses 
are cast out before their powers begin to wane. From one day to 
the next they forsake the thrill of deal-making and corporate in- 
trigue for the crossword and a few directorships. But not always 
in Italy. When the chairman of Banca Commerciale Italiana, a 
large bank, was ousted at the end of September, the shareholders 
drafted in Luigi Lucchini, who will reach 80 next January. As 
well as being chairman of two of his own firms, Mr Lucchini is 
chairman oftwo big industrial groups and a member ofthe exec- 
utive board of Assicurazioni Generali, Italy's largest insurer. And 
Mr Romiti and Mr Lucchini are relatively youthful when com- 
pared with Enrico Cuccia, the 90-year-old honorary chairman of 
Mediobanca, a man who is still thought to pull many of the 
strings of Italian high finance. 

Mr Romiti brings to Gemina a business life crammed full of 
experience. Graduating in economics and business in 1945, he 
clambered his way up BPD, a private-sector chemicals company, 
to oversee a merger with Snia Viscosa, a fibres business, in 1968. 
He moved to Fiat in 1974, after having: 
worked briefly in the public sector, run- 
ning Alitalia, Italy's state airline, and a 
state-owned construction group. 

Fiat kept Mr Romiti busy for almost 
24 years. He guided the group through 
some testing times, including coping 
with the attacks of Red Brigade terrorists 
on Fiat managers in the late 1970s. In 
1980, barrel-chested and grim-faced, he 
defeated a strike that proved to be a turn- 
ing-point in the company’s battle 
against its militant trade unions. In 1997 
he shared the blame for false accounting 
at the firm, receiving a suspended sen- 
tence against which he is appealing. De- 


Over the hill 
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spite this, when Mr Romiti presented last 
year's results to shareholders before leaving 
Fiat, he was triumphantly able to report 
record group net profits of 2.4 trillion lire 
($1.4 billion) on a record turnover, and a20% | 
increase in dividends. | 

Itis hard to imagine Mr Romiti's new job 
giving the same buzz as running Fiat, Italy's 
most prominent company. Nevertheless, he 
has set about building his empire with the 
zeal of a man half his age. In July Gemina 
acquired 2% of Holding di Partecipazioni 
Industriali (Hdr), an industrial group that 
controls Rizzoli Corriere della Sera, a pub- 
lishing firm, as well as Valentino, Fila and 
GFT, three fashion houses. Gemina has op- 
tions to buy two further tranches, each of 
3.5%, from Fiat and Mediobanca—putting it 
in a position to become one of the group's 
largest shareholders. 

The deal-making is set to continue, using 
Gemina's cash pile. On Mr Romiti's desk is a book entitled 
"Gioielli, Bambole e Coltelli" (jewels, dolls and knives), a study 
of Italy's thriving small and medium-sized manufacturers. Mr | 
Romiti, who was popular with such firms when he was active in 
Confindustria, the industrialists’ association, wants Gemina to 
invest in such businesses. As Rizzoli Corriere della Sera's chair- 
man, Mr Romiti promises a hands-off role, developing strategy 
for the group. Still, journalists already find his presence intru- 
sive. "He does not interfere directly, but self-censorship means | 
that he has no need to,” grumbles one. “It is hard to write on 
anything, because Mr Romiti has a view on everything." 


Milan's Methuselah 


Meddling is one danger for Mr Romiti. A greater risk is that he 
will not know when his time is up. For men of his kind, business 
is too intoxicating to abandon. Milanese gossip has it that Mr 
Romiti wants to establish a business dynasty, rather like that of 
the Agnellis. That Mr Romiti's son, Maurizio, a former Medio- 
banca mandarin, is HdP's managing director only strengthens 
this view. However, those close to Mr Romiti suggest that he sees 
Gemina almost as a business gymnasium to help him keep in 
trim. After he retired from Fiat, he was reluctant even to take a 
break before starting in his new role, as if 
stepping off the treadmill for a moment 
might have caused his energy to flag or | 
his accuity to blur. 

Gemina's minority shareholders are, 
predictably, unimpressed (see chart) 
Even if they welcomed Mr Romiti, his 
new career would probably be doomed 
to fail. However fit Mr Romiti is today, 
his powers will eventually dim. Gem- 
ina's shares could be the chief casualty of 
this. Company rules that oblige busi- 
nessmen to go by a given age, such as 
those that forced Mr Romiti out of Fiat, 
might seem harsh. But they may be better 
than the alternative. 








CESARE ROMITI 
BUYS 18.8% 
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The Club World Cradle Seat. The more relaxing way to fly. 


In order to make flying as effortless as possible, British Airways give you the Club World Cradle Seat. 
Thanks to its innovative design and the way it tilts, your body weight is distributed evenly and supported 
from head to toe. In fact, the only thing it won't hold up is your eyelids. The world’s favourite airline. 
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3 series v Mercedes C-class. 


The Passat. The new Volkswagen. 
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EURO BRIEF 


The international euro 










u ro area (19%) is a shade 
| _ larger than that of. the United 
- States (17%). Taken . together, 
_ bond markets in euro countries 
"are somewhat smaller than 
;'America's-although — Europe's 
equity markets are much smaller 
than Wall Street. 
-The dollar's role in interna- 
"tional. finance is, however, far 
bigger than America's relative 
"weight would suggest. It is the 
main. currency used for the 
"world's trade and investment. 
Roughly half of world trade is in- 
voiced in dollars. Almost all 
commodities are priced in dol- 
lars. According to a recent survey 
by the Bank for International Set- 
tlements, the dollar features in at 
least one side of 87% of all for- 
xchange transactions, the 
in 30%, and other euro- 
ber currencies in only 24%. 
t Although the dollar's share of 
international bond issuance has 
fallen substantially since the 
early 19805, over 50% of interna- 
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The euro will, at a stroke, become the 
world's Second-biggest currency. But, as 

the fifth in our series of briefs explains, it is 
lear whether and when it might chal- 
enge the dollar's dominant role in the 


tional notes and bonds are still 
in dollars, compared with 28% 
for the combined euro countries. 
Bank lending shows the same 
dollar preponderance: 45% of 
cross-border loans are dollar-de- 
nominated (see chart 1). 

Almost half the world’s for- 
eign-held bank deposits are in 
dollars. The dollars weight in 
private international transac- 
tions also makes it the currency 
ofchoice for countries' official re- 
serves. In 1997 some 57% of the 
world's reserves were in dollars, 
though the greenback's share has 
fallen in the past two decades 
(see chart 2 overleaf). 

America derives several 
benefits from the dollar's domi- 
nant international role. There is, 
first of all, the profits to the state 
from its monopoly issue of notes 
and coins. Seignorage from dol- 
lars held abroad may be worth 
some 0.1% of American GDP. 

The dollars predominance 
in bond markets also gives Amer- 
ica a "liquidity discount" on gov- 
ernment debt. The liquidity of 
the bond market allows the Trea- 
sury to pay a lower premium to 
buyers. Richard Portes of the 
London Business School and He- 
lene Rey of the London School of 
Economics have estimated that 
this discount is worth between 
25 and 50 basis points (hun- 
dredths of a percentage point). 
Given that non-residents hold 
about $2 trillion of American 
government debt, that implies 
an annual saving of $5 billion-10 
billion, similar to the gains from 
dollar seignorage. 

The third and perhaps big- 
gest advantage that America 
gains from the dollar's domi- 
nance is the ability to finance its 
current-account deficits in its 
own currency. Charles de Gaulle 
famously complained that the 
exorbitant privilege of the dollar 
“enabled the United States to be 
indebted to foreign countries 
free of charge.” In fact America 
pays interest on all the govern- 





ment debt it issues. Yet de Gaulle 
had a point, even so. America 
might have far more difficulty 
running huge current-account 
deficits if the dollar were not the 
international currency of choice. 


Euro challenger 


At the very least, the arrival of the 
euro might threaten America's 
ability to continue reaping such 
benefits. But is it also possible 
that Europe could start to take 
them for itself? That depends in 
the first place on how quickly the 
euro's international role will 
grow. And the answer to that will 
also go a long way to answering a 
related question: will the euro be 
a strong or weak currency? In 
particular, will it appreciate or 
depreciate against the dollar? 
Economists considering 


these questions fall into two 
camps. In one are the enthusi- 
asts, who reckon that the euro 
will be a strong and stable cur- 
rency that will rapidly challenge 
predominance, 


the dollars 











largely because investors will di- 
versify their portfolios into 
euros. They also think this will 
happen quickly—in line with the 
speed of today's international 
capital markets. 

In the- other camp are the 
sceptics, who think the euro will 
need to establish a track record 
before investors move into it. 
They also reckon that inertia, for 
instance in reserve diversifica- 
tion, could benefit the dollar for 
several decades. They point to 
the lessons of history: sterling 
maintained its status as a glob- 
ally dominant currency long af- 
ter Britain's economic hege- 
mony was over. 

Fred Bergsten, director of the 
Institute for International Eco- 
nomics, is the most prominent 
American enthusiast for the 
euro. He expects the European 
Central Bank to pursue a tight 
monetary policy. He also expects 
investors, and central banks, to 
shift a substantial part of their as- 
sets out of dollars and into euros, 
commensurate with the euro ar- 





ea's relative economic weight, 
Ultimately, Mr Bergsten 
thinks that around 30-40% of 
world financial assets will be de- 
nominated in euros, with 40- 
50% denominated in dollars, 
and the rest in. yen and smaller 
currencies such. as the Swiss 





sten's. They argue hata key de- 
terminantof the euro’ s future sig- 
the 





costs oft using the euro in foreign- 
exchánge and: ecurities markets 






mists reckon that the euro could 
easily challenge the dollar-and 
again, that the challenge could ` 
come quite fast. 


The sceptics' case i 
How realistic are these claims? 
Many economists, particularly. 
in central banks, are sceptical. 
They point out that the euro is 
still untried, and that markets 
will need time before they trust it 
as a stable store of value. More 
important, investors have his- 
torically shown a "home bias" in 
their portfolio allocation. For a 
net portfolio shift towards the 
euro to occur, foreign investors 
must hold more assets in euros 
than they did in its constituent 
currencies. 

Nor is a single capital market 
entirely guaranteed. As Peter 
Kenen of Princeton University 
points out, a single currency does 
not mean that Europe’s bond 
markets will become completely 
unified. Although the euro will 
eliminate intra-European ex 
change-rate risk, it does not 
mean that German and Italian 
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bonds become perfect substi- 
tutes. Differences in default risk 



















and tax treatment will mean that 
individual bond markets re- 
main segmented—though to the 
extent that they are less so than 
now, the euro may still gain. 

Sudden shifts in official re- 
serve holdings are also unlikely, 
:: despite the disproportionate size 
of the euro area’s own reserves. 
Once the euro is introduced, the 
national central banks of the 
euro area will hold relatively 
high stocks of foreign reserves 
that they will no longer need be- 
cause much of what is now “ex- 
ternal” trade will become intra- 
euro trade. Estimates of these 
“excess” reserves range from $50 
"billion to $230 billion. Central 
banks will at some point want to 
reduce these. 

Other non-euro central 
banks (which hold a total of 
some $775 billion of dollar re- 
serves) might also want to hold 
more euros and fewer dollars, If 
official dollar reserves were sold 
suddenly, there would clearly be 
downward pressure on the dol- 
lar; but central bankers will 
surely want to avoid doing any- 
thing to destabilise currency 
markets, so they are likely to 
move slowly. In any case, official 
dollar holdings are small com- 
pared with America’s overall in- 
ternational assets and liabilities, 
which, according to the IMF, are 
of the order of $3.5 trillion and 
$4 trillion respectively. What 
really matters, therefore, is the 
behaviour of private investors. 

The relationship between 
portfolio adjustment and the 
euro's exchange rate is compli- 
cated. In theory, if private de- 
mand for new euro assets 
matched the supply from gov- 
ernments and firms that will 
borrow in euros, there might be 
no effect at all. In practice, how- 
ever, a substantial exchange-rate 
effect can be expected—mainly 
thanks to the pattern of current- 
account deficits and surpluses 
between America and Europe. 

If demand for euro assets 
comes from outside Europe, the 
resulting inflow of capital to the 
region means that it would have 
to shift from today's huge cur- 
rentaccount surplus (18% of 
euro area GDP in 1997) to a big 
deficitto accommodate it. Amer- 
ica, in turn, would be forced to 
trim radically its current-ac- 
count deficit of 2.1% of GDP in 
1997. Such a swing would proba- 
bly be engineered by a huge 
change in exchange rates, with 


84 
























the euro rising sharply against 


the: dollar. Moreover, if the de- 
mand for euro assets then rose 
faster than their supply, the euro 
would continue to appreciate. 
To give some idea of magni- 
tudes, Mr Portes and Ms Rey 
have suggested that a portfolio 
shift of $700 billion into the euro 
might drive down the dollar by 
40%, Such a change would, to put 
it mildly, have a big impact on 
the global economy. 

The European Central Bank’s 
monetary policy (and also the fis- 
cal policies of euro member gov- 
ernments) will, of course, influ- 
ence both the demand for the 
euro and its price. So the biggest 
question of all is: will the ECB, 
which has a treaty obligation 
only to pursue price stability, 
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take much notice of the euro’s ex- 
change rate? Like America and 
Japan, the euro area will be a rel- 
atively closed economy: external 
trade will account for a mere 10% 
of GDP. It may be tempting for 





A euro of many voices 


HO will manage the euro's international relations? Who 

will represent the euro area in such international clubs as 
the G7, the mr or the OECD? The answer has long been unclear. 
The euro's monetary policy is decided by the ECB, whose sole 
goal is domestic price stability, while fiscal policy remains al- 
most wholly a national concern. Bank supervision is a national 
responsibility, and the ECE's role as a lender of last resort is 
opaque. Meanwhile, responsibility for exchange-rate policy is 
messily divided between national governments and the ECB. 

Thus the governments, through the Council of Ministers, 
have retained the right to join formal exchange-rate arrange- 
ments (such as, say, a system of target zones) as well as to formu- 
late "orientations" for the exchange rate. In the absence of any 
such formal arrangements, the euro-11 club of finance ministers 
may, in exceptional circumstances, provide general guidance 
on exchange-rate policy, although they have already said that 
they are not likely to intervene much. So it may, by default, fall 
to the ECB to watch the euro’s external value, in the context ofits 
monetary policy. 

Confused? Imagine how Robert Rubin, America’s Treasury 
secretary, must feel. Whom does he call at a moment of global 
crisis? At least three people, according to the latest proposals 
from the European Commission. Earlier this month, the com- 
mission suggested that, with the arrival of the euro, the euro 
should be represented abroad by a biblical-sounding “trinity”, 
consisting of representatives of the council, the commission 
and the ECB. The council representative would come from the 
country currently holding the rotating six-monthly presidency 
of the EU—unless that country is not a euro-member, as when 
Sweden holds the presidency in the first half of 2001, when the 
trinity will look to the next euro country in the presidency, in 
this case Belgium. 

What about the G7 (and by extension the IMF)? The commis- 
sion accepts that only sovereign governments can formally be- 
long; and Germany, France and Italy seem to have no intention 
of ceding their places. But it would like the trinity to be repre- 
sented too. The trouble is that Europe is already over-repre- 
sented (four out of seven G7 members, for instance; and as 
much as 30% of the IMF's capital) And how, in any case, to en- 
sure that the trinity speaks with one voice, not with the usual 
European cacophony? The commission lamely suggests that 
“effective prior co-ordination” would be vital. It even proposes 
that a secure video-conferencing link should be set up between 
the parties. In the meantime, telephone calls, whether from Mr 
Rubin or from anybody else, will presumably be put on hold. 
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the Europeans to mimic the “be- 
nign neglect" that they have of- 
ten accused the Americans of fol- 
lowing for the dollar. Indeed, 
some economists think that, 
with the world's two major cur- 
rencies concentrating exclu- 
sively on domestic goals, cur- 
rency instability might increase. 

Hence, perhaps, the renewed 
calls for more formal interna- 
tional co-ordination. At its sim- 
plest, this might mean no more 
than closer co-operation among 
the main currency blocks—the 
dollar, the euro and the yen. But 
there have also been calls for 
"target zones" for the euro and 
other currencies—most recently 
suggested by Germany's new fi- 
nance minister, Oskar Lafon- 
taine, in talks with his French op- 
posite number, Dominique 
Strauss-Kahn, though the moti- 
vation of both men seems to be 
to ensure that the euro does not 
appreciate too far rather than a 
sudden conversion to the notion 
oftarget zones for the good ofthe 
world economy. 

Formal exchange-rate targets 
seem infeasible, even if some co- 
ordination between the world's 
major currencies might be desir- 
able. For one thing, it is hard to 
see them working for the euro, 
given the confusion over respon- 
sibility for it in international are- 
nas (see box alongside). Nonethe- 
less, a lesson of the 1930s is that 
the existence of two semi-domi- 
nant currencies (in that case, the 
pound and the dollar) can be 
destabilising, Third countries, in 
particular, can suffer from large 
currency swings. The challenge 
facing the Europeans (and oth- 
ers) will be to harness the bene- 
fits of their increasingly impor- 
tant new currency, while at the 
same time 
minimising the 
risk of any such 
negative global 
consequences. 
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= CHASE 


you've got the most challenging MONETARY CONVERSION ever attempted 


you've got to hit the ground RUNNING on January 1st 
you've got Chase, with a total EURO SOLUTION. 


Are you ready for the euro? 

Do you have the right payments solutions in place to be quick off the mark . . . to meet the challenges of the new 
single currency ? | 

At Chase, we do. And we're ready now to help you through the difficult transition period and beyond. d 

Our euro payments solutions revolve around a unique “hub” system that offers multiple benefits. These include j 
seamless cross-border payments and collections, reporting in real-time, centralized liquidity control, and direct 
interaction between Chase units across Europe. And this technology is backed by a management and customer 
service team with years of experience in global cross-border transactions. 

Few banks have devoted as much thought, time, effort and capital to developing a total euro solution for our clients 
as we have. Even fewer have the established infrastructure to deliver a quality euro service globally from day one the 
way we can. 

The starter’s pistol is raised. So act now and open your euro account at Chase. We'll help you make sure you're 
on your mark, set up and ready to go. 

If you'd like to know more about our euro solutions, call Kenneth Lay, Chase Treasury Solutions now 
at 212-552-0214. 


you've got CHASE. 
The right relationship is everything?" 


© 1998 The Chase Manhattan Corporation 
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FINANCE AND ECONOMICS 


Rallying cries 


LONDON, NEW YORK, PARIS AND TOKYO 


In recent weeks stockmarkets have shrugged off global economic gloom. Is the 


bull market back to stay? 


T NOW seems just like a bad dream. A 

remarkable rise in share prices since 
mid-October has put them close to where 
they were in those glorious summer days 
before the Russian debt crisis, the last-gasp 
rescue of Long-Term Capital and the credit 
crunch. Fears of a severe bear market have 
given way to renewed speculation about 
how high share prices can go. In the world’s 
stockmarkets, irrational exuberance 
is back, more exuberant and—alas— 
more irrational than ever. 

Two weeks into October, the 
Dow Jones Industrial Average was 
lingering below 8,000, 15% down 
from its all-time peak in July. But be- 
tween October 14th and November 
6th, which was followed by a pause 
for breath, the Dow rose by over 12%. 
In that period, the NASDAQ index, 
which is dominated by technology 
stocks, soared by over 20%, as several 
Internet stocks, such as Amazon.com 
and Yahoo, touched new highs. Hav- 
ing followed American shares down, 
stockmarkets in the rest of the world 
have shared in the rebound (see 
chart overleaf). Britain's FTSE 100 in- 
dex rose 17% from its October low by 
the end of the month. 

On Wall Street, Abby Joseph Co- 
hen, Goldman Sachs's famously op- 
timistic equity guru, may feel her un- 
wavering refusal to turn bearish has 
been vindicated. Her forecast for the 
Dow to end the year at around 9,300 
now looks achievable, while only a 
month ago she seemed like a bull in 
deep denial that the world had 
changed. Now herds of bulls are reappear- 
ing, with several stockmarket seers forecast- 
ing a Dow of 10,000 within months. 

Several events in the past month seem 
to justify this renewed optimism. Election 
results in America mean that Bill Clinton is 
now unlikely to be impeached—a possibil- 
ity that had spooked some investors. The 
prospect of Brazil's triggering a new bout of 
emerging-market chaos has receded. The 
American Congress has approved new 
money for the mr. And, crucially, interest 
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Looking up, for now 


rates have been lowered in many countries. 
Indeed, it was a surprise rate-cut by Ameri- 
ca’s Federal Reserve on October 15th that 
turned stockmarket psychology bullish. 
There is an old Wall Street saw: “don’t fight 
the Fed"—when the Fed eases, share prices 
rise. More important, investors saw the cut 
as a signal that the Fed (with other central 
banks) was prepared to do its utmost to 





stop the financial markets pushing the 
world into deep recession. 

This restored confidence to many mar- 
kets around the world. Most European ex- 
changes, for example, have recovered from 
theirsummer collapse. Optimists see this as 
a correction after a panicky overreaction. 
Investors have once again, the argument 
goes, recognised that Europe is an essen- 
tially strong story: unlike thoroughly re- 
structured American business, lots of juicy 
re-engineering remains to be done in Eu- 





rope, and the arrival in the new year of the 
euro will only hasten its progress. 

All, perhaps, true. Yet the recovery has 
been patchy. Some shares that started to fall 
in August have not come back at all: the car 
industry, airlines and engineering firms, 
for example. So not everyone is convinced 
by the rally. For those who remain pessi- 
mistic, the latest rise is what marketeers call 
a dead-cat bounce—they note that even in 
1930, as depression got under way, the Dow 
staged a rebound. 

Similar worries afflict the markets in Ja- 
pan and the rest of Asia. The Japanese gov- 
ernment's promises to throw money at its 
shrinking economy and, especially, its tat- 
tered banking system (see page 89) have 
given the stockmarket a short-term stimu- 
lus. Shares in banks themselves, as well as 
insome oftheir debt-laden customers, have 
risen sharply. But on past form, the 
banks may simply use an infusion of 
cash to keep lending to weak compa- 
nies, and once again duck the coun- 
try's huge bad-debt problem. Longer- 
term prospects for equities are as 
cloudy as ever. 

Markets in emerging Asia, too, 
have recovered on the prospect of 
lower American interest rates, which 
allow domestic rates to be cut, with- 
out fear of a fresh currency collapse. 
Indeed, local short-term interest 
rates in most of Asia have fallen 
sharply from their peaks at the start 
of this year. The sharp improve- 
ments in the current accounts of Ma- 
laysia, Thailand, Indonesia and 
South Korea have also helped bring 
rates down. That is good news for 
debt-burdened companies, but not 
yet for regional economies waiting 
for growth to resume. Some more li- 
quidity may be sloshing around in 
these economies, but it is not being 
turned into credit that may fuel 
growth. 


Grin or bear it? 


Even the spate of hopeful news does 
not make the magnitude ofthe rise in share 
prices rational. In America, shares are now 
more expensive relative to corporate earn- 
ings than in many decades: they average 23 
times expected 1998 earnings—as high a ra- 
tio as there has ever been. Moreover, the 
trend in corporate profits is distinctly un- 
promising. True, the results for the third 
quarter of 1998 have beaten analysts’ expec- 
tations, as usual. Byron Wien of Morgan 
Stanley says that the better-than-expected 
corporate profits constitute the “most reas- 
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suring development” in the past month. 
However, expectations had been decidedly 
low—for a decline of 3% compared with a 
year earlier. As for next year, there is a huge 
range of forecasts. Analysts who track spe- 
cific industries are predicting profits 
growth as high as 19%. But Wall Street econ- 
omists are expecting at best 4.5% growth— 
up from maybe 2% this year, but hardly a 
bonanza. 

Much will depend on what happens to 
interest rates. Lower rates should boost 
profits both by stimulating demand and by 
reducing borrowing costs. In late October, 
traders were expecting the Fed to cut rates 
by a further three-quarters of a percentage 
point by March 1999. Now, they expect a 
cut of only a quarter-point by then. Nor is it 
any longer certain that the Fed will cut rates 
at its next meeting on November 17th. The 
rise in the stockmarket may make the Fed 
waver, because of fears that it will encour- 
age consumers to increase spending. 

The Fed's position is made even harder 
by the credit crunch in the bond markets. 
That, not the fall in share prices, prompted 
its surprise rate-cut last month. Earlier this 
year, shares and higher-yielding bonds had 
all risen to levels that were well above any- 
thing that made sense in terms of historic 
returns and riskiness. Now there is a wide 
spread between high-yield bonds and low- 
risk Treasury bonds. The spread has nar- 


rowed somewhat since October's rate-cut. . 


But it remains well above the historic aver- 
age. In other words, these high-yield bonds 
look cheap. Shares, on the other hand, are 
once again expensive by past standards. So 
while the high-yield bond markets seem to 
be suffering a bout of irrational risk-aver- 
sion, in the equity markets irrational exu- 
berance prevails. 

Alan Greenspan, the chairman of the 
Fed, has spoken encouragingly of condi- 
tions improving in the credit markets. But, 
according to Robert di Clemente, an econo- 
mist at Salomon Smith Barney, things re- 
main difficult on bond-trading floors. If the 
Fed does not cut rates next week, "it risks 
dissipating the gains that have been made 
in relieving the credit crunch". 


88 


Saving disgrace 


HRIFT went out of fashion years ago 

in America, but never quite like this. 
In September the personal saving rate 
turned negative for the first time since 
the 1930s—ie, in total, people spent more 
than they earned net oftax. The sharp fall 
in saving since 1993, when households 
squirrelled away 5% of their income, has 
largely been due to big gains in share 
prices, which have made consumers feel 
wealthier and encouraged them to 
spend more money. 

Corporate America has also been on 
a borrowing binge, as investment has far 
outstripped profits. Add the savings by 
companies and households together and 
J.P. Morgan, an American bank, calcu- 
lates that the total private-sector saving 
rate has fallen to its lowest level ever. In 
the second quarter of this year, invest- 
ment and consumption by the private 
sector exceeded income by more than 4% 
of Gpp. In previous economic cycles dur- 





ing the past 40 years the gap has never 
been greater than 1.4% of Gpp. 

This clearly cannot go on: another 
reason for worrying that, sooner or later, | 
the boom is likely to end in a bust. | 
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The market's recent nervousness about 
whether the Fed will cut rates has already 
had some ominous effects: there has, for ex- 
ample, been a widening in the spreads on 
corporate bonds, including the least-risky 
commercial paper, for the less creditworthy 
firms. The risk of a renewed credit crunch 
makes it likelier that the Fed will cut rates. 
But if it does so, it will be right to worry 
about one unwelcome side-effect: that the 
bubble in share prices may get bigger still. 
a 





Financial analysts 
Selling bull 


NEW YORK 


ALL STREET'S financial analysts 
reckon that America’s corporate 
earnings will rise by 19% next year. How se- 
riously should investors take such predic- 
tions? Investment firms love to trumpet the 
importance of their financial research, and 
the resources they devote to 
it. Merrill Lynch describes 
it as.“one of our greatest as- 
sets"—albeit one it is now 
giving away free over the 
Internet (for a "trial pe- 
riod"). There are, of course, 
honourable individual ex- 
ceptions; but the overall 
record suggests that almost 
anything a financial ana- 
lyst says should be taken 
with a large pinch of salt. 
Several studies have 


found that, a year ahead, analysts’ profits 
forecasts will typically be 5-8% too high. 
They are then whittled down, so that, by the 
time results are announced, they are invari- 
ably too low, typically by around 2%. Con- 
veniently, this ensures that, however poor 
results are in absolute terms, there will al- 
ways be more headlines about better-than- 
expected profits than about disappoint- 
ments. Indeed, this tendency is growing. 
Lawrence Brown, of Georgia State Univer- 
sity, has calculated that from 1984 to 1997, 
there was a tripling in the number of firms 
beating analysts’ estimates relative to those 
falling short. 

Analysts’ investment advice tends to be 
equally bullish. Of the 30,000 recommen- 
dations covered by First Call, a firm that 
monitors financial analysts, fewer than 1% 
advise investors to sell, rather than to hold 
or to buy. But on those rare occasions when 
an analyst does say “sell”, the advice is 
worth taking, says Mr Brown; such a down- 
grade is usually followed by a sharp decline 
in the value of the share relative to the mar- 
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-ket average. 

Are analysts no good at what they do? 
::More likely, the rewards for doing good re- 
search ate too scanty. Many analysts work 
on the “sell-side”, and spend much of their 
time trying to persuade investors to in- 
vest—which hardly encourages negative 
"recommendations. “Buy-side” analysts, 
| who advise institutional investors what to 
- buy, are rewarded for calling the short-term 
_ performance of a share accurately, not for 
their penetrating insights into a firm's long- 
term. fundamentals. Although "Chinese 

walls”. supposedly discourage it, the best- 
(< paid analysts of all, who can earn millions 
of dollars, are those who bring in plenty of 
:business—underwriting share and debt is- 
: Sues, merger advice and so on—for invest- 
ment banks. Criticising potential clients is 
nota recipe for success. 

Analysts are guilty of nothing worse 
than "honest optimism", says Chuck Hill, 
of First Call. The trick, he says, is to under- 
stand analyst-speak: in particular, when an 
analyst says "hold", he really means "sell". 
Certainly, big, sophisticated investors 
know this. But do the smaller investors to 
whom much of this financial analysis is 
marketed? Perhaps the Securities and Ex- 
change Commission, which talks con- 
stantly about the need for investor protec- 
tion, should look into it. 





Japanese finance 
Below zero 


TOKYO 


HEN a government plans simulta- 
neously to cut taxes and to raise 
_- spending by nearly one-fifth of national 
: Output, bond traders usually take fright. For 
such actions normally push interest rates 
«up and bond prices down. Not in Japan. 
--On November 16th Keizo Obuchi, the 
- prime minister, will announce details of 
yet another much-trailed boost—said to be 
-< worth a total of ¥18 trillion ($149 billion)— 
_ to revive the country’s sagging economy. 
« Together with the ¥60 trillion he has al- 
. ready promised to fix Japan's banks, Mr 
` Obuchi will have in one month pledged to 
spend $640 billion—or 16% of annual cp». 
“Yet the bond market remains calm. 

In fact, Japan's super-low interest rates 
keep heading lower—and are even, in some 
cases, negative. Until recently, it cost the 
government nothing at all to borrow at 
short maturities. Now, in effect, investors 
are paying it to take their money. Foreign 
bankers have become so unwilling to lend 
surplus yen to Japanese rivals that they pre- 
ferto park them with each other at negative 
rates of interest. This means that the recipi- 
ents ofthe deposits can still make a respect- 
able margin even though long-term interest 
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rates are so low. 

And how: ten-year government bonds 
(jGBs) are now yielding a startlingly meagre 
0.81% (see chart). At these prices, investors 
seem to be betting on an economic catas- 
trophe—shrinking output and falling 
prices for the next decade or so. That hardly 
squares with Mr Obuchi's lavish plans for 
Japan to spend its way out of trouble. 

As usual, however, the government is 
being less generous than it seems. Some of 
next week's measures will simply extend 
temporary tax cuts and renew existing 
spending commitments, But the extra 
boost to the economy should still be close 
to the X10 trillion that Mr Obuchi pledged 
when he took over in July. And then there is 
the Y60 trillion promised for the banks. 
Some of this is to pay for nationalisations— 
several trillion has already been chewed up 
taking over Long-Term Credit Bank. An- 
other chunk is meant to recapitalise surviv- 
ing banks—if they ask for it. Mr Obuchi has 
not yet made clear what conditions will be 
attached to this money, so no bank has said 
how much it will take. But the government 
wants to be lenient, so the banks may take 
quite a lot-perhaps Y10 trillion or so. 

These measures will leave a gaping hole 
in the nation's books. Peter Morgan, an 
economist with HSBC Securities, thinks the 
combined budget deficits of Japan's central 
and local governments will hit 10.2% of 
GDP in the current fiscal year, which ends 
in March. To finance this, he reckons the 
government may have to issue Y54.8 tril- 
lion-worth of bonds, a rise of 46% over the 
previous year. Markets humble govern- 
ments with much sounder finances than 
these. Why is Japan different? 

Mainly because it is the world's largest 
creditor. Foreign-currency debts are tiny, 
and Japan's currentaccount surplus is 
growing larger (it was 2.3% of GDP in 1997). 
Noris there much foreign money in the do- 
mestic debt market, which might suddenly 
flee for higher returns elsewhere. In fact, 
there is little private money of any sort go- 
ing into jGBs. Most of the government's ex- 
tra bond sales are being absorbed by its 
own Trust Fund Bureau, which invests the 
vast wealth piled up in the postal savings 

















system, and by the central bank. 

Nor is increased government borrow- 
ing crowding out the private sector. Indeed, 
as companies continue to cut their invest- 
ment, their demand for capital is shrink- 
ing. And so long as interest rates stay close 
to zero, the bill for servicing the govern- 
ment’s debts is easily affordable. 

Perversely, all this is probably bad news =: 
for Japan. As deflation takes hold, consum- 
ers are spending less; and the real cost of . 
the debts that cripple vast tracts of Japanese. 
industry is rising. If they believed their gov- 
ernment were borrowing more money . 
than it could pay back, the Japanese might: 
start to believe in inflation again—and so 
begin spending more money, helping the: 
economy to recover. As it is, the outlook, 
like some bond yields, remains negative. 





walt Ka 
Indonesia 


Fire-sale brigade 


JAKARTA 


SKED which country has the worst case. 


of Asian flu, few economists would... 
hesitate before naming Indonesia. The cur: 
rency has fallen further, the economy — 
shrunk faster, and poverty spread wider, 
than anywhere else in the region. It seems 
obvious that Indonesia has all the same 
troubles as its neighbours~-only worse... 

Yet when it comes to restructuring its 
banks, Indonesia's problems are actually 
the opposite of surrounding countries. Its. 
banks are, of course, a mess. But whereas 
Asia's other governments are afraid to take | 
on banks’ owners, despite goading fromthe » 
IME, Indonesia’s is raring to go after them, 
And it is the iMr that has practically or- 
dered it to slow down, under an agreement 
reached this week. Instead of quickly un- 
loading assets seized from the owners of 
failed banks, Indonesia's government will: “ 
hold them as collateral: they will then be 
sold off gradually over the next four years, 
until the bankers have repaid their debts. Ini. 
return, the mr has disbursed the latest. 
$960m instalment of the $43 billion rescue - 
package it arranged last year. 

So the usual roles have been reversed. 
But is this good news or bad? Probably 
good: for in Indonesia, again unlike else- 
where, the decision to slow down restruc- 
turing will not save the banks’ owners from 
paying for their failures. Those whose 
banks have already been frozen by the In- 
donesian Bank Restructuring Agency 
(1BRA) will not only lose their equity stakes, 
but will also have to surrender personal as- 
sets to plug the holes in their banks. Until 
recently the negotiations had been over 
two sorts of liabilities: outstanding loans 
above permitted limits to their sharehold- 
ers; and money borrowed from the central 
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ONDURAS and El Salvador once 
| went to war over a disputed foot- 
| ball match. Now America is threatening a 
| trade war with the European Union be- 
| cause it does not import enough Latin 
American bananas. 

| Absurd? it is true that Eu rules favour 
bananas from former European colonies 
in the Caribbean over Latin American 
ones, which are mostly dis- 
tributed by American com- 
panies. But amid world eco- 






nomic gloom and rising 
protectionism, there are 
surely more pressing con- 


iW cerns, even for trade 
l | negotiators. 
Apparently not The 


Clinton administration has 
been lobbied assiduously by 
Carl Lindner; top banana at 


bank to stem bank runs earlier this year. 

But this week the government an- 
nounced that the owners of nine rBRA-ad- 
ministered banks will also have to make 
good any other liabilities left after liquida- 
tion. This leaves them owing 51 trillion ru- 
piah ($6.4 billion). In addition, four banks 
that IBRA has taken over are still being run 
as going concerns. Owners of two of these— 
Bank Central Asia (BCA) and Bank Dan- 
amon—will have to shell out another 60 
trillion rupiah to repay loans granted to 
shareholders. 

The deal resolves two issues that the 
government had been debating with the 
IME: the timing of the debt repayments, 
and how much would be paid in cash. On 
October 1st, BJ. Habibie, Indonesia's presi- 
dent, said all debts would have to be paid 
in cash within a year—an impossiblity in 
Indonesia's tattered economy. Now, the 
bankers will still have to pay in cash, but 
over a longer period, and will hand over as 
collateral their personal assets—mainly 
shares in non-financial companies. 

The government has already agreed re- 
payment terms with five of the banks, 
whose shareholders account for almost 
90% of the debts. Besides the owners of BCA 
and Danamon, Mohamad “Bob” Hasan 
has cut a deal. He is a shareholder in Bank 
Umum Nasional, owns a huge paper and 
timber empire, and is one of the closest 
friends of former president Suharto. The 
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biggest banana distributor, and a big do- 
nor to both Republicans and Democrats. 
This week America threatened to slap 
100% duties on a wide range of European 
products—ranging from French cheese 
and wine to German coffee-makers, as 
well as toy trains and Christmas bau- 
bles—unless the EU amends its banana 
rules by the end ofthe year. 

Ametica'stactics could easily backfire. 
Imposing unilateral sanctions would 
breach world trade rules and undermine 
the wro. It could provoke retaliation, al- 
though the eu loftily says it would fight 
back at the wro instead. And it allows 
Brussels to pin the blame for the banana 
war on America. 

Yet America's frustration is under- 
standable. It has been battling with the £U 
over bananas for years. The World Trade 
Organisation has repeatedly ruled that 
the EU must change its banana regime, 
but little has happened. Europe now 
claims to be mending its ways, but its lat- 
est reform plans are likely to fall foul of 
the wro again. America and other coun- 
tries, notably Ecuador, are already lining 


Chiquita Brands, the world’s | uptochallengethem there. Butthatcould unlikely to bear fruit. a I 


Gajah Tunggal Group, the country's third- 
biggest conglomerate and owner of Bank 
Dagang Nasional Indonesia, has also come 
to an arrangement with the government. 
The bankers will have to repay just over 
a quarter of their loans in the first year. In- 
dustrial assets will cover the rest, and will 
be held by IBRA, to be liquidated over the 
following three years. A five-man commit- 
tee—including representatives from the 
IMF, the World Bank and the Asian Devel- 
opment Bank—will oversee the process. 
The 1MF has done Indonesia, if not the 
present government, a favour by slowing 


take a long time. 

The real problem, then, is that the 
wTO's dispute-settlement mechanism is 
not as effective as it should be. There is 
plenty of scope for countries to delay im- 
plementing wro rulings, partly because | 
they do not specify what governments 
must do in order to comply. The Eu is also 
taking its time to obey a ruling that it 
must allow in hormone-treated beef from 
America. Canada is using similar delay- 
ing tactics to keep out American maga- 
zines. And America itself has hinted that 
it may be slow to implementa wro ruling 






that it should lift its ban 
on importing shrimps 
from countries using 
nets that trap turtles. This 
is a worrying trend. If 
America and the EU act 
as if they are above the 
law, their pleas for others 
to abide by the rules are 


things down. Some ministers wanted to 
force the bankers to unload: their assets: 
quickly. This was advertised as a way of re- 
storing confidence and redistributing 
wealth. But the fact that almost all of the 
banks are owned by Chinese businessmen, 
who are unpopular with many ordinary In- 
donesians, had a great deal to do with the 
politicians’ haste. So did the prospect of 
holding an early fire-sale for their friends, 
who would no doubt end up with many of 
the assets if they were sold in a hurry. In In- 
donesia, it is better to wait. Other Asian gov- 
ernments, please do not take note. 

=] 





Risk management 
Too clever by half 


MONTE CARLO 


Recent shocks are making financial institutions reassess the way they control 


the risks they are taking 


€€ T USED to sleep easy at night with my 

VAR model,” said Allen Wheat, chief 
executive of Credit Suisse First Boston, at a 
recent conference in Monte Carlo—a rather 
brave venue in current circumstances. In 
recent months, the “value-at-risk” model, 
which purports to show how much money 
a firm could make or lose, has not worked 
for CsrB—or for the myriad other financial 


firms that used it. The same can be said of 
risk-management systems in general, and 
the people who ran them. Financial firms 
employed the best and brightest geeks to 
quantify and diversify their risks. But they 
have all—commercial banks, investment 
banks and hedge funds been mauled by 
the financial crisis; Now they and the 
world's regulators. are trying to find out 
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what went wrong and to stop it happening 
again. 

This crisis, which erupted after Russia 
defaulted on August 17th, differed from 
previous ones—the 1987 stockmarket crash, 
say, or the bond-market crash in February 
1994. Losses then came from sudden down- 
ward lurches in the market. This time, in 
contrast, the spark was a sharp increase in 
spreads—price differences—between, for 
example, government bonds and lesser 
credits. Everyone was caught out. 

One reason is that everyone was up to 
the same thing. Shareholders tend to shun 
institutions that take outright punts on 
markets. Better instead, they think, to take 
what appear less risky bets on the differ- 
ence in price between two assets: in the jar- 
gon, “relative-value” trades. 

The eagerness to do such trades was also 
the product of a bull market and a strong 
economy, especially in America. Yields on 
government bonds fell, so investors and fi- 
nancial firms bumped up returns by, 
among other things, taking more credit 
risk. They bought emerging-market debt, 
junk bonds: credit, indeed, of every sort. 
And because they were all buying, the price 
of these assets rose. The strategy was not re- 
stricted to credit. Traders also took big 
punts on the relative values of a variety of 
different financial instruments, including, 
among others: yields on liquid, newly is- 
sued American Treasuries compared with 
older issues; yields on European govern- 
ment bonds in the run-up to monetary 
union; and the relative volatility of Euro- 
pean interest-rates and equities. 

Returns on such trades were low but ap- 
parently safe, so the firms borrowed heavily 
to leverage their bets. This reached absurd 
proportions in the case of Long-Term Capi- 
tal Management, a hedge fund that had to 
be rescued by its bankers. It was easy to in- 
crease leverage because borrowing, using 
assets as collateral, became much cheaper— 
lenders were overly sanguine about credit 
risk. Russia is an extreme example. In 1996 
GKOS, Russian treasury bills, were deemed 
so risky that no bank would accept them as 
collateral for a loan. Then banks relented 
and accepted them as security for half their 
market value. By earlier this year some 
hedge funds were able to borrow 95% of the 
value of this splendid collateral. And the 
biggest hedge funds were able to borrow 
from banks without any “haircut” at all 
against better government securities. 

That, as one risk manager now admits, 
is like a banking system without reserve re- 
quirements. Banks lent to one another on 
similar, if not quite so generous, terms. Of 
late many funds and weaker banks have 
had less generous treatment from lenders. 

All this was wonderful for traders. In a 
bull market, the bigger their bets, the more 
money they made. Few thought much 
about potential losses. The rewards for 
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punting with abandon were huge, while 
the penalties were small—they could walk 
into another job if they were fired. Very few 
had their fat bonuses tied to the long-term 
value of the firm. And the more money they 
had already tucked away the bolder they 
became. Greed, says the boss of one big 
firm, meant that “traders took risks that put 
you at the edge.” 

But what made their eventual losses so 
huge was that many financial firms had the 
same positions. Which is not surprising: 
their data was similar, and their traders 
had learnt the same financial theory. So 
had their risk managers. Yet in a crisis, un- 
winding all these positions simultaneously 
became almost impossible. Liquidity dried 
up. Witness what happened to the corpo- 
rate-bond market in America, where, at the 
peak of the crisis, only about 5% of out- 
standing issues actually traded. Even that 
most liquid of markets, the dollar, fell by a 
fifth against the yen in just three days last 
month. 


Back to basics 

Was risk management flawed or were risk 
managers not powerful enough? Probably 
a bit of both. Some banks simply did not 
pay their risk managers enough or give 
them enough control. But in many cases the 
risk-management systems and those who 
ran them both failed. The boss of one big 
firm calls super-sophisticated risk manag- 
ers “high-1Q morons”: quite simply, they re- 
lied too much on theory and not enough on 
market nous. 

Firms are trying to address these short- 
comings. Risk-management departments 
are being given more clout. Some big in- 
vestment banks also want to rely less on 
models, and more on the market-savvy 
skills of those more versed in the trading 





arts. They are also asking the question: what 
if all our assumptions are wrong? And they 
have twigged that valuing big positions at 
prevailing market prices is foolish: the big- 
ger the position, the worse the price they 
would get if they tried to unwind it. 

Perhaps most important, they are tak- 
ing a long, hard look at how traders are 
paid. Many look enviously at the partner- 
ship stucture of Goldman Sachs: the lure of 
a lucrative partnership is an incentive not 
to bet the firm. Though this cannot be repli- 
cated at publicly owned firms, it should be 
possible to tie bonuses more closely to the 
firm's share price. 

For their part, regulators are likely to be 
much more sceptical than they were about 
firms’ risk-management models. At the mo- 
ment they require those firms that use their 
own VAR models to calculate their capital 
requirement to multiply the number by at 
least three; the worse the predictive power 
ofthe model, the higher the multiplier. And 
most models, reckons one regulator, have 
been pretty dreadful of late. Should they do 
more? Increasing transparency might help 
stop everyone having the same positions. 
Better co-ordination among regulators 
might do the same. 

Yet for all the flaws that the recent crisis 
has exposed in risk management, it has also 
shown upone fundamental strength. In the 
securities business, firms try to value their 
positions at the true price of unwinding 
them. Even if, in practice, they have inter- 
preted this generously, it is still a harsh dis- 
cipline. When markets move against them 
firms must reduce positions and take the 
pain on the chin. That at least means that 
problems do not fester for ages—a lesson 
Japanese bank regulators could usefully 
have learnt eight years ago. 














Making aid work 





Foreign aid could help to reduce poverty if it were spent on the right coun- 


tries. Unfortunately, it isn’t 


HIS week the World Bank published a 
new book which will henceforth be 
i the book on foreign aid: "Assessing Aid: 
| What Works, What Doesn't, and Why". 
| Theauthors, David Dollar and Lant Prit- 
chett, are to be congratulated: by any stan- 
dards, but especially by Bank standards, 
they have produced a forthright and lucid 
piece of work. Too forthright and too lu- 
cid for some, one imagines. 

Joseph Stiglitz, the Bank's chief econo- 
mist and overall supervisor of research, 
deserves credit for letting the report see 
the light of day; his tepid and convoluted 
foreword suggests he had his doubts. Mr 
Stiglitz draws readers' attention to two 
"key themes": "effective aid requires the 
right timing and...the right mix of 
money and ideas." Platitudes such as this 
may be what Mr Stiglitz had hoped to 
find in the report; or maybe his com- 
ments were intended for some other 
book, and were printed at the front of this 
one in error. In any event, the true key 
themes of “Assessing Aid” come through 
loud and clear: (a) aid works only if it is 
spent on the right countries and (b) rich- 
country governments and multilateral 
agencies (including the Bank) spend a lot 
of it on the wrong countries. 

Reviewing earlier research and draw- 
ing on new work for this book, Messrs 
Dollar and Pritchett establish, first, that 
the raw correlation between aid and 
i. growth is near zero: more aid does not 
| mean more growth. Perhaps other factors 
mask an underlying link, they concede; 
perhaps aid is deliberately given to coun- 
tries growing very slowly (creating a mis- 
leading negative correlation between aid 
and growth, and biasing the numbers). 
On closer study of such complications, 
however, the result holds. No correlation: 
aid does not promote growth. 

What transforms the picture is divid- 
ing countries according to the quality of 
their economic policies. Do this and you 
find that in countries. with good eco- 
nomic policies (low inflation, small bud- 





get deficits, openness to trade, strong rule 
of law, competent bureaucracy), aid does 
indeed spur growth. Aid equivalent to 196 
of the recipient's GP leads, on average, to 
a sustained increase of 0.5 percentage 
points in the country's annual rate of 
growth. In countries with bad policies, on 
the other hand, the data say that aid actu- 
ally retards growth—although in this case 
the estimated multiplier (1% of GpP in aid 
slows growth by 0.3 percentage points a 
year) is statistically less robust. 

The next question is whether growth 
reduces poverty—since rich-country gov- 
ernments all say that reducing poverty is 
what their aid is for. The answer is yes. Re- 
cent evidence shows "conclusively" that 
growth reduces poverty; its benefits are 
not undone, as used to be feared, by grow- 
ing inequality. The converse is also true: 
in countries with slow or no growth, pov- 
erty declines slowly if at all, and in the 
worst Cases it increases. To sum up, in 
good-policy countries, aid reduces pov- 
erty; in bad-policy countries, it doesn't. 


Anew map 


The authors then ask how aid should be 
spent if the only consideration were (as 
governments say) to reduce poverty. If 
that were so, the money would go to coun- 
tries that combine two things: good poli- 
cies and lots of poor people. Plenty of 
countries, many of them recent reform- 
ers, meet both tests. Out of the authors’ 
sample of 113 countries, 32 lie in this 
“high-impact quadrant", with poverty 
rates of more than 50% and better-than- 
average policies. Some of the poorest 
countries in the world (such as India, 
Ethiopia and Uganda) are among them. 
Now suppose, the authors say, that do- 
nors increased the global aid budget by 
$10 billion. If this were spent across-the- 
board, in proportion to existing alloca- 
tions, an extra 7m people a year would be 


lifted out of poverty. If it were concen- 
trated instead on the good-policy, lots-of- 
poverty countries, the corresponding re- 
duction would be 25m people. 

This is an indirect way of saying that 
present allocations are hugely wasteful. 
The paper on which that calculation is 
based shows that if the present aid budget 
were switched entirely to an efficient pov- 
erty-reducing allocation, 80m people a 
year would be lifted out of poverty at a 
cost of $450 per person, compared with 
the present 30m a year at a cost of $1,200 
per person. (Most of the 80m would in 
fact be Indians. Their country has vast 
numbers in poverty and since the early 
1990s has had reasonably good policies. 
Its capacity to absorb aid and use it well is 
therefore enormous.) 

The waste revealed by these figures is 
the result ofa pattern of aid that is almost 
exactly the opposite of what effective re- 
duction of poverty requires. Countries 
with good policies should get more aid 
than countries with bad policies. Actually 
they get less. This would be justified if aid 
encouraged countries to improve their 
policies, but on the whole it does not. For 
every case where aid has promoted re- 
form there is a case where it has retarded 
it. Aid can keep bad governments in busi- 
ness; and promises to improve policy, 
made when the aid is first offered, are of- 
ten forgotten once it has been delivered. 
The effort to encourage policy reform—if 
that is what today's pattern of aid de- 
scribes—has been made at an enormous 
cost in terms of unrelieved poverty. 

Should countries with bad policies 
simply be left to their fate? By no means, 
the authors argue: donors can still help by 
spreading knowledge of a technological 
or institutional sort. This is one rationale 
for (small-scale) project aid. But what do- 
nors should not be spreading in these 
cases is large quantities of cash. That pol- 
icy not only wastes money; it also under- 
mines political support for every kind of 
aid, including those that work. While it re- 
mains true—as this study makes crystal- 
clear—that the key to development is 
good economic policy, and that this is 
something which only the governments 
concerned can put into effect, aid can 
play a useful role. It is up to donor govern- 
ments to see that it does. 
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SCIENCE AND TECHNOLOGY 


A black hole in the sky 


Fourteen years and more than $20 billion after its conception, the first part of 
the International Space Station is about to be launched. Unfortunately, there 


is precious little for it to do once it is up there 


N NOVEMBER 20th a Russian Proton 

rocket is due to blast off from the 
cosmodrome at Baikonur, Kazakhstan. It 
will carry Zarya, a power module that is in- 
tended to form part of the most expensive 
tin can to be put into space so far—the In- 
ternational Space Station. In December, an 
American space shuttle will take the second 
piece of the puzzle, a connection module 
called Unity, up to join Zarya. Over the 
coming years, a further 73 assembly and 
refuelling flights will gradually piece to- 
gether the 450-tonne station, some 400km 
(250 miles) above the earth. 

When it is finished, it will be an awe- 
some sight—easily visible from earth. The 
pulp science-fiction dreams of the 1950s 
will have become the 21st century's science 
fact. But that is about the only science fact 
that will emerge from the project. And sci- 
entists themselves—with the understand- 
able exception of those whose liveli- 


hoods depend on it—are lining up PP ES 


to denounce the station as a co- =) ij 
lossal waste of money. Bur 
The station's long and 29 
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tortuous journey into space began in 1984, 
when Ronald Reagan set NASA, America's 
space agency, the goal of establishing a per- 
manently manned orbital outpost. Space 
Station Freedom, as it was then called, was 
to be completed by 1994 at a cost of $8 bil- 
lion.As wellas asserting America's might as 
a space-faring superpower, it would let re- 
searchers monitor the effects of very-long- 
term weightlessness on astronauts—essen- 
tial knowledge for the trip to Mars that, five 
years later, Mr Reagan's successor, George 
Bush, promised within three decades. 
Before long European, Canadian and 
Japanese space agencies had agreed to co- 
operate on the station's construction and 
operation. And in 1993, with the cold war 
over (and the cold-warrior name Freedom 
already dropped) the Russians were in- 
vited to join the project as 
well. By then, the completion 
date had slipped to 2002, and 
the price had gone up to $17.4 
billion. So, besides being ap- 
propriate to the new spirit of 
international co-operation, 
the Russian connection was 
welcomed because it promised 
to save $2 billion in the form of 
/ cheaper technology and reduced 
launch costs. 
Things have not, however, work- 
ed out as expected. The budget of the 
RKA (NASA's Russian counterpart) has 
gone down the tubes with Russia's econ- 
omy. To keep the station alive, NASA has 
had to drip-feed money to its sister 
agency. In September it announ- 
ced a plan to hand over $660m 
during the next four years, on top 
of the $750m it has already paid. 
This money is intended to ensure 
that the station's most critical 
component, the Russian-built ser- 
vice module, gets launched in 
something approaching the 
foreseeable future. 
The service module is the 
linch-pin of the whole com- 
plex-and not merely be- 





cause it is where the crew will live during 
the station's construction. It also includes 
booster rockets to combat the effect of at- 
mospheric drag (still significant, even at an 
altitude of 400km). Without regular boosts 
to its orbit, the station risks coming to an 
early, fiery end in an un-scheduled re-entry. 

Such, however, is NAsA's faith in the 
RKA’s ability to meet the service module's 
target launch-date of July 1999, even with 
the multi-million-dollar bung that is being 
thrown to it, that the American agency is 
proposing to spend a further $540m on a 
back-up plan. 

The first part of this plan is to build a 
temporary stand-in for the service module 
out of an old piece of military hardware 
originally designed to boost satellites 
launched from the space shuttle. This "in- 
terim control module" will have no living 
quarters, but it could do the job of keeping 
the station in orbit while it is put together. 
In addition, the American space-shuttle 
fleet is being upgraded to enable the shut- 
tles themselves to boost the station, and 
also to carry fuel to it, thus reducing its de- 
pendence on refuelling by unmanned Rus- 
sian supply ships. 

All these shenanigans have meant that 
the station's completion date has slipped 
again—to somewhere between 2004 and 
2006—and the price has mushroomed to 
more than $40 billion. If the full cost of op- 
erating the space-shuttle fleet needed to 
build and service it is included (and there is 
little else to justify the fleet's continued exis- 
tence), that total rises to over $100 billion. 


Weird science 

A vast sum indeed; and worse still, it is 
doubtful if it is buying anything worth- 
while. As long ago as 1991, the American 
Physical Society warned that the potential 
contribution of a manned space station to 
the physical sciences had been greatly over- 
stated, and that most of the planned re- 
search could be carried out far more cheap- 
ly on earth, or on unmanned robotic plat- 
forms, or—if human intervention were ab- 
solutely necessary—on a space shuttle. And 


97 


1 


SCIENCE AND TECHNOLOGY 








Early-rising readers in Asia may care to gaze east in the small hours of November | 
17th. This place and time is reckoned by most experts to give the best chance since 
1966 of seeing a meteor storm—a shower of tens of thousands of shooting stars an 





biologists are just as damning. In July, the 
American Society of Cell Biologists (ascB) 
described the station as “the most expen- 
sive and inflexible research laboratory 
ever’. It also pointed out that, because pre- 
vious experiments have established that 
fundamental biological processes operate 
perfectly well in the “micro-gravity” envi- 
ronment of orbit, further research can be 
done on earth. 

These sorts of criticism apply to almost 
every experiment that has been proposed 
for the station. One, for example, is a 
French project to test a new, more accurate 
kind of atomic clock. It is clear that such a 
clock will work better in microgravity. But 
it is hard to see why it needs to go on a 
manned platform. Atomic clocks do not, af- 
ter all, require regular winding. 

Then there is space-based astronomy. 
Not having to peer through the atmosphere 
is certainly a boon to stargazers, but—as the 
Hubble Space Telescope has shown—that 
can easily be done remotely. (Ironically, the 
space station's demands on the shuttle fleet 
mean that essential repairs to the Hubble, 
which will require a shuttle mission, may 
have to be postponed.) 

The ASCB report also casts doubt on the 
merits of growing crystals in space, for use 
in pharmaceutical research. This is one of 
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hour. The shower in question, known as the Leonids (because it appears to origi- 
nate in the constellation of Leo), happens each November when the earth's orbit 
intersects with that of comet Temple-Tuttle and bits of dust that have blown off 
the comet burn up in the atmosphere. Usually there is a desultory show of around 
a dozen trails an hour. Every 33 years, however, the comet approaches the sun, so 
there is a lot more dust about. If the earth then passes through a dust-rich patch 
(by no means guaranteed), the result is a meteor storm. The timing of this particu- 
lar cometary pass means there are also chances of storms next year (probably | 
| visible in Europe and Africa) and in 2000 (probably visible in America, but di- 
minished by bright moonlight). After that, no storm is predicted until 2098. 


the great hopes of the station's controllers. 
The crystals in question would be of hu- 
man proteins, the idea being to use X-ray 
crystallography to analyse the proteins’ 
structures. This is an area of pharmaceuti- 
cal research that is growing fast, because 
knowing the structure ofa protein makes it 
easier to design a drug to fit it, and thus to 
affect its activity. x-ray crystallography is 
easier with large crystals, and a lack of grav- 
ity makes such crystals easier to grow. Yet 
critics point out that purity and stability 
are far more important factors than gravity 
when it comes to growing large crystals, 
that the space station's environment is un- 
likely to enhance these, and that it would 
be a lot cheaper to develop new earth-based 
techniques for growing crystals. 

Almost the only space-station experi- 
ments that require a human presence are 
those to be performed on people rather 
than merely by them. And even here there 
are sometimes alternatives. NASA has, for 
example, been touting the station as a way 
to develop so-called “telemedicine” tech- 
nologies designed to let doctors on earth 
monitor the health of astronauts. But that is 
easily mimicked on the ground. 

That leaves the work designed to mea- 
sure the effect of space flight on human 
physiology. This unquestionably requires 


people to be in space, but since it was in- 
tended to service the mission to Mars, and 
since that mission was cancelled by Bill 
Clinton in 1996, the point of doing it is 
now unclear. NASA has, however, come up 
with the rather desperate suggestion that it 
could lead to a treatment for osteoporosis. 
Given that it is late, over budget, and of 
uncertain scientific value, why is the space 
station being built at all? Partly to give 
America’s astronauts something to do: 
sacking all those heroic explorers would 
cause an outcry. Partly, it may be a way to 
subsidise aerospace companies in a time of 
shrinking defence budgets. And partly it is 
a means of keeping Russian rocket scien- 
tists in Russia rather than, say, North Korea 
or Iran. But mainly it is because it would be 
so politically humiliating to turn back. For 
when Mr Clinton admitted on CNN last 
month that he would be prepared to spend 
*a lot of money" to keep the station going 
in the face of Russian delays, he effectively 
wrote NASA a blank cheque. And whatever 
else you might say about the agency, it has 
always found ways of spending those. 





Stars and galaxies 
Bursting into life 


PUERTO VALLARTA, MEXICO 


HEuniverse is a place ofviolent deaths, 

butalso violent births. Some ofthe most 
violent births of all are "starbursts"—re- 
gions of space where stars come into being 
not as single spies, but in battalions. They 
are spectacular phenomena even by the in- 
flated standards of astronomy. They may, 
however, also be important in regulating 
the lives ofthe galaxies in which they occur. 
The delegates to a meeting of the Interna- 
tional Astronomical Union in Puerto Va- 
llarta have been finding out why. 

Starbursts are thought to begin because 
a cloud of gas gets nudged in just the right 
way to cause it to collapse under its own 
gravity and thus to start forming stars. One 
way this may happen is if a supernova ex- 
plodes nearby. Another is iftwo galaxies are 
merging—or at least affecting each other 
gravitationally because of their close prox- 
imity. Now it seems that starbursts can, in 
their turn, nudge the galaxies they occur in. 
Delegates heard how they appear to control 
the output of the extremely energetic ob- 
jects known as Seyfert galaxies; and they 
may even influence the lives of normal, 
peaceful galaxies of the sort that humanity 
is lucky enough to inhabit. 

One sign that a starburst is occurring is 
the presence of a lot of so-called "Wolf- 
Rayet" stars. These are huge, powerful and 
therefore short-lived stars. Wolf-Rayet stars 
have a characteristic spectrum, which is 
caused by winds of gas streaming away 
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from their surfaces at several thousand 
kilometres a second. They are therefore easy 
to spot. 

Daniel Kunth, of the Institut d’Astro- 
physique in Paris, has been looking for 
Wolf-Rayet signatures in distant Seyfert gal- 
axies, and he has found several. For the sig- 
nature to be strong enough to be detectable 
in a distant galaxy means that the galaxy in 
question must have thousands of Wolf-Ra- 
yet stars in it. That, in turn, is good evidence 
of the presence ofa starburst. 

This is a significant finding. Seyfert gal- 
axies are energetic because they have a cen- 
tral black hole surrounded by a ring of gas. 
As matter is sucked from the ring into the 
hole, part of it is converted into energy, 
which is radiated into space. Such, at least, 
is the theory. 

Theorists, however, have had trouble 
trying to establish how the matter in the 
ring loses enough of its orbital motion to 
fall into the hole in the first place. They 
would prefer the ring to behave less like a 
gas and more like a syrup—which is where 
the starbursts come in. The winds from 
Wolf-Rayet stars and the shockwaves from 
supernovae (which, before explosions blew 
them apart, were also recently formed, mas- 
sive stars of the sort found in starbursts) cre- 
ate huge holes known as superbubbles in 
the gas of a starburst region. On a cosmic 
scale, these superbubbles would give the 
gas the syrup-like behaviour that theorists 
require. Without starbursts, therefore, Sey- 
fert galaxies would probably cease to shine. 

More homely galaxies, too, may be con- 
trolled by their starbursts. Sometimes, ind- 
eed, they may be destroyed by them. Elias 
Brinks of the University of Guanajuato, in 
Mexico, showed the conference a photo- 
graph ofa small galaxy called Ho 2 thathad 
been blown almost to bits by starbursts. 
Just by inspecting the image of the galaxy, 
Dr Brinks could identify 48 superbubbles, 
and there may be a few he has missed. 

Starbursts may have more subtle effects 
as well. Because they are rearranging the in- 
terstellar matter that is the raw material for 
further star formation, they may be part ofa 
feedback loop that controls the rate of star 
formation in a galaxy. Max Lehnert, of the 
Max Planck Institute for Extraterrestrial 
Physics in Garching, Germany, certainly 
thinks so. He calculates that the combined 
starbursts which a galaxy experiences dur- 
ing its lifetime should be sufficient to 
counter much of the gravitational force 
that causes stars to form in the first place. 
The result would be to keep the rate of star 
formation reasonably smooth, stopping a 
galaxy burning itself out in a mere few bil- 
lion years. Such feedback loops are com- 
mon in living things, and have even been 
postulated to keep whole planets on the 
straight and narrow. That an entire galaxy 
might be run like this is remarkable. 
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Neurology 


Take up thy bed 
and walk 


LOS ANGELES 


F YOUR spinal cord is severed, you will 

never walk again, because your brain 
can no longer tell your legs what to do. Or 
so the thinking goes. Yet at the annual meet- 
ing of the National Neurotrauma Society in 
Los Angeles this month, Susan Harkema of 
the University of California, Los Angeles 
(UCLA), described how seven of her patients 
whose spinal cords had been completely 
cut through were able to relearn the rudi- 
ments of walking. 

Dr Harkema’s research suggests that the 
cord plays a bigger role in locomotion than 
was previously believed. In particular, it 
shows that the cord’s nerve cells have a ca- 
pacity for long-term change that resembles 
the way memories are laid down in the 
brain. That, in turn, may mean that people 
who had been thought to be paralysed for 
life can recover a limited ability to get 
around under their own steam. 

Dr Harkema was not making a com- 
pletely wild guess when she started her ex- 
periments. Research has shown that cats 
and dogs whose spinal cords have been sev- 
ered can be taught to step on a treadmill 
with their otherwise paralysed hindlimbs. 
But those results have never been repro- 
duced in a primate, leading many research- 
ers to conclude that locomotion in that 
group of animals (which includes humans) 
is far more dependent on signals from the 
brain than it is in cats and dogs. 

Now, Dr Harkema and her colleagues 
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have shown that all that is needed to make 
the trick work in people is a little more fine- 
tuning. They have developed a technique 
which enables patients with “clinically 
complete spinal-cord injury"—that is those 
who have lost all feeling in, and control 
over, their bodies from at least the waist 
down—to step on a treadmill. 

The key is to feed the spinal cord an ap- 
propriate sensory input, so that it has some- 
thing to learn. Dr Harkema and her team 
achieved this by suspending patients over 
thetreadmill in a contraption resembling a 
parachute harness. A trainer then helped 
the patient to perform a stepping motion 
by extending his leg, placing his foot on the 
treadmill, retracting it, and so on. 

Over the course of a few months, all 
seven patients developed the rudiments of 
walking. Although they were still unable to 
balance properly, they were able to bear 
more of their own weight themselves. More 
significantly, they were able to step in the 
way they had been taught without the inter- 
vention of the trainer, even though they 
had no conscious perception of the posi- 
tion of their joints, or the speed of the tread- 
mill. Their spinal cords, in other words, 
had learnt to recognise nerve signals com- 
ing from their leg muscles and to generate 
appropriate outgoing signals to keep the 
movement going. 

To help work out what was happening, 
the researchers recorded electrical activity 
in those muscles. They found that improve- 
ment was fastest when the patterns of activ- 
ity closely resembled those produced dur- 
ing normal walking. In other words, the 
spinal cord was most likely to generate the 
appropriate response when it recognised 
the sensory feedback associated with loco- 
motion, suggesting it had already learnt a 
“template” of such walking. 

Nor, encouragingly, were the 
improvements transient. All seven 
participants showed an unchang- 
ed level of performance a year after 
their initial training. With practice, 
Dr Harkema reckons, it is conceiv- 
able that patients could eventually 
regain voluntary control over their 
lower limbs. 

That is a controversial claim, 
since it implies that changes in the 
spinal cord are somehow driving 
changes in the brain, despite the 
severance of the connection bet- 
ween the two. It is, however, a more 
tenable idea if that connection is 
still partly intact. 

To test that idea out, a clinical 
trial is planned at UCLA to test the 
technique for rehabilitating pat- 
ients whose spinal cords are in- 
completely severed. With luck, life 
may now improve for this particu- 
lar group of the halt and the lame. 
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The world’s way of death 


Earth graves, sea burial, cremation p 


: globalisation has barely dented the 


variety of ways people send off their dead, the least changing of rituals 


HE funeral of the assassinated Indian 

prime minister, Indira Gandhi, was at- 
tended by hundreds of foreign dignitaries, 
among them two government ministers 
from Kenya—one black, one white. Mrs 
Gandhi lay before them on a pyre, her tiny 
form wrapped in a plain white shroud. Her 
head, which was swathed in a red shawl, 
had been shaved in preparation, and her 
body washed clean. Waves of crimson pet- 
als lapped the edges of the pyre. 

African funerals meld together Chris- 
tian, Muslim and animist traditions, often 
with wildly imaginative and gaudy coffins, 
yet neither of the Kenyans present at Mrs 
Gandhi's funeral had ever seen anything 
like the elaborate Hindu ritual that un- 
folded just a few feet from where they sat. 
The funeral attendants piled more wood 
on tothe pyre until only Mrs Gandhi's head 
was visible outside the cage of sticks. Her 
eldest son, Rajiv, poured on the ghee that 
would help fan the flames. He took up the 
matka, a clay pot of water, as well as a 
lighted torch, and walked seven times 
around the pyre. At the end of the last 
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round, the matka was smashed, a symbolic 
breaking of the final earthly tie. Standing at 
the end of the pyre, Rajiv thrust the burning 
torch into the place where his mother’s 
head lay and set her ablaze. 

As the smoke rose, and the virs smelled 
for the first time the sweet mix of burning 
wood, flesh and ghee, one of the Kenyan 
ministers, Mwai Kibaki, whispered in 
Kiswahili to his companion, Philip Leakey: 
“Could you really do that with your own 
mother?" 

Mr Kibaki's shock was evident. But the 
funeral so impressed Mr Leakey that when 
his own mother, Mary Leakey, a renowned 
palaeontologist, died 12 years later, Mr Lea- 
key and his two brothers cremated her 
themselves in a similar fashion. 

While childbirth, within limits, varies 
relatively little around the world—at home 
or in hospital, painful or less painful, safe 
or life-threatening—nothing identifies peo- 
ple, nor divides them, in quite the same 
way as the complex rituals that different so- 
cieties have evolved to dispatch their dead. 

At some point next year, probably dur- 





ing the month of October, the world hu- 
man population will pass the 6 billion 
mark for the first time. It is safe to say that, 
bar a few tough survivors, we will all die 
during the coming century; which means, 
as a rough average, disposing of 150,000 
bodies a day. How is it done? 

Two imperatives have shaped the evo- 
lution ofthe human funerary rite: physical 
hygiene in this life and spiritual prepara- 
tion for the next. Medieval Chinese emper- 
ors were buried with their horses, soldiers, 
cooking pots and food to speed them on 
their way. In India, there are no prescrip- 
tive funerary laws; only articles 28 and 29 
ofthe constitution that guarantee every mi- 
nority the freedom to conduct their rites ac- 
cording to their own customs and tradi- 
tions. Most Indians, being Hindu, are 
cremated. But the Bishnoi, a caste of farm- 
ers in Rajasthan, cover their dead in salt 
and bury them in an unmarked trench. 
Modern Indian Parsis place their dead on a 
"Tower of Silence"—the most famous is in 
Mumbai—where they are consumed by car- 
rion birds. 

Left to their own devices, bodies decom- 
pose very quickly, particularly in hot coun- 
tries. In Russia, it may be cold enough to 
leave the dead lying overnight in church, 
often in an open coffin. Both Muslims and 
Hindus, however, try to ensure that dis- 
posal of a body take place before sundown 
on the day of death, even if close relatives 
cannot attend the obsequies, or at the very 
latest at sunrise the next day if death occurs 
late in the afternoon. For the same reason, 
in India, a family's first port of call after a 
death has occurred will often be to the *ice 
wallah" at the nearby market. 

In the industrialised world, formal 
burial in a coffin is still the preferred 
method of interment. This is surprising, 
given the cost and upheaval involved. In 
America, where 2.25m people die each year, 
nearly four out of five people are buried. In 
New York, this has to be in a designated 
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cemetery. In rural Wisconsin, 
you can bury people in your 
backyard. In France, as in 
other Catholic countries, cre- 
mation has taken a while to 
catch on because destruction 
by fire is still so closely associ- 
ated with hell. Burials are still 
very common. Nearly 87% of 
the dead in France are buried, 
in graveyards or family mau- 
soleums. The living tradition- 
ally visit their dead relatives 
in early November, which 
gives rise to a frenzied clean- 
ing of tombs and headstones 
throughout the country in the 
second half of October. 

While few would go to the 
lengths of the ancient Egyp- 
tians, whose desert cemeteries 
include several thousand ani- 
mals and at least 2m mummi- 
fied birds in the catacombs of 
the sacred ibises, the modern 
burial ritual is still an elabo- 
rate affair. In Britain and 
America, coffins—often lead- 
lined and weighing as much 
as 2,000 lbs (900kg)—are car- 
ried by hand and lowered 
into graves that must, by law, 
be dug at least six feet (1.8m) 
deep. Most people are buried lying down, 
except in the Cipreses del Bosque graveyard 
in Mexico, where it is traditional to bury 
them standing up. In Egypt, they are placed 
on their sides facing Mecca, and even in 
pre-Islamic times the bodies of Egypt's 
dead faced east to the rising sun. 

In France, coffins stored in family 
vaults are often moved around or even 
taken out altogether to make room for later 
arrivals.As a result, there is perhaps less em- 
phasis on how people are buried than with 
whom. The biggest French graveyards are 
those of the soldiers who died in the first 
world war. The remains of130,000 uniden- 
tified soldiers are kept in the ossuary at 
Douaumont, near Verdun, but disagree- 
ment on how the remains should be dealt 
with meant Douaumont was not officially 
inaugurated until three years ago, in a cere- 
mony attended by the late President Mitter- 
rand and the former German chancellor, 
Helmut Kohl. 

Neither Douaumont, nor Pantin, its ci- 
vilian equivalent with its 1m graves cover- 
ing 107 hectares (420 acres) just north of 
Paris, though, has the cachet of the Pére La- 
chaise cemetery. Its opening in Paris in 
1804 was marked by a reburial together of 
Abélard and Héloise, the medieval lovers. 
They were joined eventually by Chopin, 
Oscar Wilde, Modigliani and Jim Morri- 
son, a rock star whose grave still attracts 
hundreds of grieving fans. Parisians can be 
buried alongside Berlioz, Degas and Nijin- 
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I want the lion 


sky in the cemetery at Montmartre, which 
was dug out of an old chalk quarry that had 
been used as a communal grave during the 
French Revolution. If they are very famous, 
they may even find themselves in the com- 
pany of Voltaire and Victor Hugo in the 
Panthéon. But many would still make Pére 
Lachaise their first choice. 

Funeral rites are universally conserva- 
tive and slow to evolve. Where changes are 





Brazilian cities 


taking place, it is often a result of rising 
costs and, to an increasing extent, growing 
environmental concerns. In Britain, where 
more than 400,000 wooden coffins are 
burned each year in cremations, a charity 
called the Natural Death Centre has been 
vigorous in spreading the gospel of “green” 
funerals, using cardboard coffins buried in 
open woodland and marked with a tree in- 
stead of a headstone. In 1993, there was just 
one site for woodland burials in Britain; 
now there are 85. 

In Spain, only 4% of the dead are cre- 
mated; usually elderly anti-clerical Repub- 
licans or members ofthe Communist Party. 
In Mexico and in Russia, cremations are 
popular because ashes are easy to move to 
safety in times of political upheaval and 
graves are often robbed. In Japan, land 
shortae and the high cost of property 
mean cremation is virtually universal. 
Graves, even tiny plots for interring the 
bony thyroid cartilage (the only part that is 
buried after a cremation), are prohibitively 
expensive to maintain. One enterprising 
cemetery owner offers those unwilling or 
unable to keep up the payments on graves a 
standard 70% of the market value to take a 
grave off their hands. 

Different as they are, one thing all fu- 
neral rites have in common is cost: no- 
where are they getting cheaper. In India, 
electric crematoriums, which are cheaper 
than the elaborate ritual ofthe funeral pyre, 
are becoming increasingly popular, while 
in China ash-scattering-at-sea is becoming 
all the rage. Deng Xiaoping's sea-scattering 
started the trend, and more than 3,000 resi- 
dents of Shanghai have since been sent off 
in the same way. As one Russian saying 
goes: “We'll do our best to survive today. It 
will be so expensive for our children to 
bury us.” 





A future for the past 


RECIFE AND SALVADOR 


Renovating Latin America’s historic cities is as much a matter of urban man- 
agement as of aesthetics, as a new project shows 


AUS JAZILDA GODOY, mayoress of 
Olinda in north-east Brazil, con- 
ducts her municipal business from a high- 
ceilinged office on the upper floor of the 
town hall, a monument to the town's his- 
tory. Originally erected in the 17th century 
as the seat of the governors of Pernam- 
buco—then the world's richest sugar col- 
ony—the building later acquired a neo-clas- 
sical facade with tall windows and a 
pediment. It owes its current trim look (and 
blue-and-white paintwork) to a fresh pro- 
gramme of restoration completed just two 
years ago. Not for the first time, either: in- 


side, a dull plaque records an earlier over- 
haul in 1925. 

Many of the buildings lining Olinda's 
sinuous cobbled streets have seen far less 
care and maintenance. Once an ancient 
and dignified Portuguese hill-town over- 
looking the Atlantic, Olinda today is a 
slightly shabby suburb of Recife. The city 
began as Olinda's port; migration from the 
poor interior has turned it into a metropo- 
lis of 2.5m people. Olinda still boasts its 
original street plan, a lovely setting and an 
attractive collection of 17th- and 18th-cen- 
tury churches, monasteries and brightly- 
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coloured houses roofed with tiles of red 
clay. But peeling paint and crumbling plas- 
ter are common. Sometimes, holes gape 
where once entire houses stood. 

To save one of Brazil's national trea- 
sures, Olinda's mayors have had to beg, bor- 
row and improvise. Most of Mrs Godoy's 
budget of 60m reais ($51m) goes on services 
for the favelas, or shanty towns, that make 
up much of her municipality. This year, 
there is only $1m spare for restoring old 
monuments. But Mrs Godoy hopes better 
times may be at hand for Olinda’s historic 
heart, thanks to a $12.9m four-year project 
which is due to start shortly. Along with 
similar schemes in six other cities, Olinda’s 
forms part of Monumenta, a $200m com- 
prehensive restoration plan backed by Bra- 
zil’s federal government, the Inter-Ameri- 
can Development Bank and UNESCO. 


Brazilian facelift 


The Monumenta programme owes its exis- 
tence to renewed interest in historic res- 
toration. Such initiatives have multiplied 
elsewhere in Latin America too. Mexico 
and Peru, with their rich heritage of pre- 
hispanic architecture, have long had an eye 
on the past, and are zealous in preserving 
their Spanish colonial towns. Even the co- 
lonial centre of Peru’s capital, Lima, which 
suffered badly during the stagflation of the 
1980s, has recently enjoyed a facelift. 

But this interest is more fitful in Brazil, 
which prides itself on being “the country of 
the future” and where many old buildings 
have been torn down in the name of archi- 
tectural progress, or a good property deal. 
Brazil did, in fact, enact a preservation law 
as far back as 1938, ironically at the prod- 
ding of the country’s modernist movement 
of architects and writers, who secured the 
listing of half a dozen entire towns as pres- 
ervation areas. 

But Brazil has rarely been willing to 
find the money or the energy to do any- 
thing beyond cosmetic work in some of the 
smaller colonial towns, like Ouro Preto, in 
the country’s richer southern half, which 
has a flourishing tourist trade. Now, 
spurred by the tourist potential, and by the 
interest of Brazil’s urban middle class, doz- 
ens of towns and cities are doing up old 
buildings or even entire neighbourhoods. 

The biggest challenge is in the historic 
centres of large cities like Salvador and Sao 
Luis, as well as Olinda and Recife, in the 
poorer north-east and north. These have 
stagnated economically. The rich flee to 
new suburbs, taking business with them. 
The physical decay is evident and these ar- 
eas suffer all the social problems associated 
with inner-city poverty. A recent National 
Heritage Institute survey found that 50% of 
Brazil’s listed buildings are in disrepair, 
and two-thirds abandoned or under-used. 
“These are property assets that are outside 
the market, and they need to be put back 
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into the market,” says Pedro Taddei, a Sao 
Paulo architect who is in charge of the 
Monumenta project. 

To see just how hard that can be, con- 
sider the case of Salvador de Bahia, for two 
centuries until 1763 the capital of Portu- 
guese Brazil. Perched on a cliff overlooking 
the port, the Pelourinho—meaning pillory, 
the symbol of municipal status in colonial 
Brazil—district contains some 3,000 his- 
toric buildings, most of them dating from 
1650-1900. Celebrated as a bohemian 
haunt in the novels of Jorge Amado, 
Pelourinho by the 1980s had become a di- 
lapidated slum, beset with prostitution 
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Saving Salvador 


and drug trafficking. Since 1992, however, 
the area has been transformed. More than 
600 houses and monuments are now re- 
stored and painted in dazzling colours. At 
night, Pelourinho throbs with life, with res- 
taurants, bars and Afro-Brazilian music. 
Purists sniff that some ofthe restoration 
work has been unfaithful to the original. 
But time was short: Pelourinho risked be- 
coming a ruin. As a tourist attraction, its 
restoration is an undoubted success. Paulo 
Gaudenzi, Bahia's tourism secretary, claims 
visitors spend an extra day there, on aver- 
age, and Pelourinho has generated 15,500 
jobs. Success came at a price, though. "It 
was sold as being a private-public partner- 
ship, but there's no private money there," 
says Celina Souza, a political scientist at the 
Federal University of Bahia. The state gov- 
ernment has put up most of the $60m 
spent so far. That investment has paid off 
for Antonio Carlos Magalhaes, the presi- 


MOREOVER 


dent of Brazil's Senate and Bahia's power- 
ful political boss. In 1996, one of his allies 
was elected mayor of Salvador; until then, 
voters had backed his opponents. 

Pelourinho's economy remains fragile. 
Salvador middle class are pleased to see 
Pelourinho restored, but they don't go 
there. And the restoration project has 
driven out the area's original residents, 
without attracting replacements. The state 
government now wants to move city-coun- 
cil offices to the area, and create flats out of 
converted houses. 


North-eastern nightlife 


In Recife, by contrast, a more 
modest project to revive the city 
centre has brought a swifter re- 
turn. A small investment by the 
city council in restoring Rua do 
Bom Jesus, a run-down area of 
mainly 19th-century tenements, 
has attracted private investment 
in bars and restaurants, turning 
the area into the centre of Recife's 
nightlife while attracting office 
workers by day. 

Restoring all of Brazil's listed 
buildings would cost $1 billion, 
as well as $som a year in mainte- 
nance. Past neglect means res- 
toration often needs to be re- 
peated. Monumenta's focus is on 
"sustainability", or trying to at- 
tract private money so the federal 
£overnment can eventually with- 
draw completely. 

Public investment in restora- 
tion and subsidised loans for do- 
ing up private houses will push 
up property values, in turn at- 
tracting new investors, says Mr 
Taddei. In Rua do Bom Jesus in 
Recife, for example, property val- 
ues have increased by up to 60% 
over and above the investment in 
restoration. Monumenta requires the par- 
ticipating towns to pass a law setting up a 
local maintenance fund, and a project 
management council that will involve lo- 
cal businesses and residents. 

Provided it escapes Brazil's current fis- 
cal squeeze, Monumenta may provide a se- 
cure future for some of the country's older 
settlements. But it will still not be easy to 
revive their stagnant economies. Olinda, 
for example, has attracted some middle- 
class residents who work in Recife, and a 
number of arts and craft galleries. But jobs 
and businesses are still thin on the ground. 
To many tourists, Brazil's main attractions 
are its soccer prowess, its carnival celebra- 
tions and a reputation for sexual licence. 
The country deserves better; a wholesale 
restoration that secures property, jobs and 
businesses, attracting locals as well as for- 
eigners, would be a start. 
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RTE ODE lei REMIS 


DMIRERS of Bob Kane 
claim he was influenced by 
Leonardo da Vinci. It is non- 
sense, of course. Had Mr Kane 
ever studied Leonardo’s work he 
would have abandoned in 
shame his own pathetic at- 
tempts at drawing. Indeed, he 
seems to have given up drawing 
soon after Batman, his most suc- 
cessful cartoon character, be- 
came popular. Wisely, the art 
work was left to his more gifted 
assistants, although he contin- 
ued to put his own name on the 
cartoon. 

Still, name-dropping Leo- 
nardo gave Batman respectabil- 
ity. The avenger of wrongs was 
not just for children, you under- 
stand; in fact children would 
| probably not comprehend the 
deeper aspects of the character. 
Leonardo for drawing, but per- 
| haps Victor Hugo's “Hunchback 
of Notre Dame" or Robert Louis 
Stevenson’s moralistic thriller 
“Dr Jekyll and Mr Hyde” pro- 
| vide more useful pointers when 

considering the complex 
| personality of Batman. 

No sir, or madam, you have 
no need to hide your enthusi- 
asm for this hero of our times. 
Read the Batman comics and see 
the films without embarrass- 
ment and confidently join in 
any discussions at dinner par- 
ties on, say, feminism and 
Catwoman (an enemy of Batman, for those whose cartoon schol- 
| arship is not up to date). You might, if you were keen, get hold of 
| “Batman as a popular culture icon", a paper presented at a con- 
ference on “post-colonial feminism” at Illinois State University 
last year. 

But what of that other great avenger, Superman? Didn't he 
start out in 1938, a year before Batman? Mr Kane would agree 
that Superman had a flying start, but he turned out to be a sim- 
ple-minded fellow. Superman went after baddies, but Batman 
tackled social problems, Mr Kane said. Still, no ill feelings. In this 
troubled world there was room for two crusaders. 





The money spinners 


Comic strips are as old as newspapers, perhaps older. But in 
1934 someone had the idea of making a book of newspaper 
strips and selling it in chain stores. “Famous Funnies, Series 1” 
was not only the first comic book in the United States, but the 
start of an industry. Cartoon characters took on new and profit- 
able lives, as dolls, in games and in clothing. In the movies, and 
later in television, their adventures were enacted by real people. 
Anyone with a stake in a popular cartoon character stood to 
make a fortune. 

Mr Kane recalled that in 1938 he was talking to the editor ofa 
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Bob Kane, creator of American icons, 
died on November 3rd, aged 83 
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Bob Kane 


comic book about the success of 
Superman. The artists drawing 
Superman were said to be earn- 
ing $800 a week (worth about 
$9,000 today). Mr Kane was 
making no more than $50 a 
week as a contributor to various 
comics. “My god,” he said, “if I 
could make that kind of money.” 
The editor said he was looking 
for another superhero. “This 
was Friday. I said ‘I'll have one 
for you Monday’.” 

On Monday he produced 
some crude sketches, but with a 
few ideas that made Batman a 
bit different from Superman. 
For one thing, Batman did not 
have supernatural powers: he 
was just a great athlete, like 
Douglas Fairbanks, a popular 
film star then. He did have some 
technology advanced for the 
time, including a rocket-driven 
car. He was an instant hit. 

Among comic-book histori- 
ans there is some discussion 
about how much Mr Kane relied 
on Bill Finger, who wrote the 
first Batman story, “The Case of 
the Chemical Syndicate”. When 
something becomes a success 
there is often controversy about 
who deserves the credit. A fam- 
ous case is Time. It seems to have 
been mainly the idea of Briton 
Hadden, who died at the age of 
31, but Henry Luce claimed most 
of the credit. Later Time sought 
to make amends by saying Hadden was a co-founder. 

In later life Mr Kane said he felt a “slight sense of guilt” about 
Bill Finger. “Bill wrote most of the great stories and was influen- 
tial in setting the pace of the early stories.” He never had his 
name on a cartoon and “he never made much money and he 
died broke.” Batman surely would have disapproved. 

In the manner of fiction characters, Batman has been reluc- 
tant to grow old. “He adapts to each era,” Mr Kane said. In the 
1960s Batman and his young friend Robin became campish fig- 
ures. In the following decades he seemed to become more politi- 
cal, as new artists took over the character. 

In retirement, Mr Kane confessed that he was sometimes 
puzzled by some of these later Batman stories. Why were Batman 
and Superman fighting each other when previously they were 
good friends? “Why are there Nazi swastikas on women’s breasts 
and buttocks?” he asked. The reason is that competition in comic 
books is getting tougher. New characters, such as Spawn and 
Witchblade, have moved in as comic books have gained new 
followers, particularly among adults. Not all the newcomers are 
heroes. Some, their creators pinching an idea from books full of 
words, are anti-heroes. But Pow! Blam! Whop!!! Batman and 
Robin will do their utmost to fight off the interlopers. Fortunes 
are at stake, 
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The Oxford . 
Advanced 


Pro gramme 


Presents a global overview of the business enterprise and its strategic challenges. Oxford's 
four-week AMP provides a unique opportunity to stand back and pursue your own learning 
agenda, assisted by a top class team of individual tutors and in the company of some of the 
most international and high calibre senior executives. 


10 January - 7 February 1999 


For further details return to Maureen Campbell, Templeton College, Oxford, OX1 5NY, UK 


Job Title: 
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-Cesma MBA 


A Springboard for High Potentials 





» improve your decision-making potential. 
» Develop your entrepreneurial skills. 
» Build your international profile. 








in an innovative MBA organized around your personal career plan. 


The Cesma MBA: 
» is accredited by AMBA (UK), 

» is bilingual (French and English) and multicultural, 

» offers exchange agreements with top international business schools. 


At E.M.LYON, France: 
» aleading European Management School, 
» in France's 2” largest economic and cultural region, with an exceptional location. 















Call Jacqueline DEL BELLO: 
+33 4 78 33 78 65 


e-mail: cesmamba@em-lyon.com 


Web: http://www.em-lyon.com 





Cranfield 


JI UNIVERSITY 
School of Management 





The Cranfield MBA will provide a unique experience - 
more than just a qualification, it can change your life. 
" A first class programme with an emphasis on personal 

development; highly motivated, mature participants; 
C ranfie taught by a dedicated and respected faculty with 


international business experience; in a stimulating and 


© supportive learning environment; first choice for many 
1 top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


9 
E a u n 1 q u e |. "Maureen Williams, Cranfield School of Management, 
LÀ 


Cranfield, Bedford, England MK43 OAL 


exp d M^ en Cé Tel: #44(0)1234 751122 Fax: +44(0)1234 752439 


Email: m.williamsGcranfield.ac.uk 


btep://www.cranfield.ac.uk/som 


Cranfield University is an exempt charity offeririg-@ centre of excellence for research and edocatión 
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Meet us at the GMAC Fair, Frankfurt. 
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TEACHING AND RESEARCH 


FINANCIAL SEMINAR 


FOR SENIOR MANAG 


Improve your knowledge 
of financial principles 








You might have reached the stage in your career where 





you need a more detailed knowledge of finance. If so, this | 





intensive five-day programme. is for you. 


If you are a senior manager in a technical, adsministrarive ; 








or marketing function you probably do not have a financial 









background. However, you may now find that you need t » 
make decisions based on an understanding of detailed” 
financial data. few 

Through London Business School's philosophy of e 





‘Excellence Through Learning’, our world-renowned finance 






faculty is committed to equipping you with E sound 





knowledge of financial principles which you can “put into ; 





immediate and practical use. 





Our Financial Seminar for Senior Managers enables you 
to: decode published financial =e tori finan j 















you will acquire a thorough understanding of accbumitig un 





corporate finance. . 1 
These E a senior management position. usually mean 


ready to take it on. 


———————————————— (P! 


For full details including programme dates, retur the coupon or contact. $ 
Praful Patel, Executive Education, London Business School, Sussex Place, pa 
Regent's Park, London NWI 4SA, UK. Telephone: +44 (0)171 7068836 
Fax: +44 (0)171 724 6081. . email: execinfo@ibs.acuk 














o9*svesttsbestu"esecsuee 


Business 


esssnaroenesesasuneesn B 


Please tick this box if you would Hike further S chool 

iteration t our Executive Edu J seresrsesinsssssssess 
Programme Portfolio. L. 
London Business School exista to advance learning and researc in business and management 




































Emerge a as Doctor 


Fadl lapot rom MS 
jon of high Caliber Participants! 
i Providing global research Opportunities fought 16 
Campuses, world-wide! 
V Delivering Doctoral Seminars by Top Class Global 
Faculty 
V Prepanng yoo, inter disciplinary for five Doctoral 


Examinations 

American Faculty Input from 

fessors af Hon 

i [riche inei erate 

i wa MSM for Dissemination of Their Research 

M Guiding MSM Doctoral Candidates on Research 
Objectives 

V Co-supervising MSM Doctoral Candidates’ Dissertation 

Start: January 1998 


If interested please write tor 
Associate Dean Eu ch erg 


cipati DBA Pro 


‘The Maastricht Scho! of Management invi- 
tes candidates to join its new doctorate in 
business administration (DBA) programme, 
either on a full or part-time basis. Tuition 
forthe 34 years’ programme is USS25.000. 


The DBA degree vas launched in the United States (nd 
aU, 1947 and Harvard U., 1952) and bas been crowned 
holly as Cbe prestigious America drat in us Maastricht School of Management 

ness administration, DaN faui i ita i Endepolsdomein 130 

become a global business leader, amd American P.O. Bor 1203, 6201 BE Maastricht, The Netherlands 
researc faculty have joined rs onder MSMs auspices Tel; +81 43 4818818, Po «31 496890 

inorder to ofer this programme in Maastricht, email: devos@msm.al 


MSM 


Maastricht School of Management 
kins Un ersity 
SAIS - Bologna & Washington 


Paul H. Nitze Sc hool of Advanced International Studies 


Masters Degree 


First year in Bologna, Italy 
Second year in Washington DC, USA 


Students from all over the world study with a distinguished 
international faculty at two campuses 


-© European and other area studies 
« . International Economics 
«. International Relations 


Excellent knowledge of English required. 


U.S. Students contact: 
Admission Office 
Paul H. Nitze SAIS 
1740 Massachusetts Ave., NW 
BS DC, 20036, USA 
1: +1/202/663.5700; Email: 


Non-US Student contact: 
Bologna Center Registrar 
Via Belmeloro 11 
40126 Bologna, Italy 
Tek 439/051/23.21.85 
Email: Registrar@jhubc.it 
Heel p wer M Rc a 





Internet: bttp://www.sai 






§, Minois Universities ^ 






eran nb. edu 
jhu.edu/ 
Application. deadline: January 151 


ARE YOU CONCERNED ABOUT 
THE ENVIRONMENT? 
SOCIAL JUSTICE? 
ETHICAL BUSINESS? 


If so, then 


The Msc in Responsibility and Business Practice 
will challenge and help you to put your values more fully into practice, 
























"Tomorrow's leaders in business, consulting, government and NGOs want 
more than mere technical excellence. Indeed, many maintain that they 
must have more if there is to be a tomorrow worth living in. 

This two-year, part-time, workshop-based course is run by one of the 
UK's top seven schools of management, in partnership with The New 
Academy of Business. Workshop topics include: globalization, new 
économics, ecology, sustainable management, humanity and enterprise, 
corporate citizenship. 

For an information pack contact us quoting re. MSCET/99, 

Tek +44 (0) 1225 323861 Fax: +44 (0) 1225 826473 

Email: mnsdp@management.bath.ac.uk 
http/www.bath.ac.ul/carpp/mschtm — http/www.new-academy.ac.uk 
School of Management, University of Bath, Bath BA2 7AY, UK. 


UNIVERSITY OF 
NEW ACADEMY 


OF BUSINESS i í BATH 


SCHOOL OF MANAGEMENT 
Danena 
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and Industry. 


Advancing Learning and Knowledge in Association with Busin 


Amsterdam 
Institute of Finance 


*Fears over banks prompt surge 
in credit derivates" 


Financial Times 8/10/98 








Managing credit risk is one of the great challenges faced by financial 
institutions. Credit risk derivatives promise to revolutionise the 
management of credit risk in banking and capital markets. 


AIF offers in cooperation with the faculty of 


INSEAD 


and in association with 


Amsterdam Exchanges AEX 





Derivative Products 


and Credit Risk 
(April 21-22) 












For information, please visit our Web site or contact Ms, K. Arnold. 





AIF - Herengracht m 1016 BE Amsterdam, The Netherlands 
telephone: *31-20-5200165 - fax: *31-20-5200161 
e-mail: info@ait.nl - internet: www,.alf.nl 
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WORLD CLASS 

The University of Amsterdam 

(The Netherlands) is offering 

a world class one-year Master 

Program in International 

Finance, developed in 

cooperation with leading international financial 
institutions and focusing on international 
banking, corporate finance, risk management and 
emerging financial markets. This highly 
innovative and prestigious program combines 
professional and academic excellence, granting 
participants direct access to financial skills not 
easily acquired elsewhere. 


INTERNATIONAL PROGRAM & FACULTY 
The Master in International Finance is taught in 
English by an internationally diverse and 
renowned Faculty. Visiting professors and 
professionals from leading international financial 
institutions play an active role in the curnculum. 
The Master in International Finance offers 


UvA 


52e S 
DARDEN University of Virginia 


TERNATIONAL 


specialized training and practical experienc c. 
The courses combine theory with practical cases 
and exercises, usually in a team setting. 


MATHEMATICAL FINANCE 

A newly developed track in Mathematical 
Finance allows our students to acquire advanced 
skills in financial engineering. Students following 
this track may chose to specialise in the 
development and trade of complex financial 
instruments, risk management, and asset & 
liability management. This specialised track aims 
to develop skilled financial engineers who can be 
easility integrated into finance and banking 
operations 1n an international environment. 


FELLOWSHIPS 

Participants are expected to 

have clear ambition and 

potential to work in the 

International Finance field. 

A limited number of 
fellowships will be offered on a competitive 
basis. If you are interested in excellent training 
and a career in International Finance, we shall be 
pleased to send you the information brochure 
and an application form. The application 
deadline is June 1st, 1999. 


INFORMATION 
Master Program in International Finance 
Attn: Mr. Wichard Bieze 
Roetersstraat 11 
1018 WB Amsterdam, The Netherlands 
Tel +3 1-20-525.4764 
Fax +31-20-525.4333 


Email mif@fee.uva.nl 


Internet http: wwe fee.uva.nl/mif 


DE UNIVERSITEIT VAN AMSTERDAM. 





Graduate School of Business Administration 


EXECUTIVE EDUCATION 


Darden has been consistently ranked by Business Week magazine as one of the best executive education schools in the world. Each 
year we deliver over 100 open-enrollment and custom executive education program offerings to more than 4,000 executives and 
practicing managers from 500 organizations worldwide. Most programs range from 1 to 2 weeks in duration. 


-General Management 

C) The Executive Program 

O Developing Managerial Excellence: A 
Program for High-Potential Managers 

O Managing Critical Resources 

O Strategic Management for Line Managers 


-Leadership and Organizational Change 


O Creating and Sustaining the High- 
Performing Organization 

O Creating the Future: The Challenge of 
Transformational Leadership 

O Human Resource Forum: Key Strategic 
Human Resource Issues for the Next 
Century 


O Leadership for Extraordinary Performance 


O Managing Individual and Organizational 
Change 
C] Power and Leadership 


C1 Send me information on the program(s) | have 
Virginia, P.O. Box 6550, Charlottesville, VA 22906-6550. Phone 804-924-3000 





© Service Excellence: People, 
Process, and Information 

-Finance 

© Appraising Strategic Alternatives 
to Create Value and Reduce Risk 

C] Financial Management for 
Non-Financial Managers 

C] Mergers and Acquisitions: 
Strategy and Implementation 

-Marketing and Sales 

7) Business-to-Business Marketing 
Management 

I Channel Management for 
Business-to-Business Marketers 

O Fundamentals of Pricing Strategy: 
Conceptual Tools and Strategic 
Perspectives 

© Sales Management and Marketing 

Strategy 


Home Page http://www.darden.virginia.edu/execed/ 


Name 
Address 


Title 








Fax 804-982-2833 


O Strategic Marketing Management 

-Operations 

O Manufacturing Management Program: 
Developing World-Class Capability 

C] Service Operations Strategy 

-Special Topics 

C] Bargaining and Negotiating: A Learning 
Laboratory 

O Competing in a Deregulated Electric Utility 
Environment: Lessons for the Twenty-First 
Century 

7] Creating Successful Alliances and Partnerships 

© Darden Minority Business Executive Program 

© Developing Leadership Capability in the 
Corporate Aviation Function 

O Managing in the Global Business Environment 

I Managing the Corporate Aviation Function 

7] Multiparty Negotiations ECON 11/14/98 


selected. Fax/mail to: Executive Education, The Darden School Foundation, University of 


Email Darden_Exed@Virginia.edu 


Company 








City 
Phone 


State — — Country 


Zip/Postal Code 





Fax 
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Learning 


Prestigious Chosen year after 
year for The Economist Intelli- 
gence Units Which MBA? A critical 
guide to the world's best programmes. 


Performance-Based No GMAT 


or Bachelor's degree is required. 


International More than 8,000 
active students in 120 countries— 


over 3,000 in North America. 


Non-Residential Exams are held 


twice each year in locations across 


the US, Canada, and worldwide. 


Heriot-Watt University 
MBA by Distance Learning 
"| North American Distributor 

< 6921 Stockton Ave., Suite 10 
El Cerrito, CA 94530 USA 










MBA by Distance 





KIEL INSTITUTE 


If you are a busy professional, the 
flexibility of the MBA program 
you choose can be as important as 
its quality. Fortunately, you don't 
need to compromise. Heriot-Watt 
University offers a uniquely flex- 
ible international MBA: earn your 
degree entirely by distance learn- 
ing in one to seven years. Study 
wherever you live, at a pace that 
suits your needs. On-campus study 
in Edinburgh, combined with 
distance learning, is also available. 


| Call or write today for information: 


US/Canada phone 800-406-7096 
Fax 510-528-3555 


Phone 510-528-3777 
E-mail HW@degree.net 
Visit www.degree.net/mba 





OF WORLD ECONOMICS 


Advanced Studies 
in International Economic Policy Research 


* profound training of skills in economic analysis, methods of 


August 1, 1999 - May 31, 2000 


concentrated courses on important areas of international economics; 


empirical research and economic policy evaluation; 


4 Courses: 


international Financial Markets 


The Econemics of Employment 





International Trade 








European Economic Integration 


Environmental Economics 


Economic Growth and Development 


For detailed information write to: 


Fax: Germany+431+85853 


Ho 


Macroeconomics in Open Economies 






internet info http/www.uni-kiel.de:8080/ifw/ 


op * designed for economists holding a university degree who are 
i interested in a career with international organisations, domestic 
policy and academic institutions, international corporations etc. 


Lecturers: 
Holger Wolf (Washington) 
Geert Békaert (Stanford) 


Dennis Snower (London) 


Political Economy of Open Economies Guido Tabellini (Milan) 


Wilfred Ethier (Pennsylvania) 
Victor Norman (Bergen) 


Scott Barrett (London) 


Xavier Sala-i-Martin (Columbia} 


“Institute of World Economics e Advanced Studies e D-24100 Kiel e Germany 
















"ENVIRONMENTAL 
ECONOMICS 


An. advanced course for economists, taught by 
international faculty, emphasizing applications in 


research. 


Open to nationals of Thailand, Malaysia, Indonesia, 
the Philippines, Vietnam, Cambodia, Lao PDR, 
China, Sri Lanka and Papua New Guinea. 


Full scholarships are available. Graduates will be 
encouraged to join EEPSEA’s SE Asian network, which 
provides research grants, regional meetings and other 


services. 


February 1, 1999, 


Theseus Institute and Information 
Strategy, Europe's magazine for 
business advantage, have decided 
to sponsor a Scholarship 
Competition for the 1999/2000 
MBA Program. 


Theseus Institute offers an 
intensive, multi-perspective, one- 
year MBA program for 
professionals with. a significant 
work experience and a desire for 
integrative business education. 
The program emphasizes 
innovation, strategy, information 
and technology. 


Rather than just another business 


school, THeseus is a center of 


reflection and action. 


The Institute is located in Sophia 
Antipolis, Europe's. "Silicon Valley" 
which houses over 1000 companies 
start-ups and research centers. 


TH-SEUS 


INTERNATIONAL MANAGEMENT INSTTPUTE 


BP 169 - 06903 Sophia Antipolis-France 
Tel: +33 (0) 4 92 94 51 00 

Fax + 33 (0) 4 93 65.38 37 

e-mail: admissions&theseus.fr 
httpveww.theseus.fr 


Los Banos, Philippines 
May 19 - June 23, 1999 


A Offered by 
The Economy and. Environment Program for SE 
Asia (EEPSEA) and the SE Asian Regional Centre 
for Agriculture (SEARCA) 


Applicants should send a CV, photocopy of transcript 
from their most recent degree, and 2-page research 
proposal to EEPSEA, Tanglin PO Box 101, Singapore 
912404. Fax: (65) 235 1849. Application deadline: 
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*Your education, any time, any where 
*High quality progam 

Affordable & cost effective 

*Bachdor, MBA and PhD. in Business 
sLive student faculty videoconferencing 


Tel: (714) 816-0366 
Fax: (714) 816-0367 


T 210542 Calle Lee Suite 102 
Los Alamitos, CA 90720 


Email: registration(Dtourouniversity.edu 
Web Site: www.tourouniversity.edu 


UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 


utilizing your life and work experience. College equivalent prede are 


given for your: job, military, company training, Industri 
position with a | Courses, seminars and business experience. 
: legal degree | We accept college credits no matter when taken. 
and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 
at your own pace through home study: 


Send/tax detailed resume for a NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, Hi 96814-1922 
14808) 597-1909 
CALL: o) 423-3244 ext. 137 UK: 0800-960-413 
Fax: (310) 471-6456 E-Mail: admissions pwu.com 


http:/Avww, pwu-hi.edu 


"As you know 
experience ix 
snl the best 

teachers, But 

. degrees open 

; doors,” 


Diploma Courses in Hospitality & Tourism Management 


London Hotel School offers you the — 1. Hospitality General 
opportunity to qualify and work inthe Management 
' world's fastest growing business. 2. Hotel Human Resources 
; Choose one of 4 UK & USA accredited Management 
Diploma courses of 12 units followed 3. Hospitality Financial 
by a one year paid internship in a Management 
major London hotel, or, choose our — 4. Hotel Sales & Marketing 
Diploma in Tourism. Start January '99 Management 


Call 44 171 665 OOOO dox detniis. 5. Tourism Operations 


| London Hotel School Management | (ef 
1 Bedford Avenue etant 


i 14 manage 707 
[London wciB 3pT Tomemos Q-—um 


londo 





FRENCH 
in FRANCE, in BELGIUM 
DUTCH 
in BELGIUM 


66 HOURS 
IN THE TARG 


* ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
* JUNIORS from 11 to 18 years 
- FRENCH in BELGIUM 
- ENGLISH in ENGLAND, 
in BELGIUM 
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PER WEEK 


up to 45 private and/or group lessons 
and pedagogical activities 


Putting into practice with our teachers: | | «t: 1 (413) 584-0134 
at breaks, meals and evening socio-cultural activities 


——————— BACHELORS MASTERS 
America’s BUS S- ENGINEERING 
Preferred * No classroom attendance « Distance learning. 
$ + Distinguished faculty « Accelerated degree programs 
Distance Credit tor work eM iio * nts from 96 
Learning BA. 


countries and 30 states: 
University 


PH.D. 


Washington Internation 
P.O. Box 1128, Bryn Mawr, PA 1 
Fax:610-527-1008 - E-mall: washuniv@op net. 


: ^ The Politics & International Studies Department 
= @& = is now inviting applications for 
WARWICK the October 1999. entry to the 
MA in International Political Economy and MA in International Relations 
The University of Warwick is one of the UK's top five research institutions, and. - 
the Department of Politics and International Studies is the site of the new UK 
Research Council funded Centre for the Study of Globalisation. and 


Regionalisation, under the Directorship of Professor Richard Piggott: This): 


provides a premier location for teaching and research on International Political 
Economy and International Relations. The Department of Politics and International 
Studies has around 30 academics and its graduate programmes attract around TOO. 
students and professionals from over 30 countries around the world, 
Please request a copy of our detailed brochure for more Information: 

The Graduate Secretary (Refi Econ/1)— Email: resabitcsv warwiek;ac uk 

Telephone: + 44 (0)1203 523486 Fax: t+ 44 (011203 514221 

Department of Politics & International Studies, University of Warwick, 

Coventry CV4 7AL, England 
Web Site: Hitp//www.warwick.ac.uk/PAIS/ 


‘Accredited by th 
Distance Education Training Counci 


SPANISH 


JAPANESE | 


in JAPAN, in BELGIUM 





CERAN LINGUA 
Avenue du Chàteau, 280 
B-4900 SPA (BELGIUM) 


Tel.: + 32- 87-79 11 22 
Faxo + 32- 87-79 TP 88 
Since 1975 


in USA : Languagency Internet © 


http//vww.ceran.com 





Fax: | (413) 584-3046 
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| Executive earning $50K-500K-. Career searching into, within or out of 
Asia/Europe/U.S.? A new position is closer than you think! Free info. 
www.CareerPath.co.uk E-mail: cpasia@bkk.loxinfo.co.th 


A Fax; SE ^, 
^y 
x* 2674688 "bg 


COURSES 





LASALLE UNIVERSITY 
Off Campus Degrees 
BACHELOR + MASTER'S * DOCTORATE 
Credit for Work & Life Experience 
1-504-626-8904, Dept. 136 
620 Lotus Dr. N. « Mandeville, LA 70471 USA 


http//www.distance.edu 
LASALLE EDUCATION CORPORATION 


Complete Your Degree Now! 
BS, MA, MBA, Ph.D. 


Send resume tor no-cost evaluation or fax 


w (505) 889 2750 


Uptown Blvd. NE 


Albuquerque, New Mexico 87110 U.S.A. 





Dr Edward de Bono's 
Thinking Methods 


Monadnock International 
Telephone: 4-44(0)181-871 2546 
Email: info@debono.co.uk 
www.monadnock.uk.com 


POWER UP YOUR CREATIVITY 


115, 28009 Madrid (Spain)! 
1176 { Fax: «34 91 401 06 


httov//www.chester es/a! 


AERLE effect 


MONTICELLO UNIVERSITY 
Prestigious Distance Learning e Professional Experience Credits 
International Acceptance 
Bachelors e Masters e Doctorate e Juris Doctor 
Law e Business e Education e Diplomacy & Int’! Studies e Arts & Sciences 


(913) 661-9977 Tel. © (913) 661-9414 Fax e info@monticello.edu « www.monticello.edu 
Administrative Services; 8600 W 110th St., Suite 206, Overland Park, KS 66210 USA 


Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera's most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 23 Nov., 4 Jan, and all year 
06230 Villefranche/Mer EK14, France. Tel. (0) 493 01 88 44 Fax (0) 493 76 92 17 
http:// www.institutdefrancais.com 


THE DIRECTORY OF MBAS 
http://www.editionxii.co.uk 


Edition XI's The Directory of MBAs is the leading domestic and 
international guide to MBA programmes. Available on-line, in all good 
bookstores and direct from the publishers (ISBN 1 86149 020 8). 
Tel; «44 171 8330120 Fax: «44 171 923 5505 
E-mail: market@editionxii.co.uk 


MBA With a Focus on Japan or China 
Earn an AACSB-accredited MBA in Hawai‘i in 15 months! 
Core MBA and Advanced Japan- or China-focused studies, 


business Japanese or Mandarin, cross-cultural training, 
a three-month internship overseas, and more. 


Unrversiry or Hawari 
COLLEGE or Business ADMINISTRATION 


© JAIMS 


Contact us at: 
http://www.cba.hawait.edu/jcmba 
E-mail: cecie &busadm.cba.hawaii.edu 
‘Fel: (808) 956-3260 Fax: (808) 956-3261 


American University of Beirut 
Faculty of Arts and Sciences 
Faculty Positions available in the Graduate School of Business and Management starting 
October 1999 
Applicants sought in the following fields 
Finance Accounting Management 
information Technology Marketing Decision Science’ Statistics 
Ph.D. degree, teaching und research experience required. 
Positions arc at the assistant professor level but higher ranks may be considered depending on 
qualifications. Appointments arc generally for an initial period of three years. Visiting positions at 
all levels may be considered for all vacancies. Sabbatical visitors are welcome in all fields. 
All interested applicants may send a letter of application and arrange for three letters of reference 
addressed to: 
Dean, Faculty of Arts and Sciences 
American University of Beirut 
Ci 0 New York Office 
850 Third Avenue, 18th floor 
New York, NY 10022-6297 
Electronic submission may be sent to: HYPERLINK mail to: 
AS, Deanüiaub.edu.Ib 
H applicants and letters of reference should be received by January 15, 1999. 


The American University of Beirut is an Equal Opportunity Employer. 


We help our clients extend their reach in international business, 
markets by finding the skilled professionals they need. That means Tl 
we can help you in your search for an overseas career. Because || 
our fees are entirely paid by our clients, there are no costs to 
you when you give your search for an international position 

this powerful boost. 


We want to hear from you if you have a professional back- 
ground or work experience in a wide range of business and 
technology fields, from business negotiation and marketing to 
computers, telecommunications, and engineering. Whatever 
your business area or industry, the important thing is a firm 
desire and ability to live and work overseas for an American 
employer. 

Naturally, this takes a certain kind of individual. Our clients are 
seeking men and women who have successfully lived and worked 
abroad, are comfortable in foreign environments, and can 
demonstrate foreign language abilities or aptitudes. Plus, our 
clients need to know that you are committed to long-term 
employment overseas. Only US citizens or legal residents will 
be considered. 


Compensation and benefits are excellent because all our clients 
are major US organizations. Applying is easy. Send your resume B 
directly to Global REACH Placement Services and your quali- 
fications will be considered by all appropriate clients we rep- | 
resent. We can only respond to applicants who meet our clients’ f 
immediate needs. Principals only. No phone calls, please. Our 
clients are equal opportunity employers. 


To apply, please forward your resume to: Global REACH 
Placement Services, ATTN: EC/I 114, PO Box 3292, 
New York, NY 10116; e-mail: grps@us.net 
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LOOKING FOR CONSULTANTS FOR YOUR 
INTERNATIONAL DEVELOPMENT PROJECTS? 
: Vi t www.cambridyedata.com to access our searchable database of highly 


walifled consultants in all areas of international economic and social 
development assistance, 


Consultants can submit resumes at ne charge by 
e-mail to resumes@cambridgedata.com; 
fax to 617-497-4158; or 
mail to 4 Jay Street, Cambridge, MA 02139, USA. 


The creme always rises to the top, 
so why shouldn't you? 


4 Looking for the way to achieve that higher level of income? If 


|. you're an international senior executive, over 40, and currently 


earning *100K per year, we can assist you in attaining your 
goals. At Resume Broadcast International, our team will manage 
your career search with the expertise you have come to expect, 
Our commitment is not just 40 hours per week, but 24 hours a 
day, 365 days a year. Contact us at Tel: (909) 866-4213, Fax: 
(909) 866-4244 or E-mail; 102224.3306@compuserve.com 
today and watch the doors to opportunity open tomorrow. 


M i di Resume Broadcast International 


PO BOX 2892, Big Bear Lake, California CA92315, USA. 
Tel; +1 (909) 866 4213, Fax: *1 (909) 866.4244 
Email: 102224.3306 @compuserve.com 


LECTURER IN POLITICAL SCIENCE 


Applications are invited for the above post in the Department of 
Political Science at Trinity College, Dublin. The appointment, 
which is permanent, will be tenable from September, 1999, The 
successful candidate will become a member of a small 
department with an active research record. Duties will include a 

responsibility for teaching and supervising theses in International 

;] Relations at Ph.D. level. The Department is particularly interested 

n candidates specialising in the study of the European Union. 

Salary Scales: Lecturer Grade IE: IR&16,348 - IR&25,933 p.a. 

Lecturer Grade 1: IR&32,997 - IR&40,384 p.a. 

d Appointment will be made on the Lecturer Grade II scale within 
| the salary range IR&16,348 - 1R4£23,068 per annum, at a point to 
accord with qualifications and experience to date. 

Application forms and further particulars relating to this post may 

be obtained from: 

Establishment Officer 
Staff Office 
Trinity College 
Dublin 2 
Tel: + 353-1-608-1678/Fax: + 353-1-677-2169 
e.mail: recruit@ted.ie 
Website: http://www.tcd.ie/Staff Office 


Further information on all aspects of the Department may be 
found at its Web server at http://www.politics.ted.ie 


| The closing date for receipt of completed applications will be 
Friday, 11th December, 1998. 


Trinity College is an equal opportunities employer. 
Ref: 754/98 
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€000000000000000000000000000 . 


Opportunity in Nepal. 


Social Development Adviser 


(Kathmandu) 
Nepal District Health Strengthening Project 


The British Council manages the above project, which is an 
initiative of the Department of Health Services of His Majesty's 
Government, Nepal, on behalf of the UK's Department for 
International Development. Following an Inception Period 
Review, the Council is now looking to recruit a Social 
Development Adviser to join its team. This is a new position 
which combines national responsibilities with specific oversight 
of project activities and local staff in three project districts . 
You will be responsible for delivering project objectives in 
respect of Community Participation and Inequalities, with a 
particular responsibility for developing the skills of local 
Community Development arid Governance specialiste 
appointed to project districts. 

Duties include: responsibility for developing project staff 
technical skills; analysis of stakeholder institutions at district 
and regional level; oversight for achieving objectives on 
equalities and community participation and for innovative 
local projects; development of appropriate approaches to 
participatory monitoring, and dissemination of lessons learned 
and communication to service users. You will also act as 
Deputy Project Director, undertaking management 
responsibilities in support of the Project Director and 
substituting for the Project Director when absent. 
Qualifications and experience: Essential EU National with 
UK educational background, to include a higher degree in 
social development or a first degree with practical and 
analytical skills acquired in an appropriate setting, preferably 
in a health related context; experience of working with local 
people in community developmerit activities (preferably in 
South Asia) and of adapting to and understanding local 
cultural patterns of working and a willingness to undertake 
language training, if needed. Prior knowledge of Nepali and 
experience of project management would be desirable. 
Contract: initially for two years commencing February 1999. 
Salary: in the range £35,025 -£40,862 (including 
superannuation compensation addition), depending on 
qualifications and experience. 
Benefits include: rent-free accommodation; air fares; baggage 
allowance; private medical insurance cover. 

Closing date for applications: 18 December 1998. 
Interviews are currently scheduled to take place on Thursday, 
14 January 1999 in Manchester. 

Requests for details and an application form, quoting referenta 
98/89/021, and enclosing an A4 sae (39p UK only) to Mark 
Hepworth, Overseas. Appointment Services, The British 
Council, Bridgewater House, 58 Whitworth Street, Manchester 
M1 6BB, UK. 

Telephone 0161 957 7383, fax 0161 957 7397. 


The British council and DFID are committed to a 
policy of equal opportunities. 


9900090000000000000000000000000000000000000000000 


a charity no. 
2 etwork for 
educ ation, culture and deve lopme nt se 


€6000000000000000000000090000 


€090000000000000000000000000 
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sity of Beirut Faculty of Arts and Sciences 
ble in the Department of Economics starting October 1999 
Applicants sought in the foli 
Mathematical Eco 
Econometrics 
Macroeconomic: 
industrial Organiz: Economic Planning and Policy 
Applied Microeconemics 


Ph.D. degree, teaching and research experience required. 


Positions are at the assistant professor level But higher ranks may be considered. depending on 


qualifications. Appointments are generally for an initial period of three years, 
Visiting positions at all levels way be considered for all vacancies, Sabbatical visitors are welcome in all fields, 
All interested applicants may send a letter of application and arrange for three letters of reference 
addressed to: 
Dean, Faculty of Arts and Sciences 
American University of Beirut, C/O New York Office 
56 Third Avenue, 18th floor, New York, NY 10022-6207 


Electronic submi im, mailto: AS. Dea 
1l applicants and letters of reference should be rece! 
‘The American University of Beirut is an Equal Opportum 


Vietnam 


DFID is re-orientating the UK development assistance 
programme in Vietnam to focus on poverty 
elimination. A new country strategy paper has been 
developed to provide a framework for future 
co-operation, with particular emphasis on promoting 
growth which will help the poor of Vietnam. To help 
with the evolution and development of this new 
agenda, DFID SE Asia is creating a Programme 
Support Office which will take an interdisciplinary 
approach to increasing opportunities for the rural 
poor by way of improved education and health and 
access to water and sanitation. Consequently, we are 
now seeking experienced rural infrastructure and 
development professionals to play a key role in this 
new team. The appointments will be for a period of 3 
years and a salary commensurate with qualifications 
and experience will be paid. 


Closing date for receipt of completed applications is 
7 December 1998. 


For further details and application form, please write 
to Appointments Officer, Ref No AH304/3A/TE, 
Abercrombie House, Eaglesham Road, East Kilbride, 
Glasgow G75 BEA, stating Ref No AH304/3A, clearly 
on your envelope, or telephone 01355 843545. 


DFID is committed to a policy of equal opportunities 
and applications for these positions are sought from 
both women and men. 


Department for 
international 
Development 


DFID 
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| from design 


o 7*7 President, ~ = 
Performing Arts Center of Greater Miami 
On behalf of the Performing Arts Center ‘Trust, the Performing Arts Center Foundation of 
Greater Miami is seeking nominations for President of the new $244 million performing 
ars center in Miami-Dade County. The ideal candidate has taken a comparable project 
stages through opening and has extensive experience managing a similar 
complex. Also required is the ability to work with governmental agencies, private donors, 
dinda diverse constituency. Deadline for resumes is November 29. The Performing Arts 


Center Trust is dn equal opportunity employer. 


Send nominations and recommendations to: 
James Abruzzo 
c/o Michele Baird 
Nonprofit Practice 
AT. Kearney, Inc. 
153 Fast 53" Street, New York. NY 10022 
Fax: 212/350-3150 
Michele Baird@atkearney.com 


A ET ae E N re 
Rural Infrastructure 
Field Manager 


Your principal responsibility will be to help implement DFID’s new 
country strategy by identifying new infrastructure programmes, assisting 
in the management of current programmes and projects and contributing 
to the evolution of country strategy. This will involve building successful 
relations with the Vietnamese government to ensure DFID policies are 
understood, as well as assisting with building effective relations with 
other partners (civil society and donors) to promote effective 
co-ordination and share information and ideas. 


Qualifications 


You must be a chartered member of an appropriate professional 
institution, with at least four years' relevant work experience, which 
should include two years spent in a developing country. Key 
competencies will include the ability to manage projects, consultants and 
contractors, backed by first class team leadership, communication and 
negotiating skills. You should be professionally experienced in rural road 
and water engineering. Knowledge of DFID or other aid agency work will 
be an advantage. 


Rural Development 
Specialist/Field Manager 


Your role will be to co-ordinate in-country responsibilities for the 
identification and development of programmes designed to improve 
income opportunities and human resource development in a sustainable 
manner. You'll work closely with the rural infrastructure specialist to 
bring a rural development perspective to rural infrastructure and water 
and sanitation programmes. It is important that these DFID supported 
interventions draw on the experiences of other agencies and thereby 
influence national policy formulation related to rural development, and 
also contribute to improving the understanding of the causes, 
characteristics and consequences of rural poverty in Vietnam. 


Qualifications 


You must have experience of working in a developing country, together 
with proven experience of development programmes in rural areas and in 
addressing national policies on rural development, Practical experience of 
poverty reduction programmes and working with Government and 
NGO's are also essential. Experience of South East Asia and working 
with CSO/CBO's will be advantageous. Knowledge of DFID project cycle 
management and programme preparation procedures are required, but 
training can be provided if necessary. 

Applicants should either be nationals of Member States of the European 


Economic Area (EEA), or Commonwealth citizens who have an 
established right of abode and the right to work in the United Kingdom. 





THE ECONOMIST NOVEMBER 14TH 1998 


Senior Lecturer in 
Accountancy 


Applicants with a PhD, a proven record of published research, 
and strong teaching skills and ability are sought for this 
position in the Department of Accountancy and Business Law. 

Full details about the position, and method of application, 
are available by visiting (www.nzjobs.co.nz/massey). 

Closing date: 11 December 1998. 


Equality of opportunity is University policy 
Private Bag 11-222, Palmerston North, New Zealand 


The Government Department seeks a scholar of 
international distinction to fill this premier chair in political 
science (previously held by Brian Barry), from October 
1999. Applications are welcomed from political scientists 
and political theorists who have made a major contribution 
to any of the subfields of the discipline (except 
international Relations). The Department's research 
strengths are currently concentrated in comparative 
politics, European politics, political theory and philosophy, 
public policy, public choice and public administration. 
Salary for the chair will be determined by the Director. 


Further particulars and details of how to apply may be 
obtained from the Personnel Services Office, The London 
School of Economics and Political Science, Houghton 
Street, WC2A 2AE (tel: 0171-955-7079; fax: 0171-955-6843; 
e-mail: j.brownGIse.ac.uk). The closing date for the 
receipt of applications is 23 December 1998, LSE is 
closed 24 December 1998 to 3 January 1999 inclusive. 
Complete applications received during the Christmas 
closure will be considered. 


The LSE is an educational charity committed to equal opportunities 
and excellence in teaching and research 


ANNOUNCEMENT 


| The St Andrews Prize 


“Submissions for this international 
environmental prize are now invited. 

Entries of no more than 3,000 words 
on the subject of the urban 
environment are required by the 
closing date of 31 January 1999. 


The winner of the 1999 Prize will 
receive a medal and a cash prize of 


US$25,000. 


The winner will be invited by Sir Crispin 
Tickell, Chairman of the Trustees, to 
participate in the St Andrews 
Environmental Seminar on 20 & 21 
May 1999. 


or by contacting: 

The St Andrews Prize Office 
St Salvator's College 
University of St Andrews 
St Andrews, KY16 9AL 
Scotland 


Tel: +44 (0)1334 462161 
Fax: +44 (0)1334 462030 
email: prize@st-andrews.ac.uk 


Details available from the Prize 
Website : 
http://www.st-andrews.ac.uk/prize 
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The Max Planck Institute 


for Demographic Research 
Director: Prof. James W. Vaupel, Ph.D. 


Within the autonomous research group on DEMOGRAPHIC M 
OF MODELING, FORECASTING AND SIMULATION at the Max Plan: 
Institute for Demographic Research the following jobs are available: 


Research Scientist 


Applicants should have completed a Ph.D. degree in demography or. a: 
related subject (economics, statistics, mathematics, etc.) within the past 
decade. Knowledge of econometrics, a strong interest in modeling and] 
simulation of dynamic systems and the ability to conduct formal}: 
demographic and econometric research are necessary. The salary for this 
position will be BAT-O fla/Ib. 


Two doctoral or postdoctoral fellows 


Applicants should have completed a university (doctoral) or Ph.D. 
(postdoctoral) degree in demography or a related subject (economics, 
statistics, mathematics, etc.). 


For further information, please access http://www.demogr.mpg.de.] 
Applications from women are encouraged. Preference will be given to 
disabled persons, all else being equal. 
Inquiries and applications (including CV and selected publications) 
should be sent by 15 January 1999 to: 


Dr. Alexia Fürnkranz-Prskawetz 

Max Planck Institute for Demographic Research 
Doberaner StraBe 114 

18057 Rostock 

Germany 


BUSINESS & PERSONAL 








1402 TEANECK ROAD - SUITE 114 - TEANECK, NEW JERSEY - 07666 > USA 












international 
Development 
Consultants 
Asia/Pacific 




























Faculty of Arts and Sciences 


: p position of 
The Hasni Ahmad Sawwaf Professorship 


October 1 1999. 









Opus International Consultants 
undertakes a wide range of 
infrastructure projects mainly in 
the Asia/Pacific region. We are 
expanding our international 
database, and invite experienced 
development consultants to 
register with us, Disciplines 
include: 


be a 
standing in his field. 
















is filled. 


Nominations and applications should be sent to: 









Dean, Faculty of Arts and Sciences 
American University of Beirut 
Beirat, Lebanon 

Or 

American University of Beirut 

850 Avenue, 18th floor 

New York, NY 10022-6297, USA 


HYPERLINK mailto: as deaniiaub.edu.Ih 






* engineers * planners œ 
environmental specialists 
* economists € financial 
analysts * sociologists * 
institutional specialists. 








Fluency in written and spoken 
English and relevant international 
development agency experience is 
required. 








BUSINESS 


in Business and Management, commencing 


The professorship ia to be in the School of 
Business and Management, It involves teaching 
at the graduate and undergraduate levels, 
ion of M.B.A. theses, as well as 
velopment of capabilities for future offering of 
Ph.D. degrees. The occupant of the Chair should 
recognized scholar and of prominent 


Candidates will be considered until the position 


American University of Beirut | 


Nominations and applications are sought for the 
























OPPORTUNITIES 





Interested consultants should: 


* send detailed CVs to the 
address below, and 


* return the database form - on 
the Opus website 
WWW.OpUS.CO.nz 




















BECOME A SUCCESSFUL 
CONSULTANT IN 
YOUR OWN FIELD 


Write for free details to: 















The American 
77 us International 
Wy pr ere Consultants League, 
A PO Box 12 343 Dept. E8 
7 uM D 30466 Prince William Street, 
Email: Princes Anne, 
SLE PE intenationilGopus.co.nz Maryland, USA 
Fax: 
Consvitants +64 4 473 0500 or FAX (410) 651-4885 





























* 


Attractive properties, overlooking. views, 
1 to 5 bedrooms, from SFr 250000. 
Sale to Non-Swiss citizens authorized. 
Leading company established in 1975. 
Experience. Discretion. 


LAND BANK 
SAN DIEGO 
4,600 ACRE RANCH $10,500,000 

4,000 ACRE RANCH $8,000,000 
TURKS & CAICOS (TCD 
ALL ARE BEACHFRONT 

750 ACRES N.CAICOS $14,000,000 

300 ACRES PROVO $6,750,000 

1,375 ACRES E.CAICOS $8,500,000 

162 ACRES GRANDTURK $4,000,000 


TOTAL INVESTMENT $51,750,000 
AG & CIE PHONE/FAX 619-792-1726 


[SWITZERLAND 


Lake Geneva & Alps 


















REVAC S.A. 
52, Montbrillant, CH-1211 GENEVA 2 
Tel, ++41 22/734 15 40 Fax 734 12 20 


PUBLICATION 


EMERGING MARKETS 


FREELANCE ANALYSTS 


Business Monitor International, leading publisher of specialist 
business information on global emerging markets, is recruiting 
freelance analysts to write 1999 Annual Forecast Reports on key 
markets, including Mexico, Brazil, Peru, China, India, Malaysia, 
Saudi Arabia, Poland and Russia. Successful applicants will have 


excellent writing skills, and proven country expertise covering 
political risk, macroeconomic analysis and forecasting, and the 


business environment. Competitive rates. 








Send CV and recent writing samples to: 
Nick Boughton 
Business MONITOR INTERNATIONAL LTD. 
179 Queen Victoria Street, London EC4V 4DU 


international 


gdy 








L4 L4 
Franchise Opportunities 
with the first name 
= language services 





The. global marketplace has created 
increased demands for English instruc- 
tion as well as other language services 
and travel products worldwide. Berlitz, 
the leader in language services is now 
offering unprecedented opportunities to 
qualified investors to become part 

of its international network of over 400 
centers in 50 countries. 

Call today for a free video and brochure. 






















-800-626-€ 
pg gp 
FRR Te 
www. berlitz.com 1-609-514-9675 
frank. garton@berlitz.com FAX 


Berlitz 


Helping the World Communicate 








*Offering bu prospectus only, and only iehere the affer can be legally made. 
: Initiàl Inpestnient; $150,000 - STOOQUD ALSA 





4p 1998 Berit 








SANTA FE CENTER FOR 
EMERGENT STRATEGIES 


Educating for Corporate Outcomes 


1999 SANTA FE SEMINARS 





CREATING CORPORATE 

ENTREPRENEURIAL PROCESSES 

A company's future is neither determined nor predictable 
are influenced and shaped by the activities, forms, and 
patterns of the company's present 

By accessing and modeling those forms and patterns— 
using complexity methodologies—a business can realize 
its intended future outcomes 


1999 SEMINAR SCHEDULE 
Jan 20-22 * Mar 10-12 * May 12-14 
July 14-16 * Septis17  » Nov 10-12 
Santa Fe Center for Emergent Strategies 
2 Chamisa Drive North * Suite A « Santa Fe, NM 87505, USA 
Ph: 505/466-7901 Fax;505/466-4012 
E-Mail: info@santafe-strategy.com 
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REPUBLIQUE DE MADAGASCAR | 


Ministére du Développement du Secteur Privé et de la Privatisation 
Comité de Privatisation 


Request for Proposals — Privatisation of Solitany Malagasy (SOLIMA) 


vernment of Madagascar, as part of its national economic reform program, is offering for sale different subsidiary companies 


i sets group of the state oil company, SOLIMA: 


Lot N” 1 
Lot N° 2 
Lot N* 3 
Lot N° 
Lot N° 5: a lube blending company; and 
à Lot N" 6: tanker transports assets. 

| Bidding documents are available by contacting: 

Secrétariat Technique à la Privatisation 
ler étage, Immeuble FIARO, Ampefiloha 
BP 8400, ANTANANARIVO 101 

Tél: (261 20) 226-6667 

Fax: (261 20) 226-0138 

E-mail: magpriv@dts.mg 


: ar aviation fuels company; 


: a refinery and oil terminal company at Tamatave; 
: a jointly-owned logistics company; 


4: four distribütion/marketing companies; 


A money order for USD 150 per lot should accompany a request for the bidding documentation, payable to the Secrétariat 


| Technique à la Privatisation. 


Those oil companies who were not pre-qualified in 1997 viewed submit a description of their company’ s oil industry credentials and 


“their'1997 Financial Statements. 


| Bidders Conference will take place on December 3", 1998, in Antananarivo at which time visits to the various SOLIMA 
nstallations will be organized. A Data Room will be available to facilitate assessment of the various packages on offer. 

















Walnut or black leather 
19 x.13.x 8", $795. 
22 x 14x 881,050. 
YOUR LAPTOP IS PROTECTED by our Flexible 
dl Unwreckable™ frame. Mobile Foam?" dividers 
wall-off your laptop and supply extra pockets for your pens, 
tickets, and cell phone. 


E ES YOU CAN ORGANIZE loose documents and letter- 
d size or A4-size manila file-folders in a Glaser Folder- 
holder™ divider. You can virtually double the capacity of your 
bag by storing loose documents vertically, side-by-side in 
a Glaser Double Dayfile™ divider. 
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YOU CAN PACK your suit in a Glaser Suitfolder, pup 

and pack your Glaser suitfolder in our 22" 
Litigation Bag, and your suit will travel almost as wrinkle- ||. 
free as it would in a Glaser garment bag. Pack laundry- 
folded shirts in a Glaser Pakasak™ divider and they'll — 
travel well also. 


WE DESIGN AND MAKE Glaser Travel Goods in our San 
Francisco studio. We make Traveler's Briefcases ina 
variety of stylesand sell direct to you. We also make ` 
the world's best luggage for frequent travelers, and 
design and make custom gifts for corporate clients. 


PLEASE CALL for a free catalog, or visit our San 
Francisco showroom. 


GLASER DESIGNS 


TRAvEL Goons MAKERS 


32 OTIS ST. SAN FRANCISCO CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON  GLASERDESIGNS.COM 
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GOV'T FORECLOSED ‘homes. from 
pennies on $1. Delinquent: Tax, 
Repo's, REO's. Your Area. Toll Free 
(1) 800-218-9000 Ext. H-4265 for 
current listings. 
















The original hand-crafted 
Barrister' s Briefcase die edi, de tried 
Call in US. & Canada: 800-371-6119 


j 2 
A unique opportunity to aquire yours international Fax: 425-822-8867 |... PASSPORTS / Driver's Licences 
direct from the manufacturer | Degrees / Camouflage Passports / 13 


Countries / Secret Bank A/Cs / Awards. 
An enduring symbol of traditional English W A rigid steel frame 








GMC, Fax: +3120-5241407; E-Mail: 


craftsmanship, the Barristers Briefcase has guaranteed to withstand 10041 3.3245(9compuserve.com; 
long-been the preferred choice for the City’s the rigours of time & travel http://www. global-money.com 
top legal and financial professionals. B Stylish, high-quality solid 


























IMMIGRATE TO CANADA 
“We Can Help” 


23 Years Experience in Immigration Matters 
‘The law firm of Somjen & Peterson 


brass lock and fittings 


3 ifi own action, Court 
to safeguard your papers n SD m 


Each briefcase is painstakingly hand-crafted 
from the finest bridle leather, renowned for 


it's sublime quality and supple durability, 4 M Three internal 


httpi/www.somjen,com 
Email: somjen@isontjen,com 
Suite 810, 1240 Bay Street, 
"Toronto, Ontario, Canada, MSR 2A7 
Tek (416)922 8083 — Pax: (416)922 4234. 
"We Cun Help" 


Each píece of leather 
bears it's own attributes, 
so each briefcase is 
unique and can be 
made in your choice of 
black, tan or chestnut. 
Whitehouse & Cox 
Barrister Briefcases 

all bear the same 
hallmarks of quality. 








































| At the special fda i pe ER NEW AUTHORS 
| price of £370 . PUBLISH YOUR WORK 


(8595 US) ALL SUBJECTS CONSIDERED: 
v plas p&p the 


Barristers Briefcase PASSPORT oan onere | 


* a P is an essential R S AUTHORS WORLD-WIDE INVITED, 
dE ‘ WRITE OR SEND YOUR MANUSCRIPT TO:- 
P Won Disem business investment | S E C E | MINERVA PRESS 


2 OLD BROMPTON RD. LONDON SW? 300] 


Tel. (248) 855 RENO Fax Q2 












jour order direct Get a second passport for tax 
1922 624 661 benefits... visa-free travel... 
freedom to live where you 
ax: 01922 723 848 

. want. Mention code ECF4 to 
stomerservice@whitehouse-cox.co.uk he FREE report. 


e: www.whitehouse-cox.co.uk ScoPE INTERNATIONAL 
— — —- 230 Peppard Road 
Reading RG4 8UA England, UK 
Tel: (44) 1189-463419 
Fax: (44) 1189-483450 








Business Services 


Offshore Companies; Bank accounts; 
London Accommodation Service; Prop” 
purchase, sale and management; We 

speak English & German 


Tel: 0044-171-573 4503; 
Fax: 0044-171-673 4504 
Visit our Website on - 
http://www.euro-consultancy-uk.com 

























The Oric ginal 









































Email:scopemail @compuserve.com 
Fz | a CK TRAVELLING FINANCIAL ADVISORS 
SAVE CLIENTS UP TO 
9 
TO NEW YORK? 50% ON BANK LOANS! 
7 Bed & Breakfast Service| | w/COLLATERAL LOANS 
Lowest In ternational Ra tes ‘| offers 200+ apartments, all PAY INTEREST ONLY. 
. in fashionable areas. ENROLL IN OUR 
Call to the U.S. from: Rates $90-300 p/n. TRAINING PROGRAM. 
Corporate Specialists ERIC A. KLEIN,ATTY. 
Hong Kong....35¢ Germany......25¢ Seite Ey ITENNATIONAL DaveLdusie 
7 Spai n ee Ee 45¢ Ita ly. OORT 34¢ Vora EN lei ENTERPRISES ASENDI: (DEA) 
EES : 4 s PHONE: (212) 751-0800 
Singapore..... 33¢ Australia......26¢ Tel: (212) 421-7604. FAX: (212) 688-4442 (24 HRS) 
Fax: (212) 935-0617. e-mail:panglab@aol.com 





U.K.................17€ France..........27€ | | 
AGENTS/PARTNERS WANTED! 


* Excellent Commission Program 

è Reliable Agent & Customer Support 

* Full-Featured Telecommunications Service 

* Travel Card From Over 35 Countries 

* Specialized Services From Eastem Europe, 
Middle East, Americas, Asia & Africa 

* Superior Quality / Competitive Prices 


SIMPLY 
COMMUNICATE * Proven Track Record 


TelePassport 


1212 Avenue of the Americas Midi NY dires 
Tel: 1-212-703-0135 Fax: 1-212-704-0938 E-Mail: Infot&?telepassport.com. 










Instant Activation No Deposit _ 
Fiber-Optic Networks 
Itemized 6-Second Billing 


Ideal for Home, Office, 


Hotels and Mobile Phones 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info@kallback.com 
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BUSINESS & PERSONAL 


i "o START YOUR OWN "", 

" IMPORT/EXPORT AGENCY , 

No capitaloraxp. req. No risk. Work 

from home. Part/Full time, Help Desk, 

! established 19486, Clients in 120 countries, 
Free Booklet. 


‘ 
WADE WORLD TRADE ' 
Dept 2624 50 Burnhill Road ' 

; Beckenham Kent BR3 3LA LI 
iTek +44 (0) 181 650 0180 (24hrs) q 
on *44 (0) 181 663 3212 i 

LI 


5 SS a tdi b d CNN 


UR 


OP Modern, sont" 
Serviced Apartments offering Best Value e Money. 
Unbesfuble location in South Kensington, 
2 person apartment from £70 per night 
4 person apertment from £115. per night 


ASHB: 'ARTMENTS 
3 Ashburn Gardens, London SW? 4DG. U.K. 


Tat ++ 44 171 370 2663 
A R E N 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £276 
BAHAMAS £275 


OTHER JURISDICTIONS AVAILABLE 


PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
TSWIMPOLE STREET 
LONDON W1M 7AB 


TEL: 0171 436 8100 
FAX: 0171 436 8188 


E-Mail: CoFormi@Fiduciary.Co.uk 
httplwww.FiduciaryGroup.com 


U.S. CORPORATIONS AND 
LIMITED LIABILITY COMPANIES 
(LLCs) SET UP INSTANTLY IN 


DELAWARE, OR OTHER STATE, BY 


PHONE, FAX or INTERNET 


Your headquarters may be anywhere in the 
USA or other country. No minimum capital 
requirements. No lawyers necessary. Most 
major corporations are incorporated in 
Delaware, FREE Delaware Incorporation 
Handbook (7th Edition) Registered agent, 
shelf corporations, legal office address in 
Delaware: and mail forwarding. Independent 
offshore agents waned: VISA/MC/AMEX 
CALL ANYTIME Tel: 1,800,.423.2993 
(toll free} or +302,996.5819 
Fax: 1800423404523 {USA/Canada only) 
or Fix: 2ELOSG 5818 
E-mail: iac_info@delbusinc.com 
Internet: httpi//www.delbusinc.com 
Delaware Business Incorporators,Inc. 
3422 Old Capitol Trail, Dept. TE 
Wilmington, DE 19808-6192 


OFFSHORE 
TAX-FREE 


companions bibles 


LAVECO-GROUP ii Head Office 
Clos de Saignie, Sark, 
United KingdomGY9 OSF 
Raymond Teny Gibson Fax Fax: 4g- 1481-833 381 
Hungary LAY ECO Kit-Main Customer Service 


33s Raday str, Budapest, Hungary 1092 
Contact languages: Engli ish, French, 





port and Import Bank Corp. 
nglish, Russian 
: -41 47 444 





< OFFSHORE COMPANIES 
|| TAX PLANNING & TRUSTS 


Since 1977, The ICSL Group has specialised 


HONG KONG ~ Simos Hankey 


inadvising on the use of offshore companies Tek 4852 2542 1177 


and trusts to achieve personal and corporate 


tax savings. 


INTERNATIONAL TAX PLANNING 
We can provide innovative sotutions to your 
complex tax problems. We can assist you in 
setting up and managing a structure to help 


| you achieve substantial tax savings. 


For more information, to receive our FREE 
; explanatory booklet on offshore and 
international tax planning and trusts or to 
arrange a discussion free of obligation or 


charge, please contact: 


The International Company Services 


Limited Group 
The Offshore Professionals 


THE ECONOMIST NOVEMBER 14TH 1998 


Fax: +852 2545 0550 
Emath hkOICSL com 


ISLE OF MAN ~ Diane Dentith 
Tet +44 1624 801801. 
Fax: +44 1624 801800 
Email: lomelCSL. com 


LONDON ~ Payman Zia 
Toi: 444 171 493 4244 
Fax: +44 171 491 0605 

Emai: uhGICSL com 


CARIBBEAN ~ Paul Winder 
Tok +1 $49 946 2828 
Fax: +1 649 946 2825 

Email: tel fCSL.com 
USA - Jerry Bakerjian 
Tet: 41 954 943 1498 
Fax: +1 954 943 1499 
Emaii: usa ICSL.com 


Web Site EE A SRI 





iv 


WORLD VIRE 


OFFSHORE 
SOLUTIONS 
FROM THE 
WORLDS No 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciplined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and 
bankers have been providing 
innovative solutions in the field 
of international tax and asset 
protection planning using all of the 
major low tax areas. 


Companies available 
from US$350 


LUXEMBOURG SINGAPORE 
Eveline Karls Diana Bean 
Tek +352 224 288 Tel «85 535 3382 
Fax; «352 224 287 Fax: +65 535 3601 
FINLAND HONG KONG 
Jenny Kompulainen Raymond Choi 
Tet «358 86960 2569 MBA MUA (Dip) 
fax 3589690692565 Tel +852 2522017 
HUNGARY Fax: «882 25211190 

i SHANGHAI 
Bart Dekker uM 
Tet. +86 21 8248 4358 
Fax: 485 21 5248 1421 


CYPRUS 

Chris Vassiliades USA , 
Attorney-at-Law Kevin Mirecki 

Tel; «357 2 473211 Tek «1 714 854 3344 
Fax «357 2 453463 Fax: 41 714 854 6907 


For immediate service and 
our 110 page colour 
brochure contact: 


ISLE OF MAN - C W FORSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, IM99 4EE 
E-mail: economistGocra.com 

TEL: +44 1624 815544 

FAX: +44 1624 817080 
LONDON - RICHARD COOK, B5c 
Tet «44 171 355 1098 Fax: 444 171 493 4973 


1509002 CERTIFICATED 


OFFSHORE 


SCF is one of the world's largest tax 
planning practices. Fully owned: and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs wil E 


be dealt with in an atmosphere of 
utmost privacy and confidentiality, 


WORLDWIDE OFFICES CAN 
a= PROVIDE: B 


LOWEST 17 YEAR 
& ANNUAL FEES 
GUARANTEED 


For confidential & friendly advice please contact 
LONDON OFFICE 
90-100 SYDNEY ST, 
CHELSEA LONDON, 
SW3 6NJ 
TEL: + 171-352 2274 
FAX: + 171-873 9688 
E-mail: offshore@scigroup.com 


FREEPHONE: 0800 26 
www.scfgroup.co 


DUBLIN OFFICE 

21-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@scigroup iol.ie: 


Other European Offices 
Athens, Budapest, Lisbon, Monaco, Moscow, 
Nicosia & Sofia. 


For a free colour brochure on f 
how you can save taxes please 
complete this coupon below: 


Name 
Address — 














OUTPUT, DEMAND AND JOBS Germany's jobless rate fell to 10.6% in October, its lowest 
in two years. Canada’s unemployment rate fell to an eight-year low of 8.1% in the same 
month; Australia’s fell to 7.7%, the lowest since October 1990. Germany’s industrial produc- 


tion fell by 3.2% in September, but was up 2.1% on the year. 


% change at annual rate 
GDP 


 Bmths! year 1998 — 1999 


The Economist poll 
GDP forecasts 














Retail sales Unemployment 
(volume) Eu 
1 year u year latest year ago 
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France 4.26 *31qQq *30 r23 | 01] 4 27 Aug ^TOÀ)39)| 

Germany — «04 +17 q «27 «20 +62 +21 Sep - 02 Sep 10 Vias BERN IG INE 
italy /— + 24 

Japan —— 8S NB a -28 -08 3— -1! 84 Sep 

Netherlands — « 3.4 

Spin — 535 + 238 * 34/02 6B» 67 Au 

Sweden + 78 














“Not seasonally adjusted. "average ol of latest 3 months compared with average af previous 3 months, at annual rate. tNew series, SIun-Aug; claimant count 
Economist estimate: weighted average of countries fisted above. 


rate 4,696 in October. Jul-Sep. 














PRICES AND WAGES American workers received a pay rise of 3.6% in the year to October,a 
real increase of 2.1%. German consumer-price inflation slowed to 0.7% in the year to October, | 
as did Italy’s, to 1.7%. France's was unchanged at 0.5%. British producer prices were up only | - 


0.1% in the year to October, their smallest annual rise since March 1960. 








% change at annual rate The Economist poll 

Consumer prices* consumer prices forecast Producer prices* . Wages/earnings — 
"m 3mths! 1year 1998 3 3 mths? 1year 3 mthst 
Australia +10 +13 E 10 
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Euro-11 





*Not seasonally adjusted. t average of latest 3 months compared with average of previo ious 3 months, at annual r rate, **New se series. Henan: estimate: 


weighted average of countries listed above 

















MCOMPUTING POWER The United 
States spends far more on information 
technology, as a share of Gpp, than other 
rich countries. Its spending of over 4% of 
national income in 1996 dwarfs the Euro- 
pean Union's average of 2.2%. In an article 
in this month’s International Bank Credit 
Analyst, Walter Eltis, an Oxford econo- 
mist, says that Europeans have been 
slower than Americans to invest in high- 
tech equipment because they face higher 
prices. In Britain, for instance, hardware 
and software both cost two-thirds more 
than in America. Mr Eltis puts much ofthe 
blame on the EU's trade policies. Although 
Europe is now scrapping tariffs on elec- 
tronic components and has ditched anti- 
dumping duties on semiconductors, it is 
unlikely to catch up quickly with America. 
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The COMMODITY PRICE INDEX 
Mounting tension between | 
iraq and the United Nations has failed to 
lift oil prices from their lows, following a 
year-long glut. Prices dipped below $12 a 
barrel this week, near August's ten-year 
lows, after the International Energy 
Agency revised down its demand fore- 
casts. The 1£A now reckons that world oil 
demand will grow by only 0.8% in 1998 
and 1.7% in 1999. Commercial stocks in in- 
dustrialised countries continue to rise. Oil 
output has been cut by 3.1m barrels a day 
this year. OPEC countries, which have al- 
most met their aim of cuts of 2.6m b/d, are | 
against cutting any more. Iraq is shipping | 
24m b/d, the highest yet, under its UN- 

sanctioned “oil-for-food” programme. | 


Economist 


1990=100 % change on 
Nov 3rd Nov 10th* — one one 

Dolarindx — UUU 

All items — — 882 à 883 + 11 -180 
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Sterling index 

All items — — 950 948 + 35 -159 
Food Wil 1107 + 49-154 
industrials 

Al 810 810 +18 -166 
Ona ^^ 949 954 + 28 -138 
Metals 725 723 + 11 -187 
SDRindex == 
All iteras — ^ 851 ^— ^ 864  * 26 -183 
Food 99.5 1009 + 40 -17 


292.05 - 14 - 61 


Crude oil North Sea Brent 
$ per barrel — 1291 


* Provisional, t Non-food agriculturals. | 
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FINAN CIAL INDICATORS 


ST: OCKMARKETS . Despite so some me rallies, most t stockmarkets ended the wu lower a as the 
recent recovery seemed to run out of steam. Tokyo jumped 2.3% on November uth on hopes 
of tax cuts, but was 0.7% down on the week. Wall Street barely moved. 
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B BIG BUSINESS America boasts the: 
world's seven biggest companies, ranked- 
by the value of their shares, according to. | - 
Morgan Stanley Capital International. 





























Share price Do E % change on RE g 5 
1998 one one focard Dec 34st 1997 Only two of the top 15 are not American: 
Nov ith — high iow week year high in local ins | Royal Dutch/Shell, an Anglo-Dutch’ oil 





p aed La ort Sn A he tte ....£wreny ^— terms | company, and NTT, a Japanese telecoms 
| firm. General Electric, an engineering and 
financial-services giant, is the world's 
| mostvaluable firm. It has a market capital- | 
| isation of $294 billion, a third more than a. 
| year earlier. Microsoft, which briefly over- | 
| took GE this summer, is back in second’ | 
| place. Its value has nearly doubled since | 
| October 1997, to $272 billion, Although oil | 
| prices have been depressed this year, Ex- | 
xon ranks third, just ahead of the world's 
best-known company, Coca-Cola. 





























*Morgan Stanley Capital international index includes above m ms and eight others, in in dollar te terms. "November TOth. 


| 

| MONEY AND INTEREST RATES European interest rates continue to fall. Ireland was the 
| latest to cut, slashing its repo rate by 1.25 percentage points to 3.69%, ahead of the euro's 
| launch. France's broad-money growth rose to 4.8% in the year to September. 








Money supply* v Interest rates % p.a. (Nov 11th 1998) 
% rise on year a ago over-  3-mth money market banks bond yields Eurocurrency 


narrow broad night latest — yearago prime gov't? « corporate — 
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* Narrow: MT. except Britain itain MO, broad: Ma Gr MG except Britain M4. Sources: Banco Ambroveneto, Banco Bilbao Viz Vizcaya, Belgian Bankers’ Assn, Chase 
Manhattan, CA IB investment Bank, Commerzbank, Crédit Lyonnais, Credit Suisse First Boston, Den Danske, Deutsche, Generale, J.P. Morgan, Paribas, Royal 
Bank of Canada, SE-Banken, Svenska Handelsbanken, WEFA Group, Westpac, DatastreamACV. Rates cannot be construed as banks' offers. 





TRADE, EXCHANGE RATES AND RESERVES A growing belief that stability has returned to financial markets helped lif the dollar, 
which rose 4.3% against the yen in the week to November 11th. Its trade-weighted value was up 1.8%; the yen's was down 3.9%. The 
Australian dollar strengthened by 1.9%. Austria's visible-trade deficit widened to $5.9 billion in the year to August. 


Trade balance*, $bn — Current account, $bn Exchange rate Currency units per $ Currency units — P Foreign reserves? $bn 


latest 12 latest 12 mths trade-weighted* Nov fith yearago per per per per, latest  yearago 
Nov 11th th yearago — 


..879 


























(0*2 Aw + 285 














THE ECONOMIST NOVEMBER 14TH 1998 121 


EMERGING-M. 


| 


| 
| 
| 
| 


i 


| 
| 
| 
| 

















E CROSS-BORDER MERGERS Compa- 
nies from rich countries increasingly in- 
vest in emerging economies by buying up 
local firms. Last year their buying, net of 
sales, in emerging economies totalled $65 


| billion, according to UNCTAD. 














| NET SELLERS South Korean firms 


made net foreign purchases of companies 
abroad worth $5.4 billion in 1997. But 
most developing countries are net sellers 
of firms. Foreign companies made net 
purchases of firms worth $12.5 billion in 
Brazil last year. 
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| period; Hungary's slowed to 12.3%. Brazilian industrial output slumped by 6% in the yearto | 














ECONOMY Russian consumer prices shot up by 56.4% in the year to October, compared | 
with 12.9% in the year to October 1997. Mexican inflation quickened to 16.7% over the same | 








September; the Czech Republic’s was down 1.8%. 


% change on year earlier Latest 12 months, $bn Foreign reserves, $bn 








GDP industrial Consumer. Trade Current Latest Yearago | 
production prices balance account i 
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Turkey i + 76.6 oct 216 Sep i 
Czech Republic - 240 - 18 sep + 8200 —- 2659  - 169 14 se 109 | 
Hungary + 5.1 a +14.0 Sep : 83 
Poland +53% +l A sep 196 — 
Russia - 9.9 sep —14.5 sen 19.6 








FINANCIAL MARKETS Some Asian markets took heart from hopes of tax cuts in Japan. | 
Kuala Lumpur gained 10.3% and Jakarta 9.8% in the week to November uth. But Singapore 
lost 4.9%, with property shares hit hardest. Sao Paulo edged upwards; Mexico city slipped 
slightly. Istanbul fell by 17.5% on news of a government corruption scandal. 











Currency units Interest rates — Stockmarkets % change on 
pers . perf short-term Nov 11th ,  Dec31st 1997 — 
Nov 11th yearago ^ Nov 11th % p.a. one in local in$ 
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Czech Republic — 29.7 — ^ 329 — 494 — 

Hungary — 217 195 360 1820 

Poland — 344 O 341 — 571 1680 

Russia — 16.20 "$91 2691 60.00 é 
*Novernber 10th. 


| Sources: National statistics offices, central banks and stock exchanges; DatastreamACV, EIU; Reuters; Warburg Dillon Read; J.P. Morgan: Hong Kong 
i Monetary Authority; Centre for Monitoring indian Economy; FEL; EFG-Hermes; Bank Leumi Le-Israel, Standard Bank Group, Akbank; Bank Ekspres, 
| Deutsche Bank; Russian £conomic Trends. 
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NIGHT VISION TECHNOLOGY COLLECTS LIGHT ENERGY VIA A 
PHOTOCATHODE, WHICH THEN RELEASES ELECTRONS INTO A 
MICROCHANNEL PLATE, WHERE THEY ARE MULTIPLIED AND 
ACCELERATED ONTO A PHOSPHOR SCREEN—WHICH 

DISPLAYS THE RESULTING ENERGY AS AN INTENSIFIED IMAGE. 
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Lisa L. Miller, 
Senior Operations 
Engineer, 
Roanoke, Virginia 


ITT Industries 


Engineered for life 





Over 200 airlines depend on a flying horse. 


Actually, this story begins with the first flying 


people. Mobil lubricants were used in the first 


Fy 


aeroplane ever, and today our jet oils are in nearly half of 


the world's commercial airliners. Pilots are fanatical 
about reliability (they can’t exactly pull over to the side of 
the road), so we're proud to have earned their trust. But 


then, we've worked for it. Mobil scientists are the pio- 


©1998 Mobil Corporation 


neers of synthetic lubrication, which is especially valued 
in the sky. Jetliners reach 35,000 feet in minutes, while 
temperatures plunge to 40 below zero, a serious test for 
an oil. As a passenger, you don't think about that, but it's 
the kind of extreme that Mobil research thrives on. 
Needless to say, it has lifted us to altitudes our market- 


ing department likes too. Learn more at www.mobil.com. 
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Mobil The energy 


to make a difference. 
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What, exactly, 


is the best way to 


share 


a thought? 


Do you post it on your Intranet? Or do you say it on the Internet? Should you e-mail it? Or fax it? 
With so many ways to connect, you need the help of a company that can help you unify them 
all ~ Nortel Networks™ A company whose solutions are at the heart of mission critical 
networks ~ ranging from the world's largest capital markets, to the world's busiest call centers. We've 
even connected entire countries through advanced wireless networks. For a few thoughts on how 


you can unify your networks, call us at 1-800-4NORTEL, or visit us at www.nortelnetworks.com. 


NORTEL | 
NETWORKS. 


How the world shares ideas. 
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| Smokers have been demonised in 


America, not by democratic vote nor 


_ even by court decisions but by a barrage 


of lawsuits. Now, the same tactics are 
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results could be just as bad: leader, page 
15; the tobacco story, page 35; shoot-out 
in the courtroom, page 36 
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Letter of application 


StR—Your otherwise constructive 
analysis of the challenges of £u 
enlargement (November 7th) 
makes very little reference to the 
Mediterranean dimension ofthe 
process. Malta submitted its 
application in July 1990 (not in 
1993, as you wrote) and the situa- 
tion is as follows: 

First, after a period of reflec- 
tionofless than two years, during 
which Malta's application was 
puton ice but not withdrawn, an 
overwhelming majority of the 
electorate voted for the pro-Euro- 


... pean Nationalist Party. 


Second,  Malta's position 
could not be clearer: it is not ask- 
ing forspecial treatment but sim- 
ply wants to be regarded among 
Europe's equals. The application 
cto be included in the “fast track” 

"group of gu applicants is based 
on the 1994 Corfu and 1995 
Cannes Eu council declarations 
stipulating that Malta should be 
included in the next phase of 
enlargement. 
> Third, the — government's 
pledge to hold a referendum 
-after negotiations have taken 
place strengthens Malta's bid for 
membership. It sends clear sig- 
nals abroad of the inclusive and 
transparent approach Malta is 
adopting towards the Ev. 

Fourth, Malta has played an 
active and constructive role in 
the Euro-Mediterranean process 
since its launch in 1995. 

The political winds of change 
that have swept across the Mal- 
tese islands offer both the eu and 
Malta a win-win situation. The 
ev has an opportunity to 
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strengthen its external relations - 


in the Mediterranean, and Malta 
has the chance to demonstrate its 
co-operative foreign-policy cre- 
dentials, Itis an opportunity that 


should not be missed. 

Msida, MWST 

Malta STEPHEN CALLEYA 
REPORTE a 
Air mail 


Si&-You point out the. diver 
gence of interest between poor 
and rich countries in efforts to 
reduce | carbon-dioxide emis- 
sions (“Hot market", November 
7th). It would be interesting to 
compare emissions to GDP per 
head and to explore setting tar- 
gets relative to those ratios. Such 
anapproach would recognise the 
right of poor countries to 
improve the lot of their citizens, 
especially those countries in the 
earlier stages of industrialisa- 
tion, and would encourage the 
least efficient consumers of fossil 
fuels to take the greatest steps in 


emissions reduction. 

Auckland JONATHAN BLOCK 
PEIEE EA AAAA EN EN NE E = 
Credit where due 


Sir—In your article on South 
Africa (October 3ist) two state- 
ments are contradictory. One is 
correct: “South Africa’s labour 
market, these days, is still paral- 
ysed by continuing racism, pow- 
erful unions and restrictive 
labour practices”. (To this I 
would add “capricious socialist 
intervention”.) The other, dead 
wrong, is;"Ashorter-term answer 
is to make it easier for would-be 


qum mmm Re ien n t e in e nn n s n t ih i rt n ror n un n m a am n tn n e e n mt 
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entrepreneurs to borrow start-up 
capital": 

Making it easier and cheaper 
for aspiring entrepreneurs to 
borrow money has been a colos- 
sal and expensive failure for 
almost 40 years in Africa. It has 
led. to massive credit abuses 
while preventing liberalisation 
of labour markets—the only real 
solution’ to. Africas massive 
unemploymentand low produc- 
tivity. Although the process of lib- 
eralising. labour markets in 
Africa would be somewhat dif- 
ferent from the process of deregu- 
lation. in America, the results 
would be the same. Entrepre- 
neurs would be able to borrow 
money commercially because 
their costs and risks would be 
much lower. In addition, compe- 
tition in output and factor mar- 
kets would flourish, leading to 
huge increases in private-sector 
employment and productivity. 
Washington, DC Bos MYERS 


Making money 


Sir-~-While dismissing his Soviet- 
style remedies—printing more 
roubles—you still give too much 
credit to Moscow's mayor, Yuri 
Luzhkov, for his grasp of eco- 
nomics (October 31th). You agree 
with his assertion that the money 
supply in Russia is indeed (at 15% 
of cpr) much lower than in 
established market economies, 
but the numbers you give for 
those economies in the following 
issue (Euro brief, November 7th) 
are in fact all under 10%. Regret- 
tably for the Russian situation, 
two wrongs are unlikely to make 


aright. 

Palo Alto, 

California DAVID LANDE 
p----————————ÁP—— A 
On trial 


Sin—Your interesting article on 
clinical trials ("Trial and Error", 
October 31st) concludes with the 
misleading implication that the 
resurgence of tuberculosis, now 
resistant to antibiotics, is some- 
how related to the limitations of 
a 50-year-old clinical trial. It is 
not the trial which is at fault, 
rather it is our tendency to seek 
too much from the result. 

You say that few trials in 1980- 
97 measured the emotional well- 
being and "social function" of 
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those taking part. This is primari- 
ly because they were not 
designed to do so. 

As a physician engaged in the 
day-to-day practice of medicine, 
the peer-reviewed clinical trial is 
all that I have to tell whether or 
not a given treatment has poten- 
tial to be of benefit. I can cite 
dozens of studies that have 
helped me to choose a therapy, 
both medical and surgical, even 
without the benefit of a placebo 
group. On the other hand, 1 am 
bombarded with Internet claims 
of bogus treatments for halitosis 
and Hodgkin's disease, all of 
which are unsubstantiated 
except for some whitewashed 
pseudo-scientific trials. 

Of course, "wellbeing" is: 
important, but | wonder if you 
could get two patients to agree on 
what it means. A clinical trial is a 
valuable tool that has its limita- 
tions. The job of the professional 
is to pick the right tool for the job. 
Sebastopol, 

California THOMAS GROSS, MD 


Barnum bunkum 


Si&—As a founding member of 
the Society Against Misattribut- 
ing Quotes to Phineas T. Barnum, 
] must take issue with you that 
the saying, "Nobody ever went 
broke underestimating the intel- 
ligence of the American public," 
is usually attributed to him (Face 
value, October 17th). In fact, it is 
accurately attributed to H.L. 
Mencken. He said it, somewhat 
more verbosely, in the Chicago 
Tribune on September 19th 1926. 
Barnum’s legacy has enough 
problems, falsely saddled as it is 
with “There’s a sucker born every 
minute.” This, too, reflects nei- 
ther his words, his attitudes, nor 
his actions. 
Midlothian, 


Virginia Davip DEUTSCH 


Losing Newt 


Sır— wish to commend you for 
your cover: “Just Go" (September 
19th). It would have been perfect 
if you had only got the picture 
right: Newt Gingrich instead of 
Bill Clinton. Mr Clinton lied but 
Mt Gingrich sinned in a much 
more serious way—he lost. 

Miami JOSEPH PROSPERO 
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Various African Countries 


Our client is one of the leading groups within its industry 
sector, with an extensive international network. It is keen 
to develop its business by delivering high quality, innovative 
and competitively priced products. and services to both 
corporate and consumer customers. 

Opportunities now exist for high calibre. individuals at 
Chief Executive level to join our client's businesses: within 
English and French-speaking sub-Saharan Africa; excluding 


South Africa. Candidates will be responsible for driving. 


through change to further increase’ profitability and 
upgrade service and product quality. Other responsibilities 
will include: 


* contributing to and managing the strategic direction of 
the business; 


* developing working relationships with other businesses 
within the group both in the region and globally; 


* providing inspirational leadership and developing future 


Leading Multinational Organisation 


Exceptional opportunities for Chief Executives across Africa 


Attractive Packages 


Candidates will probably be in their lare 30s to early 50s 
with extensive. experience in comparable roles within the 
African marketplace: Ideally, they will have an international 
educational and. business: background, working with blue 
chip, multinational corporations or financial institutions. 
They will have. strong business management, 
communication and leadership skills, with high levels of 
energy and excellent commercial awareness. A successful 
track record in managing change is essential. Fluency in 
English is a prerequisite, and both French and English for 
French-speaking countries. 

These are high profile positions in a global organisation, 
offering excellent career development opportunities 
worldwide. 


Please send a full CV in confidence ta GKR at the address 
below, quoting reference number 980321. on both letter 
and envelope, and including details of current 











management talent. remuneration. 








Queensberry House, 3 Old Burlington Street, 
London W1X 1LA. 

Tel: 0171 534 0077. Fax: 0171 534 0001. 
E-mail: ASerby@gkrgroup.com 

















European Insurance Practice Manager | | 


Package to attract the best London, Zurich or Frankfurt f 


McKinsey & Company is an international management consulting firm with 74 offices in 
39 countries, serving the leaders of large organisations on matters of strategy, 
organisation and operations. With a reputation for retaining exceptional talent, the 
Company now seeks an “outstanding” individual to join its fastest growing practice. 


THE POSITION QUALIFICATIONS ue 
© Develop knowledge management strategy/processes in close liaison @ Degree calibre, MBA preferred. 3-6 years" knowledge and. 
; with Insurance Practice leadership for dissemination to consultants. experience in European insurance industry involving research, 
AUS Lead European network of specialist insurance research professionals. information management, distribution analysis and/or mar! keting. oi 
‘Develop and manage industry information tools and systems. * Knowledge of software technology and database ent. Polished 
** Assist internal/external identification of insurance experts. Ensure interpersonal skills. Excellent English written/oral communications skills. 
consultants retrieve and apply best practice information and @ Analytical thinker, self-starter. Ability to liaise at all levels and 
thinking. manage pan-European team of highly qualified professionals. 
Potential for further advancement. 


Piease send full cv, stating salary, ref LG200868E, to Siobhan Caragher, NBS, 21-26 Garlick Hill, London EC4V 2BX 
Fax 0171 489 0698 Email fsp@nb-selection.co.uk Tel 0171 379 1070 


Leeds * London + Manchester + Radlett + Slough + Frankfurt * Madrid + Paris | 


ISO 9002 Registered 
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Director, Economics and DAMES & MOORE 


Business Consultancy 


The Dames & Moore (D&M) Group is-one of the world's leading 
engineering, environmental and technical services companies (8,000 
staff located in more than 200 offices}. We are seeking an experienced 
manager/leader to grow our London-based Economics and, Business 
Strategy (EBS) unit. EBS provides consultancy services’ covering 
business, resource and environmental economics, and a sector-specific 
service focusing on agribusiness. Both of these services have significant 
growth potential and have adopted an aggressive expansion strategy. 


The Director has full responsibility for the growth, profitability and 
operations of the EBS unit. The position involves: business 
development, consulting, marketing, team leadership/project 
management, quality assurance, general management and financial 
monitoring. 


Essential qualifications include: 


‘Experience in high level corporate business management or economics 
consultancy and the servicing of institutional and private sector clients. 


A sound track record of business development in a multi-disciplinary 
“consultancy practice. 


A strong network of potential corporate and government clients in 
Europe. 


Advanced degree in an appropriate discipline (economics, business 
| management, finance, etc.). 


The position will be based at D&M Group's London office 
(Wimbledon). 


Applications to: Mr John Hall, Dames & Moore, 15-17 Church St, 


“1 Twickenham, TW 1. 3NJ, UK. Tel + 44 181 744-0151 Fax +44 181 744- 


0152. Email: sydwjh@dames.com. Closing date 7th December 1998. 


| Energy Sector Restructuring and 


Privatization Advisor 


Development Alternatives, inc. (DAI) is a leading international 
development consulting firm. We are currently seeking an Energy 
Sector Restructuring and Privatization Advisor in Mongolia. This is at 
least a one year position, commencing in January, 1999. Work in the 
coming year is expected to include, inter alia, revisions of current 
legislation, establishment and strengthening of a new regulatory 
authority, and analysis of options for attracting foreign investment. 
Financial analysis including a cost of services study and valuation of 
key sectoral assets may also be undertaken. 


The advisor should have.a track record of achievement in the area of 
energy sector economics and specifically, in the restructuring and 
privatization of energy sector enterprises in developing and transition 
economies. Related experience in the Former Soviet Union or other | 
formerly centrally planned economies is essential, Responsibilities 
include: 


* Providing analysis and advice on issues related to energy sector 
development, restructuring and privatization; 


Coordinating a substantial program of subcontract and short-term 
TA, including the identification of suitable tasks, drafting of scopes 
of work, reviewing of candidates and selection of consultants, 
oversight of consultants' work while in country and following up on 
recommendations after their departure; 


Coordinating the preparation and implementation of a training 
program for relevant MID and Energy Authority (EA) an staff, based 
on an assessment of the training needs of the MID and EA to 
accomplish the objectives of the activity. 


To apply, please send resume to: 


Lori Nigro 

Development Alternatives, Inc. 
7250 Woodmont Avenue, Suite 200 
Bethesda, MD 20814 

Fax: 301-718-7968 

Email: lori nigroG&dai.com 


GENDER AND DEVELOPMENT SPECIALIST 


Improving the status of women is one of the Bank's strategic development objectives. In June 1998, the Bank 
adopted a revised Policy on Gender and Development (GAD) that provides the framework for addressing gender 
concerns in the Bank's program of activities. To assist with the implementation of the GAD Policy, the Bank is 
‘inviting applications for GAD specialists. 


The responsibilities of the GAD specialist will include: assisting with coordination and preparation of the Bankwide 
“Gender and Development Action Plan; promoting and assisting operational departments to integrate gender 
considerations into their overall program of activities; providing gender technical advice for the formulation and 
“preparation of projects targeting or mainstreaming gender issues, preparing resource and policy papers, 
''guidelines, handbooks and sector studies; and conducting training seminars. 


You must have: 
At least five (5) years’ relevant professional experience in gender and development and a postgraduate degree, 
preferably in the field of GAD or relevant social science with specialization in gender studies; 
Strong interpersonal and communication skills and the ability to liaise and work effectively with Bank staff, 
government officials and non-government organizations, and 
Ability to work in a team. 
The Bank offers an internationally competitive salary paid in US dollars. Salaries and benefits are generally free of 
tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes are taxed by their 


respective governments. Applicants should be nationals of one of the Bank's member countries. Women are 
actively encouraged to apply. 


Send CV and cover letter by fax or mail quoting Ref. No. 98-37, by 5 December 1998 to: 


HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 
P.O; BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (63-2) 636-2550, http:/fwww.asiandevbank org 


Only shortlisted candidates will be notified. 


VVe are the premier finance institution in the Asian and Pacific region. 
Our staff come from over 40 member countries of the Bank. 


Asian Development Bank 
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Chief Investment Officer 


LONDON 








The Proposition 
Talisman Asset Management (controlled in London by the Pears family) currently own a portfolio of c. $200m 
comprising UK & US equities, bonds, hedge funds investments and venture capital. 






A unique opportunity now exists for the right individual to manage the funds in-house by way of a new unit trust, 
with the aim of accepting external funds. The successful candidate will be given a free hand to introduce a clearly 
defined policy and process to determine how funds will be invested; formulating and implementing a financial 
strategy. The applicant appointed will be allocated a significant proportion of the funds to run their own portfolio. 


The Candidate 


Probably aged early 30s to mid 40s, the ideal candidate may currently be fulfiling a similar role with another asset 
management or securities house. The successful applicant is likely to have a minimum of 10 years experience 


working in a challenging and analytical environment such as investment / equity analysis, hedge fund management 
or venture capital/private equity. 
















Excellent verbal and written communication skills, an entrepreneurial outlook and confident interpersonal skills are 
prerequisites of this important position. The remuneration package is designed to attract individuals of the highest 
calibre and will include a performance related bonus and/or equity participation. 






Interested applicants should forward a CV with current salary details in the strictest confidence to: 
Mark Pears, Clive House, 2 Old Brewery Mews, Hamptead, London NW3 1PZ 























ZIMBABWE PRIVATISATION AGENCY - Post of Director 
* Outstanding career development opportunities + Significant contribution to national programme + Very competitive remuneration packages 


ZIMPREST (The Zimbabwe Programme for Economic and Social Transformation) has, as one of its major objectives, the privatisation, commercialisation and contracting out 
of functions that can be performed by the private sector. The Government of Zimbabwe has decided that this process has the following objectives: 

* the enhancing of the efficiency of Public Enterprises + the reduction of the Government's fiscal burden in sespect of their support to parastatals 

* the ensurance of indigenous participation through ownership of assets « the reduction of Government's involvement in business 

+ the raising of increased revenue for Treasury 


To these ends, the Government of Zimbabwe has resolved to establish a Privatisation Agency, which will consist of a core of highly qualified professional Zimbabweans, and 
which will be funded by DfID (British Department for International Development). This team will undertake the technical tasks associated with the implementation of a privatisation 
programme. 


The Privatisation Agency will have the day to day responsibility for directing the privatisation programme, planning and conducting the main activities and co-ordinating the key 
players. It will be responsible for proactively managing and driving the process in accordance with Government polices and decisions. The Agency will be a semi-autonomous 
organisaton housed in the Office of the President and reporting directly to Cabinet, from whom the Agency's legal authority is derived. 


We have been exclusively retained to recruit for the crucial post of Director of the Privatisation Agency. 


The Job involves: 

* The preparation and implementation of the Agency's strategy and plans + Complete management of the Privatisation Agency 

* Implementation of the Privatisation policy + Ensuring that privatisation transactions are Successfully and timeously completed 

* A high degree of liaison with line Ministries, Public Enterprises and stakeholders 

* The design and implementation of an outstanding public relations programme « Very substantial liaison with the donor community 


The Person Will: 

+ Be a Zimbabwean national + Have a minimum of ten years post-graduate experience at a senior management level in at least one of the following: 
* Corporate finance or investment banking + leading enterprises in commerce and industry 

* top levels of public administration * research or academic institution 

* Have at least a Masters degree in Finance, Economics, Banking, Business Administration or be a Chartered Accountant 

* Have a deep understanding of global macro-economics, including a working knowledge of reform programmes 

* Have outstanding communication and negotiation skills Have a proven track record of executive success over a number of years 


In return, a highly competitive remuneration package together with a superb skills development opportunity is offered by this post. When these factors are taken inito account, 
we are confident that we will receive applications from very high calibre people who welcome challenge and the opportunity to contribute significantly to Zimbabwe at a Strategic 
level. Those who will be attracted to this vacancy will currently enjoy substantial professional status and influence in their chosen field, and will be motivated by the desire to 
further their careers at a very strategic level. 
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Université DE GENÈVE 


APPEL DE CANDIDATURES 
à la fonction de 


RECTEUR DE L'UNIVERSITE DE GENEVE 


Université de Genève, établissement d'enseignement supérieur et de 
recherche, est l'une des plus importantes de Suisse. Comptant quelque 
12,000 étudiants, elle dispense des cours et mène des recherches dans 
l'ensemble des disciplines académiques. 


Fonction du recteur 


te recteur dinge l'Université et la représente auprés des instances cantonales 
et fédérales, ainsi qu'au plan international. il est assisté de trois vice-recteurs 
qu'il désigne. {| dispose d'une compétence générale et définit notamment le 
programme de politique générale, ainsi que les plans de développement de 
l'Université. Il est nommé par le Conseil d'Etat genevois sur proposition de la 
Commission de désignation du recteur, Son mandat, ainsi que celui des vice- 
recteurs, est de quatre ans, immédiatement renouvelable deux fois. 


Qualifications 


Le présent appel s'adresse aux candidates et aux candidats exercant ou ayant 
exercé la fonction de professeur ordinaire. Les candidate(e)s devront avoir une 
riche expérience en matiére universitaire et posséder un excellent dossier de 
chercheur et d'enseignant. Les candidat(e)s devront posséder entre autres de 

"grandes compétences de direction, ainsi qu'un talent certain en matiere de 
communication et de négociation. 


entrée en fonction est fixée au 15 juillet 1999. 


‘Les candidatures doivent être adressées par pli recommandé à Mme Maria 
Mumenthaler, Présidente de la Commission de désignation du recteur, case 
postale 1848, 1211 Genéve 1, jusqu'au 15 janvier 1999, Tous 
renseignements complémentaires peuvent etre obtenus auprés de la 
Présidente de la Commission. 


Maria Mumenthaler 
E-mail: maria.mumenthaler@bluewin.ch 
Tél: 441 22.908.22.66 Fax: +41 22.908.22.69 


B McGill nran orrae racurry or Law 


Nominations and applications are invited for the position of Dean of the Faculty Of 
Law of MeGill University. The appointment, effective 1 June 1999, is normally for a 
five-year term and may be renewed. 


The Faculty of Law was established in 1848. Today, at its sesquicentennial, it offers a 
liberal education in both the civil law and the common law traditions. The Faculty has 
just announced a new undergraduate curriculum emphasizing the intellectual 
foundations of western private law traditions and highlighting the theoretical dimensions 
of both transnational and local legal vernaculars. It will then be the only law faculty 
teaching both the civil law and the common law, in both English and French, in an 
integrated programme leading to the award of both a Bachelor of Civil Law (BCL) and a 
Bachelor of Law (LLB) degree. 


Programmes of graduate study are offered. within the Institute of Air and Space Law 
{established in 1951) and the Institute of Comparative Law (established in 1965) leading 
to. the degrees of Master of Civil Law (MCL), Master of Law (LLM) and Doctor of 
Civil Law (DCL). The Institutes are the loci of two research centres: the Centre of Air 
and Space Law and the Quebec Research Centre of Private and Comparative Law. 


The Faculty of Law has a permanent teaching staff of 36, plus term appointees, visitors 
and part-time lecturers. There are approximately 500 undergraduate and 185 resident 
graduate students, as well as several post-doctoral fellows, The student body is drawn 
from across Canada, the United States and many other jurisdictions 


The Dean is responsible to the Vice-Principal (Academic) for the supervision and 
administration of the academic. programs, budgets, and all activities of the Faculty. 
Candidates should have appropriate scholarly and administrative experience; ability to 
fonction in both French and English is required. 


McGill is committed to equity in employment. 


1n accordance with Canadian immigration requirements, this advertisement is directed in 
the first instance to Canadian citizens and permanent residents. 


Nominations and applications will be more useful if accompanied by a detailed 


curriculum vitae and the names of three referees, and should be submitted by 13 : 


December 1998 to: 


. Dr. T. H. Chan 
; E Vice-Principal (Academic) 
McGill University, 845 Sherbrooke Street West, Montreal, Quebec H3A ZTS 





“TROUP 


Senior Analyst 


The Yankee Group is an internationally renowned, rapidly- 
growing consulting and market research firm based in Boston, 
covering worldwide communications and computing markets. 


We are now seeking a senior analyst to cover European 
communications services markets and issues, specialising in 
particular in topics related to the European Internet, intranets 
and extranets. 


The successful candidate will be based in our European office 
in Watford, England, and must have a good degree, a keen 
intellect, good written English, and several years’ experience 
researching or writing about data communications, Internet or 
computing services markets in Europe. Experience in 
presenting to and dealing directly with clients, and in published 
research, will be major advantages. 


Salary dependent on experience. Please apply with a CV and an 
accompanying letter to Graham Finnie, the Yankee Group 
Europe, The Old Free School, George Street, Watford, Herts, 
WDI 8BX, phone + 44 1923 246511, email 
graham@yankee.co.uk 


For more information on the Yankee Group please refer to our 
website at www.yankeegroup.com 


CORPORATE DEVELOPMENT, LONDON BASED 


Arkwright is an international corporate development firm with 10 
years of experience developing tailor-made strategies, principally for 
multinationals. We now have 5 offices around northern Europe. 
Arkwright competes at the top end of the market as well as in smaller 
M&A situations, and also in finding and investing in venture 
situations. We therefore offer and develop in our staff an unusually 
wide mix of professional and entrepreneuríal skills 


To fulfil increasingly global growth ambitions, we now require the 
following: 


* STRATEGIC CONSULTANTS 
We are looking for entrepreneurial professionals with 2-3 years 
experience in consultancy or similarly testing careers. You must have 
a top university degree, high numeracy / PC skills, evidence of self- 
determination and a second language. 


* HEALTH INSURANCE SPECIALIST 

You would have 2-3 years experience in health economics / insurance, 
ideally in clinical management / pharmacoeconomic modelling, cost- 
effectiveness analysis, quality of life studies, outcomes research and 
provision models. Knowledge of health issues in developing 
economies preferred. 





SALARIES COMMENSURATE WITH EXPERIENCE. ARKWRIGHT 
EMPLOYS A HIGH BONUS STRUCTURE AND OFFERS THE 
OPPORTUNITY FOR VERY RAPID CAREER PROGRESSION. 





PLEASE SEND YOUR CV AND COVERING LETTER TO: 
Li 1 
120 Pall Mall, London SW1 


Applications she 1 November 1998 
PE 
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Abu Dhabi Water & Electricity Authority 


- SYSTEM EXPANSION PLANNER (POWER AND WATER) 
WITH ECONOMICS BACKGROUND 


e Emirate of Abu Dhabi has embarked on a privatisation programme for its 
Water and Electricity Sector. The privatisation programme includes the introduc- 
on of Independent Water and Power Procures (IWPPs) and the corporatisation 
d privatisation of Water and Electricity Production capacity of more than 
500MWs and 250 MIGD respectively. ; 


is the obligation of the Abu Dhabi Water and Electricity Company (ADWEC), the 
Single Buyer of power and water in Abu Dhabi to balance the demand and supply 
- through sales contract's (bulk supply tariff) with the Distribution Companies and 
through Power and Water Purchase Contracts (PWPAs) with the Production Units. 


S0 ADWEC is responsible for the development of long-term demand forecasts for 

. Water and Electricity in the Emirate of Abu Dhabi and to prepare the System 
Expansion Master Plan to secure the future demands of Water and Electricity to the 
Consumers. 


An Experienced System Expansion Planner witha strong Economics background 
-is being recruited to reinforce the existing Planning and Study Division of ADWEC. 
The successful applicant will be responsible for: 


€ Updating (annually) the Master Plan for Electricity and Water Supply. The 
Master Plan includes an analysis of past trends and projections of future electrical 
and water demand. The Plan also identifies realistic and least cost power and water 
Supply options to meet forecast demand taking account of cogeneration technolo- 
gy, plant size and timing. 


€ Monitoring local and international economic indicators, which may affect 
the Power and Water Procurement Division and recommend appropriate mea- 
-Sures where necessary. 


e Update (annually) the Bulk Supply Tariff together with the Regulatory 
: Authority and supervise the operation of that — tariff in practice. 


e Develop a good understanding of the. systems . merit order in order to 
review and develop models to ensure optimal economic dispatch (including 
Cogeneration plant) and for planning purpose. 


Required Experience and Skills: 


Candidates will have five or more years experience of power system expansion 
planning and investment evaluation. Experience of power and water cogeneration 
would be an advantage. Familiarity with power system planning software is essen- 
tlal (tools used at present include a General Algebraic Modelling System (Gams) 
anda generation reliability program (GeneRel)).. Candidates will be familiar with 
`i. generation reliability indices (such as LOLP and LOEE) and their calculation and 
“> Use in power system planning. 


Candidates will have experience of preparing short and medium term 
|. demand forecasts and how Demand Side Management (DSM) measures 
contribute to system operation and planning. 


u^ Candidates will have good honors degree in economics and/or power plant 


engineering, which should: be Supplemented with experience in the develop- 


t . ment/tormulation of Master Plans for Power and Water Supply. 
i * -: Hands on experience with regard to programming and operation of (nec- 
< sary software) is essential. 


. The System Expansion Planner will be Head of the Planning Section with 4-5 peo- 
ple. In the longer term the position may be promoted to the Manager of the 
Planning and Study Division reporting directly to the Managing Director. 


Remuneration: 


Abu Dhabi is highly attractive location for expatriates. Salary will be negotiable and 
will include an attractive benefits package. Salaries are tax-free. Minimum com- 
mitment will be for two years. 


Please send CV to: ADWEA, PO Box: 6120, Abu Dhabi - UAE, For the attention 
ofthe Manager of the Chairmans office. Alternatively details may be faxed 
to Office of the Chairman on «971-2-271913. For an informal discus- 
sion please call ihe Managing Director of ADWEC, Mr Gerhardt Gleissner 
on 4971-2-271300 or 4971-50-4434298 

LES RE LEI ENN EN TER 
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World Vision “ 
























World Vision is a Christian organization and one of the leading .. 
aid agencies, working in over 100 countries and assisting Over. 
50 million people in their struggle against poverty, hunger 

and injustice. 









National Directors 
in Africa 


(Current vacancies and other positions to open over next 6 months) 














We are seeking professionals who desire to use their proven 
senior leadership and management experience to partner with 
people and communities in vulnerable circumstances through 
emergency relief and long-term development programmes. 






As National/Programme Director you will lead, develop and 
manage the implementation of all aspects of World Vision's 
relief and development work in country. You will represent 
World Vision to project partners, international and local 
government representatives, and other private agencies. In 
addition, you will be responsible to develop and implement 
country strategies, annual operating plans, management plans, 
and budgets to ensure accordance with World Vision standards. 














Good business management and interpersonal skills, ability to 
build relationships at all levels and implement effective 
performance management are important requirements. 

Excellent communication skills, both verbal and written, as well E 
as negotiation and administrative abilities are also required. 
Must be in full accord with the organization's core values. 

Requires a 3-5 year commitment, l 












REGIONAL REQUIREMENTS: 
West Africa — French speaking, significant multi-cultural 
leadership. Proven team leader, demonstrated ability to create | 
effective working environments, and facilitator. Minimum of tw: 
(2) years on the ground development experience in West Africa. 
Current vacancy in Franco phone country. 














Southern Africa — Portuguese speaking, strong marketing and. |: 
development skills, proven analytical/problem solving abilities, 
minimum of five (5) years on the ground relief experience in 
Africa. Familiarity with US AID grants is critical. 

Immediate vacancy in Angola. 







East Africa ~ Knowledge of Swahili, Arabic or French a plus. 
Experience with relief and development programming in iE 
conflict zones. Able to work effectively in war zones with limited 

or no formal infrastructure. 

Immediate vacancies in Sudan and Somalia. 












Our compensation packages are commensurate with leading 
international NGOs. Only top professionals need apply. 






Send CV to: Africa Recruitment Manager 
World Vision, Box 56527, Nairobi, KENYA. 


Fax: 254-2-442201 E-mail: jacqueline brown wviorg 
For information visit our website: http://www.wvLorg/contact. html 


































ACCOUNTANT POSITIONS 
SH 


The United Nations Compensation Commission (“UNCC”) in Geneva is seeking 
accountants to work on the large number of claims filed with the UNCC by individuals, 
corporations and governments and international organisations arising out of Iraq's invasion 
and occupation of Kuwait in 1990/1991. 

The accountants will assist Panels of Commissioners, and the legal teams supporting them, 
in identification and resolution of technical matters and preparation of interrogatories 
relating to valuation and verification issues, based on the nature of claims, received and 
the types of losses claimed. They will also assist in preparing Requests for Proposals, 
evaluating bids from prospective consultants, monitoring the performance of the 
successful bidders and validating verification and valuation reports from those consultants. 


The successful candidates will have extensive professional working experience in forensic 
accounting arid litigation support, especially with large audit firms. Experience in the 
construction and engineering industry and the oil sector, along with project management 
capabilities, will be an asset. Candidates should also possess a working knowledge of 
valuation techniques and methodologies. 
Required qualifications: 

* Chartered Accountant, Certified Accountant, Certified Public Accountant or similar 

national qualification; 

« A minimum of five years of post-qualification professional work experience; 

* Fluency in written and spoken English; and 

* Strong written and oral presentation skills. 

Women candidates are strongly encouraged to apply. 
Contract: One year, renewable. 
|. Positions available as from 1 January 1999, as well as rostering for future openings. 
Indicative minimum annual remuneration (including variable post adjustment): 
139$79,396 (pross/US$63,361 (net). 
These figures are calculated before addition of allowances for staff members with 
dependant family members, and deductions for insurances and pension contribution. 
Given the expected high number of applications, only the shortlisted candidates will be 
contacted. 
Candidates should send a detailed Curriculum Vitae to: 
> Executive Office 
United Nations Compensation Commission 
Palais des Nations, CH-1211 Geneva 10 
Switzerland 
Fax: 441-22-917-0382 


















“Deadline: 11 December 1998 


Pension System Professionals 


IMCC is a U.S.-based consulting. firm specializing in financial sector 
development for international agencies, governments and private sector 
clients. A major focus area is Pension System Reform, including Insurance 
Reform. We are seeking professional candidates with skills and experience 
T in the following areas for short- and long-term assignments on Pension and 
| Insurance Reform projects worldwide: 
* Private pension fund development and support (Private 
Pension Fund Expert) 
* Insurance industry development and regulation (Insurance 
Expert) 
+ "Dráfting pension/insurance legislation and regulations 
(Lawyer, Regulator) 
* Actuarial analysis involving the design of public and private 
pension and insurance programs (Actuary) 
* Pension administration and systems development (Pension 
Administrator) 
* Design and development of Management Information 
Systems for pension systems (MIS, IT) 
+ Fiscal impacts of pension system reform 
* Demographic and labor economics as applied to pensions 
and insurance 
* Capital markets development (with investment portfolio 
management experience) 


Previous foreign work is highly desirable. Please send resumes to; 













































































Attention: Barbara Hamilton 
2101 Wilson Boulevard, Suite 900 
Arlington, Virginia 22201 

fax: (703) 524-6564 : 
e-mail: bhamilton)imcc.com 
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To keep pace. with our significant’ expansion within Europe, we invite 










PS operates in English and Spanish. Knowledge of French also is desirable. 


from the IPS Secretariat in Rome. Please contact: Ms. Claudia Diez de 
Medina, Inter Press Service, Via Panisperna 207, 00184 - Rome, ITALY, 





LECG Ltd — 


applications for three new positions: 
Senior Economists 
~ Competition Policy; 
~ Broadcasting and Telecommunications; 
~ Electricity Markets 


The successful applicants will perform economic analysis, draft reports and 
supervise related staff. Candidates must have an advanced degree, preferably 
a Ph.D., in Economics, strong quantitative econometric skills, and superior 
writing ability. At least four years of experience in an antitrust agency or 
consultancy or in the relevant sector is desired. 














Special compensation programs are available for candidates with 
entrepreneurial interests. 





The successful candidates. will work with and support experts who are 
leading academics in the fields of competition and regulation and business 
strategy in broadcasting, telecoms and electricity. The work will include 
reviewing cases across European jurisdictions, assisting in presentations to 
pan-European clients, such as legal practices, investment banks, 
international corporations and government agencies. A high proportion of 
work is shared between the international offices of LECG, which offers the 
opportunity for our economists to maintain and build on their academic 
skills, with early client responsibility. A second European language would be 
an asset, Essential is the ability to work effectively under time pressure in an 
informal atmosphere where the highest academic standards are maintained: 
Secondment to our Brussels office is a possibility, 














Please send to us by post, fax or e-mail a cover letter, CV, names of two 
references and salary requirements toi- 








Senior Recruiter 
LECG Ltd 
44-45 Chancery Lane 
London, WC2A 1JB 
E-mail: senior.recruiter&lecg.com 
Fax: +44 (171) 269 0515 











. IPs INTER PRESS SERVICE 
" VACANCY ANNOUNCEMENT 


DIRECTOR GENERAL 
31 December 1998 
IPS Central Office, Rome 





Post Title 
Deadline for Applications 
Duty Station 






Inter Press Service, an international news agency run by a non-profit 
international association of journalists, is looking for a dynamic Director 
General to lead the organisation into the 21st Century. IPS, the world's 
leading provider of information on global issues, is backed by a network of 
correspondents in more than 100 countries, with satellite communication 
links to 1,200 outlets. IPS focuses its daily news coverage on the events and 
global processes affecting the economic, social and political development of 
people, especially in the South. 










The Director General will be responsible for the overall management of the 
organisation, its day to day operations and its editorial policy, in accordance 
with the overall objectives and strategic operational guidelines as defined by 
the IPS Board. He/she will assure the financial viability of IPS and represent 
the organization to the international and donor community. 






Applications (CVs) are invited from those with: advanced university 
degrees; experience in management, in marketing media/information 
products and in activities related to development cooperation; sensitivity to 
issues and cultures of the South; in-depth knowledge of international affairs 
and. of media, information, and communication systems and markets; ability 
to raise funds; strong commitment to the objectives, ethics and professional 
legacy of IPS. 










A full job description is available at the IPS web-site http://www.ips.org or 









Tel: 39.06 485 692/ 487 1363, Fax: +39.06 481 7877 E-mail: kosi@ips.org 
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The Economist Intelligence Unit's 


Management portfolio 


Pull the pieces of the management puzzle together 


anagers. 
_ Managing cus 
lessons fror 











€ € — d mm 








How to order: Tick the boxes of the reports you would like to eil PUE a cheque for USS_ = — (made payable to the 
order and send this order form to: The Economist Intelligence, Unit — — "«onomist Group (Asia/Pacific) o S MN = i 
25/F, Dah Sing Financial Centre, 108 Gloucester Road, Wanchai, Hong -— Please charge US$. tomy iJ Amex LJ Visa 1J MasterCard 


Kong Tel: (852) 2802-7288 Fax: (852) 2802-7720 








| Account No Expiry date 
|Report — ___| Price | Quantity; Total 
Managing business risks in the information age | US$595 


T 
Vision 2010: Designing tomorrow's organisation [uses 








Signature (signature required on all credit-card orders) 


.. Please proforma invoice me (reports to be sent upon receipt of payment), 

































| 
T + 
Managing customer relationships | US$495 | l - 
F + Name job tile 
The evolving role of finance US$395 i 
$ T Company 
Save USSIOO when you order Subtotal: bh 
more than one report Less discount: | Address 








L] Lam paying by telegraphic transfer to: The ak m TORE 
HongKong and Shanghai Banking Corporation Total: ELU 
Ltd. 1 Queen’s Road, Central, Hong Kong. Tel Fax asd 
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When lawsuits make policy 


N MANY places in America it is now easier 
to carry a concealed weapon in public 
than it is to smoke a cigarette. Is it possible 
that America has its priorities a bit, shall we 
say, upside down? Tobacco and guns raise 
passions in America toan intensity which ap- 
pears bizarre to the rest of the world. Both to- 
bacco and guns harm people. How best to 
warn of their dangers and regulate their use is 
an issue everywhere. But no other country has 
chosen, like America, to turn smokers into so- 
cial pariahs while making it easier and easier 
to own and carry guns. A society armed to the 
teeth but with clear lungs may be a worthy 
aim, though that is surely open to doubt. 
Recently America has embarked on an even more disturb- 
ing course. American public officials have usurped demo- 
cratic debate on both tobacco and handguns by launching a 
wave of lawsuits designed to win through legal threats what 
they have been unable to win in Congress and state legisla- 
tures—stricter regulation and heavier taxation. This unjusti- 
fied recourse to the courts, unique in the world, now poses a 
bigger threat to Americans than either tobacco or guns. 


Smoking guns 

Attorneys-general from eight American states unveiled this 
week a $206 billion deal with tobacco companies to settle all 
state lawsuits against them (see page 35). The deal is a scaled- 
down version of a $368.5 billion settlement which failed to 
gain the required approval of Congress earlier this year. The 
latest plan does not require congressional approval, and it is 
expected to win the agreement of officials from enough states 
to succeed. To be paid over 25 years, and involving restric- 
tions on cigarette advertising and marketing, it will be the 
biggest legal settlement in history. But it is not enough for 
some. Incredibly, many anti-tobacco campaigners oppose it 
for letting the industry off too lightly. 

In direct imitation of the states’ anti-tobacco litigation, 
big-city mayors are now planning to use lawsuits to bring the 
gun industry to its knees. At a glitzy press conference on No- 
vember 12th, Richard Daley, the mayor of Chicago, an- 
nounced that his city had filed a $433m suit against gun 
shops, manufacturers and distributors. Two weeks earlier, 
New Orleans filed a suit against gun-manufacturers. Los An- 
geles, Philadelphia and San Francisco are expected to follow 
in the next few months. A group of mayors is discussing an 
even more ambitious plan for as many as 60 cities to file suits 
against the industry on the same day next year. 

Yet using the courts to bully industries in this way is an 
abuse of the legal process and an evasion of democratic 
accountability. It promises to inflict on consumers, as well as 
companies, punitive levels of taxation and regulation which 
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are not supported by most voters. Worse, if 
the tobacco and gun suits succeed, public offi- 
cials eager to swell their budgets with huge le- 
gal payments will look for new targets. Alco- 
hol, junk food, fast cars—the list of potential 
victims is a long one. If legal extortion comes 
to replace the democratic process, everyone 
will suffer. A legal system which, despite its 
occasional excesses, enjoys the support of 
most Americans will be brought into 
disrepute. Any rational debate about balanc- 
ing choice with risk will be abandoned as ir- 
relevant. Legislation will be replaced by liti- 
gation, deliberation by legal threats. 

In the case of tobacco, that already looks 
set to happen. For years tobacco companies, like gun-makers, 
have defeated nearly all suits brought against them by private 
plaintiffs because juries took the reasonable view that the 
risks of cigarettes and guns were well known. As unpopular as 
tobacco firms now are, they might also win the lawsuits being 
brought against them by the states. But with so many states 
arrayed against them, and with state attorneys-general threat- 
ening legal trench-warfare, cigarette makers have capitulated. 
Their settlement will be paid largely by smokers, not the com- 
panies’ shareholders. 

The arguments which state officials have used to justify 
their strategy are bogus. Because smokers die younger, they 
cost the public purse less than non-smokers, not more. And 
there is little evidence that a clear majority of American voters 
want tobacco more heavily taxed or tightly regulated. Con- 
gressmen seemed willing to defy tobacco lobbyists and sup- 
porta harsh settlement this year when they thought the public 
was behind it. In fact, there was little enthusiasm for it. In 
elections this month, two of tobacco’s most outspoken foes, 
attorneys-general Hubert Humphrey III of Minnesota and 
Scott Harshbarger of Massachusetts, lost bids to become gov- 
ernors of their states. 


Bypassing the voter 

If mayors succeed in using the threat of mass litigation to 
bludgeon gun-makers into submission, the results will be 
even more damaging. America sorely needs stricter gun-con- 
trol laws. And polls show that a majority of Americans sup- 
port them. But this majority is only loosely committed to 
tougher laws, and the sizeable pro-gun minority is vehe- 
mently opposed. If gun-control advocates achieve their goals 
by legal threats, rather than through properly enacted legisla- 
tion, it will be a Pyrrhic victory. With good reason, gun-own- 
ers will never accept their defeat as legitimate. The subject of 
guns will become as bitterly polarised as abortion, and just as 
incapable of resolution through debate or compromise. If 
pro-abortion groups had not pressed the Supreme Court into 
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a premature decision in 1973, abortion would probably be 
more widely available in America than it is today. 

Far from standing up for voters against powerful en- 
trenched interests, America’s mayors and state attorneys-gen- 
eral—and the anti-tobacco and anti-gun campaigners egging 
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them on—are themselves ramming down the throats of voters 
policies which they have not endorsed. If America is ever to 
get its priorities right on tobacco, guns or any other issue, it 
will do so only in the debating chamber of democratically 
elected legislatures, not through threats of mass litigation. 





George Washington rides again 


Backing rebels, whether in Malaysia or Iraq, is risky, but America is right to do it 


HE United States has been in revolutionary mode this 

week. Though his spokesmen deny that Vice-President Al 
Gore intended in his remarks in Malaysia on November 16th 
to incite anyone to rebel against the government, he minced 
no words in describing as “brave” the Malaysians who have 
been calling for political reform (see page 27). In Iraq, the 
United States now makes no secret of its earnest wish to see 
Saddam Hussein overthrown, or of its support for the opposi- 
tion groups that it hopes will be the instrument of its desires. 
Attempting thus to get rid of Mr Hussein, a despot with a long 
criminal record who is plainly dangerous both at home and 
abroad, may be considered highly desirable. But Malaysia is 
not Iraq. It is no danger to others, and is ruled by a relatively 
benign government whose head, Mahathir Mohamad, 
though autocratic, is constitutionally elected. Is the United 
States wading into dangerous waters? 

The answer is yes, but it is right to do so nonetheless, so 
long as it is aware of the risks. One risk, in Malaysia certainly, 
is that criticism may strengthen the hand of the government, 
not of the opposition it is intended to help. Sensitivities are 
acute in many countries, and criticism from foreigners, espe- 
cially from “arrogant” or “inconsistent” Americans, can often 
turn even opponents into nationalists. It may also upset other 
allies. Although the Philippines has been quick to applaud 
Mr Gore’s remarks, other countries in the region have been 
more reticent. They worry, no doubt, for the cohesion of the 
Asia-Pacific Economic Co-operation forum, whose meeting it 
was that brought the American vice-president to Malaysia in 
the first place. APEC is a fragile organisation, they may reckon, 
and needs to be strengthened, not weakened, if it is to last. 

Similar worries also apply in Iraq. Mr Hussein makes cap- 
ital from his readiness to defy the might of America, and this 
goes down well in parts of the Arab world, where the United 
States needs all the friends it can find. But other concerns 
loom larger in Iraq. In Malaysia, dangerous critics may get 
beaten up; in Iraq, if they are caught, they are certain to be 
tortured and killed. There are practical difficulties in helping 
them, too. The Iraqi opposition is ineffective, divided and 
largely in exile. Much of it is also unsavoury: many of those 
who might conceivably carry out a coup are themselves im- 
plicated in Mr Hussein’s crimes. And many of the others, hav- 
ing lost faith in getting decisive help from outsiders, have 
come to unspoken arrangements with his regime. 

It is conceivable that America could nonetheless fortify 
the opposition enough to worry Mr Hussein. After all, though 
the Bay of Pigs operation to remove Fidel Castro in 1961 
ended in fiasco, the decision to arm opponents of Soviet rule 
in Afghanistan in the 1980s proved much more effective. Yet 
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even this example should be cautionary. Driving the Russians 
out of Afghanistan involved a hideous civil war that even by 
1987 had claimed the lives of perhaps 1.24m people, mostly 
civilians. And out of it emerged a battle-hardened breed of 
Muslim fanatic, the Afghanis, who are now blamed for most 
of the acts of international terrorism carried out against 
Americans. One of the unintended consequences of a civil 
war in Iraq could be the break-up of the country. In an ideal 
world that might be desirable, especially if it led to the estab- 
lishment ofa state for one of the world’s stateless nations, the 
Kurds. But it would horrify Turkey, an American ally, never 
mind Iran and Syria, each of which has its own Kurdish mi- 
nority. Civil war in Iraq could turn into regional chaos. 


When values and interests coincide 


So why is America right to wade in? Essentially, in Malaysia, 
because America’s long-term national interest is to stand up 
for the values upon which George Washington’s country is 
founded and by which it still lives. These values sometimes 
produce awkward outcomes: it is possible, for instance, that a 
Malaysian government led by Anwar Ibrahim, the former fi- 
nance minister now being prosecuted for sodomy and cor- 
ruption, would be no easier to deal with than Dr Mahathir's. 
It might even be no friendlier to the West. But if democratic 
values are not openly defended by the United States—and by 
their other proponents, whether in Asia or anywhere else— 
they will not in the long run triumph, and people everywhere 
will be the poorer. Even in the short run, there will be costs. 
APEC, for instance, for all its fragility, is not well served by the 
studious lack of mutual criticism most of its members ob- 
serve: it will not gain strength through silence. 

In Iraq, more immediate considerations apply. As long as 
Iraq is run by a man who is plainly intent on gaining weap- 
ons of mass destruction, whatever his latest promises, the out- 
side world must do whatever it can to frustrate him. The 
means at its disposal are limited: weapons inspections, sanc- 
tions, diplomacy backed by the credible threat of force—and 
support for the opposition, both Arab and Kurdish, albeit 
without encouraging foolish ideas about independence for 
Kurdistan. All of these have their risks and drawbacks. None 
is guaranteed to work indefinitely. Indeed, imagination may 
be needed to make them work better, or at all. A way must be 
found, for example, to enable Iraq to pump the oil it is enti- 
tled to export, so that it can buy the food and medicine 
needed to alleviate the suffering of its people. But in the long 
run, in Iraq as in Malaysia, peace and prosperity will come 
only with stable democracy. America is right to say so. 
a 
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- Japan's leaky pump 





_ but may also do real damage 


HEN your economy has falling prices, rock-bottom in- 
-V terest rates, shrinking corporate lending and faltering 
.. consumption, the right macroeconomic remedy is fairly un- 
` controversial: an aggressive blend of fiscal and monetary ex- 
_ pansion to try to get demand rising again. As that is the plight 
- of Japan, this week's announcements ought to have been wel- 
come. The government announced a ¥24 trillion ($198 bil- 
lion) fiscal stimulus including public spending, tax cuts and 
government loans; the Bank of Japan announced plans to in- 
ject more money into the private sector by buying more com- 
mercial paper and by funnelling its own loans to companies 
through the banks. Yet the reaction was cool, to say the least. 
And it was combined with a new shock: Moody's, one of the 
world's top credit-rating agencies, stripped the world's big- 
gest creditor nation of its top-notch rating. 
Part of the reason for the coolness was familiar: the pack- 
age was vague, the numbers somewhat dubious, the effect on 
. demand perilously hard to estimate. That needn’t, however, 
:have been a problem if the package, combined with the Bank 
of Japan's new lending, looked as if it were going to do good, 
even if exactly how much good remained to be seen. The real 
trouble is that some of the measures look as if they will be 
harmful—so harmful, indeed, that the damage could well out- 
weigh the good from other parts of the package. 


How not to boost confidence 

The harm begins at the Bank of Japan, which until now has 

mainly been a bastion ofclear thinking in a muddled admin- 

istration. Its efforts to inject money into the short-term, com- 
“mercial paper market are sensible: they add liquidity without 
.. leading the Bank to take on big individual credit risks or di- 


The latest “biggest ever" fiscal stimulus in Japan is not only unconvincing 






























rectly to subsidise companies. But its other measures involve 
it doing precisely that. The central bank will lend more to 
banks as long as they in turn buy corporate bonds to offer 
collateral. And ofthe supposed Y24 trillion in the fiscal pac 
age, Y5.9 trillion will be in the form of corporate lendin 
through public sector institutions. 

For sure, the government is worried that companies are’ 
suffering from a credit crunch, and wants to lend more to: 
compensate for this. But this makes sense only if the extra 
lending is directed at creditworthy companies who are find- 
ing it hard, in the crunch, to borrow. Instead, the money will 
principally be used to keep alive firms that are in deep trou- 
ble, such as Nissan, the country's second biggest, and weakest, 
car maker. This will delay corporate adjustment and recovery, 
rather than encouraging it. And it is likely to give the central 
bank a long-term responsibility to keep corporate Japan on a 
financial life-support machine. 

No one, least of all politicians, relishes the thought of 
bankruptcies and unemployment. But will this actually help 
to avert such an outcome, or merely delay it? By increasing 
subsidies, by involving the central bank in handing them out, 
and by so far failing to reform the sickly banking system, these 
measures add to fears that the public deficit is not only grow- 
ing but being wasted. The more bad risks the government 
absorbs, the more the government itself looks a bad risk, and 
the more that consumers and investors will want to keep their 
money safe rather than spending it. If that happens, so the 
positive effects of tax cuts, extra public works schemes and 
voucher hand-outs to consumers will be neutralised or even 
outweighed. Which is also why Moody’s embarrassed Japa 
by lowering its credit rating. And rightly so. 





A confusing world economy 


_ Neither the Fed's interest-rate cut nor the IMF's package for Brazil offer 


: ud cause for celebration 


ITH the Dow Jones Industrial Average back at 9,000 or 
k ‘thereabouts, you might be forgiven for thinking that 
- the financial traumas affecting much of the world economy 
- this year had never happened. When the Federal Reserve cut 
: interest rates by another quarter ofa point on November 17th, 
the third such change in seven weeks, its chairman, Alan 
Greenspan, hinted that it might be the last cut for some time: 
the danger had indeed subsided, he explained, though the 
economy was still feeling some strain. And for good measure 
the IMF has announced its new package of assistance for Bra- 
zil; with this in place, you might argue, the chances are much 
better that the recent financial contagion will stop. Things are 
looking up--aren't they? We doubt it. 
Nobody knows what will happen in the world economy 
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over the coming months. It may be that a smooth adjustmen 
to the shocks of the past year will happen after all—meaning. 
that growth merely slows in America and Europe, rather than. 
coming to a halt or worse. But this pleasant prospect has been 
advanced little, if at all, by the most recent changes in policy. 
The proper verdict on the latest cut in American interest rates, 
as on the new financial package for Brazil, is that policymak- 
ers seem hardly any less confused today than they were when 
the trouble started. 

Why was another cut in American interest rates deemed 
wise? Perhaps Alan Greenspan knows something dreadful 
about financial fragility in America that the markets do not. 
Maybe another Long-Term Capital Management is about to 
cave in; possibly, regulators’ preliminary inquiries into the 
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risks that banks and securities houses have been taking in 
their dealings with hedge funds have turned up some horrors. 
None of this would come under the heading of “good news”: 
if this is why the Fed acted it would be wrong to regard the cut 
as cause for rejoicing. 

If, on the other hand, the Fed is not acting on gloomy pri- 
vate information of this kind, how does it justify the cut? The 
decision was announced alongside a small flurry of data in- 
dicating improving confidence and suggesting that the Amer- 
ican economy was stronger in the third quarter than had 
been supposed—that it had grown, in fact, at the unsus- 
tainably rapid pace of 4% (at an annual rate). The fact that 
share prices are almost back to their levels of the summer is in 
itself a main cause of financial fragility: what goes up too far 
may crash. If the market's exuberance was irrational when Mr 
Greenspan first said so, it is verging on the insane at the mo- 
ment. On the face of it, there was no need to validate the re- 
cent rise in equity prices by trimming rates again. 


Under construction 

Still, you might say, quarter-point shavings in interest rates 
are of little account compared with current efforts to rebuild 
the global “financial architecture”: the new package for Brazil 
is a better reason for optimism. This would be a generous as- 
sessment. Undeniably, Brazil poses an acute dilemma. As an 
economy, it constitutes the larger part of South America. If it 
succumbs to capital flight and forced devaluation, the dam- 
age will be great not only at home but across the region. There 


would surely be other, equally unnecessary, casualties. It 
would be sad for economic reformers everywhere if Brazil's 
bold (albeit unfinished) efforts to stabilise and strengthen its 
economy ended that way. The case for helping, and with re- 
sources adequate to the task, is strong. 

The trouble is that the package itself is rather short of the 
clever innovations one had been led to expect. This compli- 
cated bundle of different sorts of money from everybody the 
American Treasury could think of does have some new fea- 
tures. It is very heavily front-end-loaded, for instance (most of 
the $41 billion will be available quickly); yet much of the cash, 
it is hoped, will not be drawn down; and the loans, if used, 
will be short-term and relatively expensive (which is intended 
to reduce the moral hazard created by such operations). Even 
so, this is not the 1mF as a new kind of “lender of last resort". 
For instance, rather than demanding collateral (as America 
did when it lent heavily to Mexico during the tequila crisis in 
1994-95, and as would a classical lender of last resort) the 
Fund has applied orthodox conditionality; it will be interest- 
ing to see what happens if the conditions are not complied 
with. And the challenge of bringing private creditors into the 
mechanics of financial relief—a crucial issue—appears to 
have been ducked entirely. Altogether the plan is a turbo- 
charged version of other recent rescues rather than the radical 
rethink that governments have promised. 

These are fiendishly difficult questions. It would be 
wrong to expect simple solutions. But it is also wrong to draw 
much comfort from non-solutions, however well-intended. 





Déja vu in Indonesia 


President Habibie must put his trust in elections if he is to save 


his country from worse disorder 


NCE again Indonesia shudders. Six months after the 

bloody rioting that deposed President Suharto, at least 
another 14 people have been killed on the streets of Jakarta. 
And once again it is unclear who is behind the violence, 
though many Indonesians believe members of the security 
forces have deliberately provoked at least some of it. Promi- 
nent members of the opposition have also been rounded up 
in a hunt for “subversives” said to be plotting to overthrow 
the government. Stability is proving elusive. 

The comparisons with the dying days of Mr Suharto's re- 
gime are ominous, not least because it is his protégé, B.J. Habi- 
bie, who has taken over as president. The protesters now want 
Mr Habibie out, and the commander of the armed forces, 
General Wiranto, too (see page 28). Yet Mr Habibie has little 
room for manoeuvre. On one side he faces opposition leaders 
and students demanding faster reform, who are deeply suspi- 
cious of his links to Mr Suharto. On the other is his own gov- 
ernment, which is still largely as Mr Suharto left it. And the 
armed forces, Indonesia's most powerful institution, are also 
wary of Mr Habibie: unlike previous presidents, he has not 
risen from their ranks. 

Nevertheless, Mr Habibie does not seem intent to be 
merely an interim president; he is trying to build a power 
base. But if he is to stand any chance of becoming a leader 
with legitimacy, he has to ensure that Indonesia's rocky path 
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towards becoming a genuine democracy is a successful one. 

The most pressing need is to fix a date for an early par- 
liamentary election. The country's highest legislative body, 
the People's Consultative Assembly, ended its meeting on No- 
vember 13th with Jakarta consumed by the worst rioting since 
May, when 1,200 died. The assembly left it unclear whether 
theelection would be held next May, as Mr Habibie promised 
when taking office, or whether it would be delayed by a 
month or more. A month may not seem much, but the stu- 
dents are angry and impatient for change. Any delay, they 
fear, could lead to further postponement. 

Certainly, Indonesia needs time to organise for the elec- 
tion. The assembly began to sort out some details, such as re- 
writing laws so that the many new political parties that have 
sprung up can take part. Arrangements also have to be made 
to ensure a free and fair vote. But most Indonesians would 
probably prefer an early poll, provided that it is not rigged, 
and that it helps restore stability. Plenty of international help 
and advice is available. To go ahead with the election on 
schedule would be far less dangerous than delaying it. That 
would risk even greater trouble on the streets. 

Once the date is set for a May election, Mr Habibie should 
then bring forward his own day of reckoning. The plan is for a 
special assembly to name Indonesia's next president six 
months after the parliamentary poll. This is too long to wait, 
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and would lead to more instability, protests and perhaps mil- 
itary action. To his credit, Mr Habibie this week conceded 
that he would be prepared to step down earlier if the arrange- 
ments to choose a new president could be completed in time. 


Stay, but not too long 

Some Indonesians would rather Mr Habibie went now so 
that the country could be run by a transitional government 
that would include opposition leaders (and perhaps even Mr 
Habibie too). Yet this would neither make the country any 
easier to govern nor help economic recovery. It would, on the 
other hand, invite plenty of infighting, absorbing energies 
that would be better devoted to organising for the poll. The 
opposition, fragmented and inexperienced, is particularly ill- 
prepared. It will face the formidable electoral machinery of 
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the ruling party, Golkar, which, thanks to the 75 seats hitherto 
reserved for the armed forces, has a guaranteed block of sup- 
port in the 500-seat parliament. 

Indonesia’s armed forces not only defend the state; they 
also serve a political role, and soldiers are installed at every 
level of administration from the cabinet down. In time, this 
must end, but the assembly decided only to cut the number of 
military seats in parliament to 50 for the next election. This 
was hardly bold, yet it may prove to have been judicious. As 
the riots have shown, the armed forces are deeply divided. 
Some hardliners are looking for any excuse to launch a crack- 
down or even a coup. By setting an early date for a parliamen- 
tary election and picking a new president soon after, Mr 
Habibie could goa long way towards preventing his bloodied 
and confused nation from descending into chaos. 





The ageing of China 


Many people worry that there are too many Chinese. The real worry is 


that in future there will be too few 


FS years, people have had Malthusian nightmares about 
global population growth. Although, in some countries, 
too many babies have put pressure on food distribution, the 
environment and the supply of school places and health care, 
Malthus has mostly turned out to be bunk. But his gloomy 
predictions frightened successive Chinese Communist lead- 
ers into the most outrageous population policy the world has 
ever seen. Determined to quadruple Chinese living standards 
per head by 2000, Mao and his successors took the simple 
expedient of banning the growth in the number of heads. But 
the result will be to exacerbate an entirely new sort of demo- 
graphic crisis in the next century, when China will become 
the oldest poor country in the world. 

Some of what has happened in China has happened all 
over eastern parts of Asia: a phenomenon that Nicholas 
Eberstadt, an American demographer, has dubbed *a world 
population implosion". Far faster than in the industrial 
world, life expectancy has risen and fertility has declined. Yet 
China is ageing much faster than any comparably poor coun- 
try has ever done before, thanks at least partly to its one-child 
policy. Fertility seems already to have fallen below the level 
needed to replace the population. If that doesn't change, 
more than one in five Chinese will be 60 or older by 2030, 
and the absolute size of its workforce will have begun to de- 
cline. If this comes about, unlike most countries China will 
have grown old before, rather than after, it has grown rich. 

The main consequence will be a big burden on those of 
working age. Too many grandparents will need family and 
financial support; not enough youngsters will be around to 
provide it. Because the family still takes primary responsibil- 
ity for caring for the old, middle-aged women will find them- 
selves looking after several old folk, and unable to work just 
when they most need to be building up savings for their own 
old age. As for people at work, they will foot the bill for, 
among other things, health care and pension schemes. 

Even if these demographic trends were to change, China 
would still need to reform financial support for the old. A 
pension is a luxury enjoyed mainly by China's minority of 
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urban workers in state jobs; most old folks receive nothing. 
Still, the obligation on state firms to support former employ- 
ees is one ofthe biggest barriers to the industrial restructuring 
that China desperately needs to achieve (see page 29). To dis- 
entangle this mess, the government plans to create a single 
unified scheme. So far, though, it has merely created a new 
sort of mess, with pension obligations fragmented among 
municipalities, rather than among firms. 

Even more serious is the need to make sure that the money 
people are saving for their old age is well invested. The World 
Bank is urging the creation ofa properly funded scheme. Chi- 
na's savings rate is more than 40% of GDP; as in much of East 
Asia, baby-boomers are busily squirrelling away cash to help 
them through their twilight years. But in China, where banks 
are fragile and the stockmarket primitive, the pensions pile is 
a standing temptation to fraud and waste. 


Bring back babies 
The most basic issue for China, however, is whether the gov- 
ernment should continue to tell women how many children 
to have. The one-child policy has already softened at the 
edges: rural families are frequently allowed two children, es- 
pecially if their firstborn is a girl; and when two only-children 
marry each other, they are allowed two babies. But the govern- 
ment continues to intervene, on a scale unknown anywhere 
else in the world, in people’s reproductive behaviour. 
Chinese individuals have long had their fertility deci- 
sions interfered with by their extended families, but never be- 
fore, even in China, has the state itself decided how many 
babies millions of women should have. Undoubtedly, most 
families would like to decide for themselves how many chil- 
dren to have. Given the way fertility has declined throughout 
East Asia, it seems unlikely that births would rise dramati- 
cally if families were given plenty of advice, access to contra- 
ception and then left to themselves. But a few more babies 
would make all the difference to the lives of China’s old folk 
in a couple of decades from now. 
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All of these securities having been sold, this announcement appears às a matter or record only. 















































New Issue 
$2,808,000,000 
Fo ] Entertainment Group, Inc. 
een x 800,000 Shares . 
Class A Common Stock | 
The New York Stock Exchange symboli is FOX 
"ia, 720, 000 shared : 
fhe above. shares were under ritten by the following group of : 
Merrill Lynch International — " 
Allen & Company Incorpo ated 
y an Sachs International 
; n Witter 
Bear, Stear 
Merrill Lynch & Co. 
Allen & Company Incorporated " 
‘Goldman, Sachs s& Co, 
Bear, Stearns 
ABN AMRO Inco: BT Alex. Brown dit Suisse First Boston 
; Incorporated pues INN MS 
A.G. Edwards & Sons, Inc. ING Barings Furman Selz Lc Lazard Fréres & Co. LLC Lehman Brothers 
PaineWebber Incorporated Prudential Securities Incorporated Schroder & Co. Inc. 
TD Securities Warburg Dillon Read LLC Wasserstein Perella Securities, Inc. 
Sanford C. Bernstein & Co., Inc. Blaylock & Partners, L.P. Chatsworth Securities LLC Crowell, Weedon & Co.. 
Dain Rauscher Wessels Doley Securities, Inc. Gerard Klauer Mattison & Co., Inc. Guzman & Company 
A division of Dain Rauscher Incorporated 
Interstate/Johnson Lane Janney Montgomery Scott Inc. Legg Mason Wood Walker. May Davis Group Neuberger Berman, LLC 
Corporation Incorporated 
Pryor, McClendon, Counts & Co., Inc. Raymond James & Associates, Inc. The Robinson-Humphrey Company 
Sands Brothers & Co., Ltd. Tucker Anthony Utendahl Capital Partners, L. P. Wheat First Union 
incorporated A Division of Wheat First Securities, Inc. 
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LATIN AMERICA AND THE MARKET 


r 


Will Latin America’s coming economic slowdown undermine the region’s 
broad but quite recent rediscovery of free markets and democracy? Pro ably 
not. But it ought to make reformers less complacent 


HE 14,000 production workers at Fiat's 
giant car factory near the Brazilian city 
of Belo Horizonte took a holiday last week. 
But it is one they would rather not have 
had: for the third time in two months, the 
-— factory was temporarily closed. Not alone. 
Brazil’s car industry, bursting with new 
. plants, and, until a year ago, full of expan- 
sionary optimism, is now grappling with 
lay-offs and short-time. Output is running 
at 25% below last year's levels, and a record 
200,000 unsold cars are stockpiled. 

Why? Because Brazil had to defend its 
currency, the real. As $30 billion fled in Au- 
gust and September, the central bank first 
raised interest rates ferociously (to 43% and 
up, while inflation is 3%). Then—with Presi- 
dent Fernando Henrique Cardoso safely 
re-elected—the government announced tax 
rises and spending cuts, to slash a fiscal def- 
icit heading for 8% of Gpp. Last week came 
an IMF-ed $41 billion package for Brazil. 
But it still faces a struggle to rebuild confi- 
dence. Congress is yet to back the new mea- 
sures, foreigners to resume investment. Bra- 
zil will probably pull through—but at a 
cost: some economists see unemployment 
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reaching 13% next year. 

And though Brazil is worst hit, tough 
times lie ahead throughout Latin America, 
albeit the much-feared meltdown has not 
happened. Mexico’s peso recently slid by 
some 20% (before a modest recovery) and a 
resultant blip in inflation may wipe out a 
slight recovery in real wages. Many busi- 
nesses in Mexico are scaling down invest- 
ment as profits fall. Argentina’s industrial 











production in September was 2% less than 
a year earlier. This month its car plants cut 
hours, after a slump in sales to Brazil. Even. 


Chile, after a decade of 7% annual average 


growth, will barely expand in 1999. All on 
top of the blows inflicted farther north by 
El Niño and now Hurricane Mitch, 

For the eight biggest economies com- 
bined, J.P. Morgan, an American bank, fore- 
sees nil growth next year. Some are less 
gloomy. But in Latin America little or no 
growth does not mean standing still: it 
means sliding backwards. Income per per- 
son will fall, poverty rates will rise. 


Prosperity postponed 

The setback is all the more bitter because 
things had been going well. The region's 
early-1980s debt crisis plunged it into sev- 
eral years of stagflation and rising poverty, 
but also hastened the end of military re- 
gimes, Since then, democratic govern- 
ments in many countries have brought in 
free-market reforms, taming inflation, 
opening to foreign trade and investment, 
and privatising extensively. 

These reforms were controversial, some 
fiercely resisted, because, at first, they often 
seemed to favour the rich, while hurting 
some middle-class people, and unionised 
workers who had previously done well out 
of the state; many now found themselves 
jobless. Yet, despite a scare in 1995, after 
Mexico's peso collapse brought recession 
there and in Argentina, and stress else- 
where, reform at last seemed to be paying 
off. Both those countries recovered swiftly, 
and in 1997 Latin America overall recorded 
its best economic performance since 1982, 
growing at 5.5%, with inflation below 10%. 

Now, once again, it seems, prosperity is 
to be postponed. Those who opposed free- 
market reform (neoliberalismo to Latin 
Americans, though this is more a term of 
political abuse than of economic analysis) 




















21 











feel vindicated. Look, they say, tearing 
down the barriers to trade and investment 
has left our economies even more vulner- 
able, innocent victims of the volatile hu- 
mours of foreign fund managers. These crit- 
ics, who include the traditional left, nation- 
alists, and some businessmen, argue that 
governments should instead favour “na- 
tional” investment and products, impose 
exchange controls, and (say some) inter- 
vene more actively to redistribute wealth. 

Such criticisms should not be lightly 
dismissed. In many countries, the pay-off 
from reform has indeed been disappoint- 
ing. True, Latin America’s widespread pov- 
erty, inequality and discontent pre-dated 
the reforms; but that does not make them 
any less real. It would be naive to assume 
that democracies can forever thrive against 
such frustrations. And there is a precedent: 
the collapse of international credit and of 
world demand for commodities at the start 
of the 1930s ended half a century or so of 
civilian regimes and a liberal economic or- 
der in many countries of the region. 

Those who foresee an authoritarian or 
populist reaction against reform point to 
Venezuela, and the avenging figure of Hugo 
Chavez, the then paratroop colonel who in 
1992 came close to toppling democracy 
with a would-be coup, and who now is the 
front-runner in next month’s presidential 
election. True, part of his appeal lies in his 
promise to clean up politics. True too, he 
has backed away from earlier threats to take 
dictatorial powers and impose a siege eco- 
nomy (and debt default). And of course he 
may not win. But his commitment to de- 
mocracy or to the market remains untested. 
He might halt Venezuela’s opening of its oil 
reserves to foreign companies, and raise 
tariffs to protect agriculture and manu- 
facturing. He has talked of a constituent as- 
sembly, which might close Congress and 
grant him sweeping powers. 

That route is one already travelled, in 
1992, by Peru’s Alberto Fujimori, today a re- 
elected autocrat who—whatever his neo- 
liberal economics—has defied public opin- 
ion in pushing first legislators, then judges, 
to pull down all constitutional bars to his 
running for a third term in 2000. There are 
authoritarian threats elsewhere: Colom- 
bia’s extreme left and right; General Pino- 
chet’s friends in Chile’s business, security 
services and the Independent Democratic 
Union, its unmodernised right-wing oppo- 
sition party; Lino Oviedo, Paraguay's for- 
mer army commander and would-be po- 
litical messiah. Even now, Mexican demo- 
cracy remains a noisy work-in-progress. 


Swinging left, or backwards? 
It is not hard, either, to detect political resis- 
tance to market reform. Some voters and 
legislators alike plainly think there has 
been too much already. 

In Mexico, structural reform such as pri- 
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vatisation has made little progress under 
President Ernesto Zedillo. The opposition, 
which since last year has controlled Con- 
gress, wants to oust Guillermo Ortiz, the 
central-bank president, a free-marketeer, 
because of his earlier role in an ill-con- 
ceived bail-out of the country's private-sec- 
tor banks (and bankers). In Brazil, senior 
figures in Mr Cardoso's own party have not 
concealed their dislike of the new austerity 
package, nor their support for higher tariffs 
and controls on capital outflows—in other 
words, a selective debt default. Argentina's 
Congress this year thwarted a government 
proposal to free the rigid labour market; in- 
stead, it passed a law that keeps trade- 
union power largely intact. And presiden- 
tial elections next year could bring centre- 
left leaders to power in Argentina, Chile 
and two small countries, El Salvador and 
Uruguay. Is Latin America about to turn its 
back on the market, or even on democracy? 














The answer, almost certainly, is no. 
Look closer and Mr Chavez emerges as an 
exception, not the leader of a trend. Much 
of Venezuela's discontent stems not from 
reform, but its absence. Oil financed a 
bloated state, and a patronage system oper- 
ated by the two traditional parties, which 
alternated in central power from 1958 until 
1994 (and that year's new president, Rafael 
Caldera, founder of one of them and presi- 
dent from 1969 to 1974, was hardly a break 
with the past) Neither Venezuela's econ- 
omy nor its political system has adapted to 
a low oil price. No longer able to hand out 
largesse, the old politicians have earned 
mounting public anger at corruption, in- 
flation and poverty. A generation ago, this 
was Latin America's richest country; today, 
two in three of its people are poor. 

In differing ways, both Mexico and Co- 
lombia also share the turmoil associated 
with moving from a political system in 
which power was confined to a relatively 
restricted elite to a more inclusive democ- 
racy. Yet many of Venezuela's ills are more 
typical of Latin America's recent past than 
of its future. Where stability, both political 
and economic, has been achieved, voters 
have shown they value it. 











Brazilians in 1994 elected Mr Cardoso, 
who as finance minister that year had 
launched the real and the anti-inflationary 
plan of which it was the centre. His oppo- 
nent then was Luiz Ignacio Lula da Silva, 
standing on a populist, “old-left” platform. 
This October, despite, or because of, its eco- 
nomic difficulties, Brazil chose Mr Cardoso 
again, over the same rival. 

Mexico's left-wing Party of the Demo- 
cratic Revolution clings to old-left ideas; 
polls suggest defeat for it in the presidential 
election of 2000. In contrast, why do leftish 
candidates in Argentina, Chile and El Sal- 
vador look well placed? In large part, be- 
cause they have moved to the centre, ac- 
cepting the market and the importance of 
macroeconomic stability, though (or, in- 
deed, and) wanting to complement it with 
political reforms, or, for example, tighter 
regulation of privatised monopolies. Per- 
haps not coincidentally, these are the coun- 
tries where structural reform has gone fur- 
thest, and growth has been strong. 


An unfinished agenda 


That said, Latin America's recent financial 
scare will prompt a rethink about econo- 
mic policy—and should give governments 
an incentive to far more boldness both in 
structural reform and in tackling the many 
defects of Latin American democracy. 

Brazil's trouble arose partly from un- 
lucky timing—its victory over inflation was 
still unconsolidated when the Asian crisis 
struck—but mainly because its politicians 
had seen no urgency in tackling the fiscal 
deficit (whose size was in part due to the 
end of inflation) as long as foreigners were 
ready to finance it. When the world took 
fright, Brazil's response was complicated 
by this October's elections. The government 
shirked some of the deficit-cutting prom- 
ised last year, and held off announcing 
some ofthis year's steps till voting was over. 
Even now Congress may drag its feet. Still, 
the plans are orthodox enough. Elsewhere, 
most governments reacted to the market 
shock with similar orthodoxy, tightening 
monetary and fiscal policy, and faster. 

In several countries, financial stress is 
in fact likely to stimulate swifter market re- 
form. Brazil’s government at last this 
month won congressional approval for its 
much resisted pension reform. It plans new 
laws to make the labour market more flexi- 
ble. Ecuador, like Venezuela an oil exporter, 
this year embarked on a long-postponed 
stabilisation programme, involving pri- 
vatisation and an IMF agreement. Chile has 
approved a law to cut its already low im- 
port duties. Several countries, including 
Guatemala and Argentina, are pushing on 
with privatisation. 

Confounding past stereotypes, Latin 
America is thus eschewing both a return to 
populism and a general retreat to protec- 
tionism (though Brazil has fiddled with 
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anti-dumping rules and tariffs) And while 
Mr Cardoso and others have talked of a 
0.576 tax on short-term capital inflows, until 
there are again flows to tax that is little 
more than talk. Both Brazil and Chile have 
had such taxes—and have eased them in the 
past year as capital has grown scarcer. 

As to control on capital outflows, such 
as Malaysia imposed recently, Latin Amer- 
ica has resisted this. It had controls in the 
early 1980s, yet plenty of local money man- 
aged to flee the debt crisis then, not to re- 
turn for a decade or more. Taught by experi- 
ence, governments now seem determined 
not to try again. "The biggest capital we 
have in the region now is the stock of our 

past mistakes, which protects us from re- 
; peating them,” says Enrique Iglesias, chair- 
man of the Inter-American Development 
.; Bank (IDB). "ve never seen such commit- 
_ ment to defend what's been achieved with 
|: sO many years of pain and adjustment.” 
oc Provided Brazil’s new rescue works, and 
| the world economy avoids catastrophe, this 
orthodox policy-tightening may yet prove 
enough to ensure a fairly speedy recovery. 
; Butit leaves open the question ofhow Latin 
| America can make itself less vulnerable to 
volatile capital flows. 

One answer is simply to maintain 

. much tighter macroeconomic policies. The 
region was hit partly because higher growth 
had brought large current-account deficits. 
A second answer is to solidify banking sys- 
tems. These have been much improved, no- 
tably in Argentina, which suffered bank 
failures and a run on deposits in 1995. 
Since then, more than 50 weak banks have 
closed or been bought, and strong foreign 
banks now account for over 4096 of the sys- 
tem. Moreover, the government has not 
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only imposed a deposit-insurance scheme, 
but recently tightened banks’ liquidity re- 
quirements, especially on foreign borrow- 
ing. This year, despite the collapse of two 
middle-sized banks, and fears of a Brazil- 
ian devaluation, deposits in Argentina’s 
banks have risen. Other countries, Mexico 
especially, could well learn from it. 
Another issue is exchange-rate policy. 
Most economists think Brazil needs a mod- 
est devaluation, if it is to generate enough 
export growth, and so a better trade bal- 
ance, to reduce its dependence on short- 
term capital. Once calm is restored, it 
may—though its economic team says not— 


adjust its exchange-rate system (a managed . 
crawl, which lets the real slide against the 


dollar by 7.5% a year). The trouble is that 
when emerging countries try such modest 
adjustments, markets tend to panic. Opin- 
ions are now polarised around two ex- 
tremes: Mexico's free float; and Argentina's 
rigid currency-board system, which limits 
its local money supply to the level of its for- 
eign-exchange reserves, and ties its peso, 
one-for-one, to the dollar. 

The argument is not just technical. An 
external shock under Mexico's system is 
likely to mean, as it has recently, inflation 
and falling real wages; under Argentina’s, 
less liquidity and higher unemployment, 
as in 1995-96. Both are unwelcome, politi- 
cally as economically, but they are not the 
same, and other Latin Americans will be 
watching closely how the two economies 
compare in the next year or so. 


Educating for equality 
In Latin America’s shanty towns, however, 
other issues are on people’s minds. If opin- 
ion polls show only grudging support for 
democracy in the region, it may be because 
the politicians have done disappointingly 
little to improve the quality of life for ordi- 
nary people, in two main areas: personal 
security and social fairness. 

Some blame Latin America’s high and 
rising levels of crime, especially 
violent crime, on the end of dicta- 
torial and paternalist regimes, 
and on higher unemployment. 
These may among the reasons, 
but they are not the whole story. 
The phenomenon is complex. Its 
causes include rapid urban- 
isation, the illegal trade in drugs 
and arms, and mere demogra- 
phy—Latin America now has a 
bulge of teenagers, which in time 
will slim. 

Where democratic govern- 
ments can be blamed is the low 
priority many have given to po- 
lice reform. Or to corruption, 
which is made more noticeable 
by democracy—and in its turn 
makes austerity harder to bear. 

But perhaps the most politi- 







cally damaging failure of democracy and 
market reform alike has been their failure 
to reduce deep-rooted inequalities. Latin 
America's income distribution is the most - 
unequal in the world. According to a new 
IDB Study, in the region as a whole, the rich- 
est 10% of the population gets 40% of over. 
all income, the poorest 30% only 7.5%. 

Yet again, this is not new. It is partly a 
function of Latin America’s stage of devel- 
opment: labour is more plentiful, therefore 
worse-rewarded, than capital; rapid utban- 
isation at first increases inequality, because. 
city dwellers earn more; past neglect of - 
schooling means that an educated minor- 
ity.earn unduly well, But the ips sees local 
factors also at work. The region’s abun- 
dance of natural resources is a mixed bless- 
ing. Mining and large-scale tropical agri- 
culture suck up scarce capital, while 
offering relatively few jobs. And wildly fluc- 
tuating commodity prices contribute to the 
boom-bust cycles characteristic of Latin 
America and damaging to its prosperity, 
investment and creation of jobs. 

To make inequality worse, as compa- 
nies have modernised to compete in open 
markets, the immediate effect has been to 
raise the demand for and pay of skilled 
workers, especially graduates, while many 
unskilled ones have lost their jobs. Reform 
has produced higher growth, and cut pov- 
erty rates, but has not reduced inequality. 

The case for Latin America to make a 
much bigger effort in education—and not 
only at primary levels—has rarely been put © 
more clearly than in the 1p study. In fact, 
there is an unusually wide consensus in the 
region that the way to a fairer society is 
more, and more efficient, spending on edu- 
cation and health for the poor. There is also 
far more agreement than in the past that 
the way to make this possible is to create 
competitive market economy. Far from un 
dermining such a consensus, Latin Ameri 
ca's current woes underline the urgency of | 
putting these policies into practice. 
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Brave words 


At the annual meeting of 
APEC, Malaysia's foreign 
minister accused the Ameri- 
can vice-president, Al Gore, of 
inciting lawlessness after he 
praised the country’s “brave 
people” for demanding politi- 
cal reform. APEC's 21 mem- 
bers failed to approve a plan 
for freer trade, but Japan and 
the United States announced 
a $10 billion fund to help re- 
structure private-sector debts. 





In Tokyo, President Clinton 
gave the Japanese yet another 
pep talk on reviving their 
economy. The same day, Ja- 
pan's defence chief, 
Fukushiro Nukaga, an- 
nounced his resignation over 
a procurement scandal. 


Indonesia's armed forces 
expressed regret for the death 
of at least 14 people, some of 
them students, after troops 
opened fire on demonstrators 
in Jakarta. Protests against the 
government continued. 


In Cambodia a four-month 
deadlock was resolved when 
rival political parties agreed 
to form a coalition govern- 
ment. Hun Sen will be the 
sole prime minister and 
Prince Norodom Ranariddh 
will be president of the Na- 
tional Assembly. 


Ten thousand Indian troops 
carried out a mock assault 
on an island near the border 
with Pakistan. Ships, tanks 
and aircraft took part in one 
of the biggest such exercises 
in the country for a decade. 
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Talking Turkey 





The leader of Turkey’s out- 
lawed Kurdish Workers’ Party, 
Abdullah Ocalan, was ar- 
rested in Italy. The two coun- 
tries’ governments began 
wrangling over his extradi- 
tion as Kurds resident in 
Rome protested in the streets 
and Turkey cracked down on 
the legal party associated 
with him. 


An appeal court upheld a 
conviction against Jean-Ma- 
rie Le Pen, leader of France's 
extreme-right National Front, 
for assaulting a Socialist can- 
didate in last year's general 
election. But the ban on his 
holding office was reduced 
from two years to one. 


The European Court of Au- 
ditors said that 5% of the EU's 
budget was mismanaged— 
costing taxpayers some $6 bil- 
lion—and that an EU pro- 
gramme to make Soviet-de- 
signed nuclear reactors safe 
was particularly wasteful and 
ineffective. 


A United Nations tribunal in 
The Hague convicted a Croat 
and two Muslims of war 
crimes against men and 
women in a Bosnian prison 
camp in 1992. It was the first 
such trial to deal with atroc- 
ities against Serbs. 


Nikola Poplasen, the Bosnian 
Serb Republic's newly 
elected president, said he 
wanted a fellow hardliner, 
Dragan Kalinic, to be prime 
minister. International 





groups helping to organise 
the election refused to ap- 
prove his candidacy. 


Brink man 


With American bombs only 
minutes away, Saddam Hus- 
sein agreed to co-operate 
with the UN weapons inspec- 
tors, who then returned to 
Baghdad. Bill Clinton called 
off the raids but said they 
would take place without 
warning if Iraq broke its 
word. He also said America 
would work to help Iraqi op- 
position groups seeking to 
overthrow the regime. 


The Zimbabwean govern- 
ment served notice that 841 
mainly white-owned farms 
will be seized, with com- 
pensation to be settled later, 
according to the Commercial 
Farmers Union. Foreign do- 
nors are expected to freeze 
loans to Zimbabwe in protest. 


Hundreds of exiles from 
Rwanda, many said to be 
linked to the 1994 genocide 
there, have gone to Congo to 
fight for President Kabila 
against rebels backed by the 
Rwandan and Ugandan gov- 
ernments. The rebels claimed 
to have taken two more 
towns in the south-east. 


A presidential election in 


Burkina Faso was boycotted 
by the opposition. 


Smoking guns 





In the largest-ever settlement 
in a civil suit, the four biggest 
cigarette-makers in the 
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POLITICS THIS WEEK 


United States reached agree- 
ment with eight states to pay 
$206 billion over 25 years, 
and restrict advertising, in ex- 
change for the removal of the 
threat of state lawsuits to re- 
coup the costs of treating 
smokers. 


The House Judiciary Commit- 
tee, considering President 
Clinton's impeachment, ex- 
panded its list of witnesses to 
the inquiry as it prepared to 
hear testimony from the spe- 
cial prosecutor, Kenneth 
Starr, whose remarks were 
leaked to the press. He said 
the evidence suggested that 
the president “repeatedly 
used the machinery of gov- 
ernment and the powers of 
his office to conceal his rela- 
tionship with Monica 
Lewinsky from the American 
people... and from the 
grand jury.” 


Paula Jones accepted a pay- 
ment of $850,000, but no 
apology, in return for drop- 
ping her sexual-harassment 
suit against Mr Clinton. The 
tapes of Monica Lewinsky's 
sometimes-tearful conversa- 
tions with Linda Tripp about 
her affair with Mr Clinton 
were released by Congress. 


A new, independent body to 
appoint judges in Argentina 
started work. It could prove a 
giant step forward for a coun- 
try whose courts are often ac- 
cused of bias. 


The 1MF and the United 
States joined several coun- 
tries already offering debt re- 
lief to Central America, hit by 
Hurricane Mitch. 


Colombia's peace process 
hit early trouble. The govern- 
ment wants a few soldiers to 
stay, for “logistical” purposes 
in the new demilitarised 
zone. No way, said the FARC 
guerrillas. Meanwhile, the 
government declared an 
“economic emergency”; 
banks are in trouble. 
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Few ripples 


| 
Japan announced a Y24 tril- | 
lion ($198 billion) emergency | 
economic package, one that — | 
‘had been flagged for months 
but which drew a cool re- 
sponse from the financial 
markets. The main elements 
are spending on infrastruc- | 
| ture; tax cuts; subsidies for | 
i 








“| eredit-crunched companies; 
and shopping vouchers to 
stimulate consumer spend- 
ing. The next day, Japan lost 
its coveted triple-a rating 
when Moody’s downgraded 
its sovereign debt a notch, 














In its latest twice-yearly re- 
port on the economic state of 
the world, the oEcp fretted 
that Japan’s sick banking sec- 
tor would fail to revive, 
crimping growth for all the 
OECD's 29 member countries. 
| Apart from a variety of "ifs" — 
_ | ifJapan’s banks don't col- 
- | lapse, if share prices don’t 
| dive, if emerging economies 
| j remain fairly stable, if central 
-| banks cut rates—growth in 

| 2000 could perk up. 








| The Federal Reserve cut 
| American interest rates bya | 
| quarter point: its key federal 
_ | funds rate was reduced to 
4.75%, the discount rate to 
4.5%. It was the Fed's third cut 
in seven weeks. The Dow 
Jones Industrial Average rose 
above 9,000 for the first time 
since July. 





Brazil is to receive $41.5 bil- 
lion in a rescue package de- 
signed to stop the country be- 
coming a victim of the Asian 
crisis. The IMF is providing — | 





BUSIN 








$18 billion, with develop- 
ment banks and 20 countries 
providing the rest. Brazil 
promised to cut $23.5 billion 
off its budget deficit; Con- 
gress quickly passed decrees 
that will save $6.5 billion. 


Europe splices 


In a continuing mood of 
cross-border consolidation in 
Europe, a German conglom- 
erate, Viag, is in "co-opera- 
tion" talks with smaller 
Alusuisse, a Swiss industrial 


| group; both have big stakes in 


chemicals and packaging. The 
market capitalisation of the 
two combined would 
amount to some $25 billion. 


Most European stock ex- 
changes are signing up to the 
London/Frankfurt alliance 
announced in July. Attempts 
to build a rival alliance 
around Paris have collapsed; 
Amsterdam, Madrid, Milan 
and even Paris itself now say 
they want to join the Anglo- 
German group. 


Fed up watching domestic 
revenues sag, France 
Telecom said it wants its in- 
ternational revenues to rise 
from 8% now to 1596 in 2001 
through its Global One alli- 
ance with Deutsche Telekom 
and America’s Sprint. Now in 
the middle of promoting a 
public offering, it plans.to 
spend much of the proceeds— 
about FFrio billion ($1.8 bil- 
lion}—achieving that aim. 


Amid speculation about a 
merger with the drugs and ag- 
tochemicals parts of Rhéne- 
Poulenc of France, Germany’s 
Hoechst is to spin off its re- 
maining industrial-chemicals 
Operations to complete its 
transition to a life-sciences 
group. Hoechst also an- 
nounced a 77% plunge in pre- 
tax profits in the third quar- 
ter to DM191m ($108m). 


With the prospect of Rhóne- 
Poulenc, France's biggest drug 
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maker, being married off to 
| Germany’s Hoechst, shares in 

the French drug industry | 
perked up. The next two big- | 
gest drug firms, Synthelabo | 
and Sanofi, rose on rumours... 
that they were to merge with 
each other. 





The threat of a trade war be- 
tween America and the Euro- 
pean Union over bananas re- 
ceded. On November 19th 
America wrote to the.EU of- 
fering to resolve the dispute 
by asking the World Trade 
Organisation to rule on the 

matter before January 15th. 





One up 


| In a victory for Sun 
Microsystems, a federal 
judge in California gave 
Microsoft, the world's biggest 
software maker, 90 days to 
make its Windows 98 and 
other software applications 
fully compliant with Sun's 
Java programming language. 
Sun filed suit against 
Microsoft last year, alleging 
copyright infringement and 
unfair competition. Micro- 
soft is already fighting a sepa- 
rate government antitrust suit 
in court. 
































Saab of Sweden won a 10.9 
billion rand ($1.9 billion) or- 
der to supply South Africa 
with 28 fighter aircraft, beat- 
| ing Dassault of France. It is 

| Saab's first order for the 

| fighter outside the Swedish 

| armed forces. 


| 
| 
| 
| 
| 
| 
| 
| 





| Rite Aid, one of America’s 
| biggest drugstore chains, is 
| buying PCs Health Systems, a 
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| group is to become the first fi- 





pharmacy-benefits manager, 
from Eli Lilly for $1.5 billion. 
PCS is administrator for 
300m prescriptions a year, 
but has been merely a drain 
on Eli Lilly, a drug maker, 

"which paid more than $4 bil- 
lion for it in 1994. Rite Aid 
has its own, small, benefits- 
management service which it 
will merge with rcs. 





c Y Ndi 
General Motors reckons it 
will raise some $1.5 billion by 
selling a 15-19% stake in Del- 
phi Automotive Systems in 
an initial public offering, 
valuing the whole at up to 
$10 billion. The rest will be 
spun off by the end of 1999, 
to become the world's largest 
independent vehicle-parts 
maker. But GM could have 
union trouble: Delphi would 
be spun off just as labour 
agreements come up for 
negotiation. 


A private American equity 


nancial institution to invest 
in Formula One motor rac- | 
ing. Warburg, Pincus is pay- 
ing some $60m for a stake of 
more than 40% in Jordan 
Grand Prix, based in England. 
Eddie Jordan, who hasbeen | 
the sole owner, says that the 
investment means he can 
now “challenge for the 
championship”. 





Moody's has turned its credit- 
rating sights on Nissan and 
Mitsubishi Motors. The two 
Japanese car makers could be 
downgraded to non-invest- 
ment status at the end of the 
review, it said. 
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“IMD was our springboard 
and it still maintains 
our momentum 


Matti Alahuhta 

President Nokia Mobile Phones 
Alumnus of 

Managing Corporate Resources, 1989 
Orchestrating Winning Performance, 1995 


Hans van der Velde 

President & CEO Visa International EU 
Alumnus of 

Seminar for Senior Executives, 1991 
Orchestrating Winning Performance, 1995 














Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefitted from attending a senior general 
management program at IMD. And some years later they both returned to attend Orchestrating Winning Performance, a 
very intensive 6-day program, to keep their momentum going. 


Mr. van der Velde attended the Seminar for Senior Executives, Mr. Alahuhta first participated in Managing Corporate 

a 3-week program for senior-level international managers with Resources, a comprehensive 4-week program for newly 
multi-business or cross-functional responsibilities. It helps them appointed business-unit managers or high-level functional 
redefine their priorities to meet the challenges of leadership ina managers. It is a rigorous and comprehensive review of the 
global era. knowledge and skills required to lead a business unit effectively. 


Both of these senior managers have no doubt about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a competitive edge, you should 
carefully consider attending one of these general management programs: 


Managing Corporate Resources Seminar for Senior Executives Orchestrating Winning Performance 

Sharpening skills for business unit management Re-defining the senior manager's agenda IMO's latest thinking on key management issues 

Starting dates Starting dates Starting date 

May 10 or Nov 8, 1999 June 7 or Oct 25, 1999 Jun 30, 1999 
Real World. Real Learning 


Please contact Ms. E. W. Manca at the International Institute for Management Development, Lausanne, Switzerland. 
Tel: +41 21/618 03 42 Fax: +41 21/618 07 15 E-mail: info@imd.ch Website: http://www.imd.ch 
Ms. Manca would also be pleased to inform you about IMD's MBA and Executive MBA programs. 
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APEC's family feud 


KUALA LUMPUR 


Should the annual APEC forum, held this week in Malaysia, be about politics 
or economics? It seemed to fail on both counts 


T WAS not the sort of free trade that the 

Asia-Pacific Economic Co-operation 
(APEC) forum was meant to promote. But in 
a week when its 21 members produced few 
constructive measures, an open exchange 
of hostilities was perhaps the best that 
could be hoped for. Maybe that was what Al 
Gore, America’s vice-president, had in 
mind when he delivered his speech at an 
official dinner given by Mahathir Moha- 
mad, Malaysia’s prime minis- 
ter. “Among nations suffering 
economic crises, we continue 
to hear calls for demo- 
cracy...calls for reformasi,” 
said Mr Gore coolly, referring 
to the rallying cry of Indone- 
sia’s student protesters. “We 
hear them today, right here, 
right now, among the brave 
people of Malaysia.” Pass the 
pudding. 

Perhaps Mr Gore did not 
know how much trouble he 
was going to stir up. The cause 
of Anwar Ibrahim, the former 
deputy prime minister whom 
Dr Mahathir sacked and had 
arrested in September, has 
been almost universally pop- 
ular outside Malaysia. Indeed, 
some APEC ministers met Mr 
Anwar’s wife in a show of sup- 
port. But in Asia speaking out 
as Mr Gore did is just not done. It was all 
downhill from there. 

Mr Gore did find a handful of support- 
ers. Joseph Estrada, the president of the 
Philippines and a man inclined to view 
things in a festive light, praised the speech 
as “beautiful”. Few others were so im- 
pressed. Dr Mahathirs trade minister 
called the speech "disgusting". More dam- 
aging were the remarks by several promi- 
nent opposition leaders, who gave warning 
that Mr Gore's heavy-handedness would 
lend support to Dr Mahathir's claims that 
there was a foreign conspiracy to under- 
mine him. The consensus among fellow 
APEC leaders, including non-Asian coun- 
tries such as Australia and New Zealand, 
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was that MrGore had stepped out of line by 
bringing politics into what is supposed to 
bean economic forum. 

A quick review of the economics, how- 
ever, does not make the picture seem any 
prettier. There was a failed effort to pro- 
mote freer trade. The optimists had hoped 
for agreement on a scheme to speed up the 
elimination of tariffs in nine important in- 
dustries. But it fell apart when the Japanese 





Even the batiks clash, for Mahathir and Gore 


refused to approve faster tariff reductions 
in fish and forestry. The proposals will be 
sent to the World Trade Organisation 
(wro), but are almost useless without Japa- 
nese approval. 

The delegates also devoted their ener- 
gies to developing a new “financial ar- 
chitecture" to help regulators deal with the 
sorts of financial collapses that have been 
seen in so many APEC countries. All were in 
favour of vague proposals to improve 
openness and accountability, as well as “to 
improve co-ordination and involvement 
of the private sector" in efforts to make the 
world economy more stable. 

Here too, however, the consensus was to 
leave the messy details to another body: in 


this instance the G22 group, which consists 
ofseven rich countries plus some emerging 
economies. Since efforts to rein in hedge 
funds and arrange financial support de- 
mand a global set of rules, APEC leaders ar- 
gued, there was little sense in pressing 
ahead on their own. 

All of which leaves people wondering 
what APEC is for. Unlike even the nine 
members of the Association of South-East 
Asian Nations, or the three signatories to 
the North American Free-Trade Agreement, 
APEC's members seem to form too dispa- 
rate a group to work together effectively on 
detailed trade and investment issues. The 
addition this year of three new members— 
Russia, Vietnam and Peru—makes the orga- 
nisation seem all the odder. 

There might still be a role for APEC if it 
could promote good policies in global out- 
fits such as the wro. But eternal rows over 
Japanese fish, or American 
steel, or whatever other petty 
interest crops up, make this 
seem unlikely. 

Perhaps one useful func- 
tion for APEC is to give indi- 
vidual governments a plat- 
form for announcing new 
schemes. This week, for exam- 
ple, Japan announced a ¥24 
trillion ($198 billion) scheme 
to pep up its domestic econ- 
omy, while America and Ja- 
pan unveiled a plan—in co- 
operation with the World 
Bank and the Asian Develop- 
ment Bank—to provide $10 
billion to help debt-ridden 
Asian countries. Although the 
details have yet to be worked 
out fully, much of the money 
will likely be used to guaran- 
tee Asian bond issues and 
recapitalise troubled banks. 
Some of it will be drawn from the $30 bil- 
lion already pledged by Japan as part of a 
broader debt-relief plan for East Asia. All of 
that is just a drop in the bucket, according 
to those who offer gloomier estimates ofthe 
region's debt troubles, but the money is a 
welcome addition nonetheless. 

If the platform provided by the arec fo- 
rum encourages governments to dream up 
new initiatives and to work towards higher 
goals, then it might serve a purpose. And 
the growing tendency for family squabbles 
to surface may even encourage wider and 
more open debate within the organisation. 
So far, though, it seems that only Messrs 
Gore and Estrada appreciate that. 
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Indonesia 


More bloodshed 


JAKARTA 


HAT could be worse for Indonesia 
than more slaughter on its ravaged 
streets? The increasingly hostile confronta- 
tion between student protesters and the 
armed forces during a meeting of the coun- 
try’s main legislature, which ended on No- 
vember 13th, spilled over into a weekend of 
violence that claimed the lives of at least 14 
people. Some of the students who died 
were shot by troops in a confrontation so 
brutal that for many Indonesians it 
brought back the sense of anger and de- 
spair they had first felt during last May’s ri- 
ots. Those riots brought about the fall of 
President Suharto after 32 years in power. 
Yet Mr Suharto’s unelected successor, 
BJ. Habibie, seems not to understand the 
hatred many Indonesians now feel, not just 
for his predecessor but especially for the 
armed forces that wield so much power in 
the country. Many are calling for General 
Wiranto, the armed-forces commander, to 
resign. After the weekend clashes, the 
armed forces, which had claimed troops 
were issued only with plastic bullets and 
blank ammunition, placed advertisements 


Ses — = 


in newspapers to express their condolences 
for the deaths. But still the protests contin- 
ued. On November 18th, two large dem- 
onstrations in Jakarta ended peacefully, 
but over 30 people were injured in a fracas 
between students and troops in Ambon, a 
town in eastern Indonesia. 

As the carnage of the riots was cleared 
away in Jakarta, one of Mr Habibie's first 
acts was to order the questioning of ten 
“conspirators” who were deemed to have 
played a hand in the violence by inciting 
students to provoke the soldiers. It is cer- 
tainly true that many activists have been 
calling for Mr Habibie's resignation since 
he took over in May. When the special 
meeting of the People's Consultative As- 
sembly opened to lay the groundwork for 
the elections to be held next year, it was 
only natural that some opposition leaders 
would intensify their demands for Mr 
Habibie to step down in favour of an in- 
terim government. 

They, however, can hardly be blamed 
for the violence. Only one side had guns, 
and witnesses describe the troops as attack- 
ing with a fury out of all proportion to 
whatever provocation they may have faced. 
Gangs also plundered and set fire to build- 
ings, some of them owned by ethnic Chi- 
nese, a minority long resented for its rela- 
tive prosperity. If there was any hidden 


faction behind the violence, it is far more 
likely to have been within the armed forces, 
as it has been in the past. The students and 
opposition leaders have now intensified 
their calls for General Wiranto to take 
responsibility for the behaviour of his 
troops and to resign. 

General Wiranto has long hinted at di- 
visions within the army's ranks. This was 
the main reason for a decision by the as- 
sembly to reduce the political influence of 
the army in government only gradually, 
lest it should provoke the hardliners. The 
mysterious circumstances surrounding last 
May's riots, and a recent wave of sinister 
killings in east Java, have only added to 
public mistrust. Most observers doubt that 
such sinister forces were at work during the 
latest outbreak of violence. It appeared in- 
stead that the soldiers were simply itching 
to have a go at the students after days of 
face-to-face confrontation.. 

Indonesia's best hope of returning to 
some kind of normality is for the govern- 
ment to reaffirm unequivocally the com- 
mitment it made during the assembly: to 
hold a parliamentary election next spring. 
It is largely because they doubt the prom- 
ises being made for greater democracy that 
the protesters are so angry. They want the 
army out of politics. They want the assem- 
bly, which is full of Suharto-era holdovers, 





Monks at war 


SEOUL 


LEADER who has overstayed his 

time, reformers trying to oust him 
and a violent struggle between them. In- 
donesia, Malaysia, Cambodia? This battle 
for power is taking place in a Buddhist 
temple in the heart of Seoul, South Ko- 
rea's capital. 

Events began to turn nasty on Novem- 
ber 11th, when monks from the Chogye or- 
der, the largest Buddhist sect in Korea, 
staged a coup in their temple and ousted 
the Venerable Song Wolju. He was seek- 
ing re-election as their leader in a poll 
planned for the following day. He has 
now moved into an office across the road 
with his supporters, rather like a govern- 
ment in exile. On November 19th, some 
of his supporters, along with hired body- 
guards, launched a dawn raid to retake 
the temple, spraying water and flour at 
the rebels inside. They were beaten back, 
although seven people were injured in 
the clash. 

The dispute is over the interpretation 
of the order's constitution, which was re- 
| vised in October 1994 to prevent top 
monks from seeking a third term in office. 
Ven Wolju was elected shortly after the 
new rule was enforced and claims he is 





entitled to stand for his second term un- 
der the new constitution. Not so, argue his 
opponents, because he also held the job 
for six months in the 1980s and that 
makes him ineligible for re-election. 

The Korean monks are no strangers to 





The sound of many hands slapping 


political infighting. In 1954, trouble 
flared when married monks and nuns 
were ordered to leave their temples (the 
marriages were encouraged during Japa- 
nese rule, which ended in 1945). The celi- 
bate monks welcomed this, but they were 
vastly outnumbered by the married 
monks. The celibates got their way by re- | 
cruiting thugs, who dressed up as monks | 
and threw the married couples out. 
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to stop claiming to represent them; and 
they want to elect anew government. Amid 
this confusion, some remain hopeful. “We 
are beginning to.see the signs of a new In- 
donesia,” says Ginandjar Kartasasmita, the 
chief economic minister, while admitting 
_ the process may "appear chaotic" at times. 





: Cambodia 
- Royal assent 


WIS big political crisis in our coun- 

m try has been solved, the political 

:« deadlock is over,” declared King Norodom 
Sihanouk on November 13th, before he left 
Cambodia for medical tests in Beijing. Oth- 
ers are not quite so sure. They fret about the 
durability of the deal brokered at the palace 
by the king to end a four-month impasse 
over an election that sent the losers rushing 
out into the streets to cry foul. 

The deal involves two chief compro- 
misers: on one side, Prince Norodom Rana- 
riddh, a son of the king, and the royalist 
FUNCINPEC party; on the other, Hun Sen, 
the country's strongman, and his Cambo- 
dian People's Party (CPP). As the strongman 
ousted the prince as his co-prime minister 
in a bloody coup last year, distrust runs 

' deep. The compromise seeks to dispel it by 
granting amnesties to political and mili- 
tary leaders who went into exile and by 
crafting political checks and balances. 

Mr Hun Sen, who will be sole prime 
minister, has agreed to the appointment of 
Prince Ranariddh as president of the Na- 
tional Assembly. In return, the prince has 
accepted that Chea Sim, the president of 
the CPP, will be chairman ofthe Senate. The 
Senate, which is yet to be created, will work 

“in parallel with the National Assembly and 

_ MrChea Sim will act as head of state when 

_ the king is away. The party of Sam Rainsy, 

| another opposition leader, with only 15 

_ seats in the 122-member chamber elected 

< inJuly, is left on the opposition benches. 

-© Negotiations continue on the alloca- 

-tion of other posts in the coalition govern- 

«ment. Finance and foreign affairs are un- 
derstood to have gone to the crr, which has 

proposed having co-ministers for interior 

- and defence. After its recent violent experi- 

—ences with power-sharing arrangements, 
FUNCINPEC is understandably leery about 
joint-ministers. 

Some in the royalist party are just as 
lukewarm about suggestions that it should 
take up the justice and information posts. 

“Ahmad Yahya, a FUNCINPEC MP, who sus- 
pects the cpp is proffering poisoned chal- 
ices, says: “People criticise the media and 
the judiciary in Cambodia for not being 
neutral. If FUNCINPEC takes these minis- 
tries but is not able to run them from top to 


THE ECONOMIST NOVEMBER 21ST 1998 


bottom, and carry out reforms to interna- 
tional standards . .. it could mean that any 
blame in future will go to our party.” 

Nonetheless, one foreign diplomat in 
Phnom Penh has “never seen so many peo- 
ple look so happy”. Much of their joy is over 
the royal pardons extended to five promi- 
nent political exiles convicted of alleged at- 
tempts on Mr Hun Sen's life. Among them 
are Prince Norodom Sirivudh, a half 
brother of the king who is secretary-general 
of FUNCINPEC, and General Nhek Bun 
Chhay, leader of the anti-government 
forces on the Thai-Cambodian border. 

If the compromise deal sticks, Cambo- 
dia will be well positioned to regain its 
place in the United Nations, which con- 
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ducted the 1993 election that resulted in the 
two-prime-minister arrangement so rudely. 
destroyed by Mr Hun Sen last year. The deal 
may also persuade donors to resume their 
aid-giving and, just possibly, to open the 
way for Cambodia’s entry into the Associa- 
tion of South-East Asian Nations. 

But political haggling is not yet over. 
One FUNCINPEC insider says that, under © 
the immense international pressure on: 
politicians to form a government, his party. 
had little choice but to join a coalition. "It's. 
old wine in new bottles, and even the bot- 
tles.are not so new,” he adds. “Pm not so: 
optimistic.” The king may find he needs to - 
arrange further crisis talks at the palace; 
and then to have his blood pressure tested. ` 
A- 





China's baby-boomers 


The unlucky generation 


SHANGHAI 


Fate has not been kind to China’s generation of baby-boomers. It will be even 


less kind as they grow old 


N THEIR small flat in a back street of 

Shanghai, Zhang Ziqiang and his wife 
gloomily reflect on their predicament. He 
is 47, she 42, and in this richest and most 
exhilarating of China’s cities, their lives 
typify those of a growing number of baby- 
boomers. 

Mr Zhang lost his job last November. 
He had worked all his life in a hat factory, 
pressing caps. The firm was taken over by a 
bigger one, the 150 workers laid off and the 
factory building sold. “Only the important 
people kept their jobs,” he says sourly. His 
wife is in the same boat. The food shop 
where she served merged with another in 
1992. For a while, she sold bedding on com- 
mission for one of China’s new fly-by-night 
private companies. Four months ago that, 
too, came to an end. “At least 60% of the 
people in this street are in the same posi- 
tion,” she says. 

The Zhangs are luckier than many. Each 
receives a small monthly payment from 
their former firm: Mr Zhang, instead of 
earning 600 yuan ($72) a month, now gets 
260 yuan, and his wife receives another 140 
yuan. But the payments will not last much 
longer. So Mr Zhang peddles rice bowls 
and chopsticks in the street, while his wife 
gets up at 3am to cook rice balls and sell 
them to the queue at the local bus stop. 

In much of China, skilled workers like 
the Zhangs are tasting poverty and insecu- 
rity for the first time in a generation. The 
baby-boomers are bearing the brunt of eco- 
nomic restructuring. “China’s economic 
reform will be at the cost of a whole genera- 
tion,” according to Peng Xizhe, the director 
of the Institute of Population Research at 
Fudan University. 




















The baby-boomers, and especially those * 
born in the first half of the 19508 (like Jung: 
Chang of “Wild Swans” fame), have already | 
had more than their fair share of misfor ` 
tune. They are an unusually large age- 
group, the second-biggest in China's his- 
tory. Their childhood saw the three-year 
famine that began in 1958, in which 30m 
Chinese died. As a result, their health is 
worse than both younger and older Chi- 
nese. So is their education. Their high- 
school years coincided with the cultural 
revolution, when many urban youngsters 
were packed off to the country for a decade. 
Mr Zhang, for instance, did not finish high 
school because he was sent to Yunnan. for 
nine years to plant crops and cut trees. 

Not many baby-boomers managed to 
resume their education. So this “most mis- 
erable cohort", as Mr Peng calls them, is pe- 
culiarly ill-prepared for the economic 
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shock that has now hit the Zhangs and so 
many of their neighbours. “When I apply 
for jobs, I'm either too unqualified or too 
old,” says Mr Zhang's wife. 

Across the country, at least 5.5m workers 
are unemployed (and therefore drawing no 
financial support), and more than 10m are 
“laid off", a euphemism for unemploy- 
ment supported by modest benefits. Some 
people reckon that 30m to 50m Chinese 
workers are unneeded. Meanwhile, about 


8m new people enter the workforce 
each year. The Zhangs' constant 
nightmare is that the pace of layoffs 
in Shanghai will rise, depressing the 
market for chopsticks and rice balls 
and increasing the competition on 
the street. 


The perils of age 

Worse lies ahead. Many of the urban 
baby-boomers, Mr Pen£ points out, 
did not marry until they returned 
from their enforced rural exile. The 
result was a marriage boom in the 
early 1980s—just as the one-child 
policy was entering its first and most 
dogmatic stage. Today, younger peo- 
ple can often find loopholes that al- 
low them to have two children. But 
many baby-boomer couples, whose 
mediocre education and inter- 
rupted working lives have so re- 
duced their ability to save, will find 
themselves in old age with only one 
child to support them. They pose the 
most intractable ageing problem 
anywhere in the world. 

The problem is likely to be at its 
most acute in Shanghai. There, fertility 
plummeted in the late 1960s—almost a de- 
cade before the rest of China—and one- 
child families have been standard since the 
mid-1970s. Life expectancy has risen by an 
astonishing 33 years in a mere five decades. 
Since 1993, deaths among the city's official 
residents have exceeded births. Were it not 
for illegal immigrants, who pour into the 
city and now account for over one-fifth of 
Shanghai's people, the population of Asia's 


most ebullient city would have been con- 
tracting. But even the flood of immigrants 
will not prevent Shanghai from becoming 
a city of the old within just over a genera- 
tion. Mr Peng, who has made a special 
study of the city's demography, calculates 
that in 2025 one-third of the population 
will be 60 or over, even if migrants con- 
tinue to arrive at the present pace. 

Where Shanghai leads, the rest of China 
will follow. The first serious consequence of 
China's ageing is the rapid rise in the num- 
ber of pensioners supported by the dwin- 
dling number of workers in present and 
former state enterprises. As lay-offs rise, 
some companies find themselves with 
more pensioners than workers (see box). In 
a report last year, the World Bank argued 
that the obligation to pay pensions was 
slowing down the desperately needed 
restructuring of China's industrial giants. 

By 2020, 16% of China's population will 
be 60 or older—not far short of Japan's 
17.3% in 1990. In urban areas, the “depen- 
dency ratio" (a figure that includes children 
as well as old folk) may be above 47% in 
2030, over three times the 1990 figure. 
“China will have a high-income economy's 
old-age burden with a middle-income 
economy's resources for shouldering it," 
comments the Bank. 

Back in Shanghai, the Zhang house- 
hold's misery is eased a little by a loan from 
Mrs Zhang's niece, a youngster who speaks 
good English and works as a tour guide. Lit- 
tle does she know it, but she may be sup- 
porting many more baby-boomers in the 
course of the next four decades. 
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Working for the retired 


SHANTOU 


HE disco ball, karaoke machine and 

dance floor in the main meeting 
room of Hanjiang Machinery Factory 
suggest a firm young at heart. But look 
higher, to the white-haired retired work- 
ers on the walkways of the living quarters 
above, and observe a company all too old 
in body. Hanjiang supports about 890 
employees, but nearly 420 of them are re- 
tired. Another 250 are laid off or on medi- 
cal leave. The final 220 workers support 
the rest: each has to feed three non-work- 
ers. No wonder Hanjiang is struggling to 
make a profit selling its printing and 
packaging equipment. It can barely meet 
its payroll, much less think about invest- 
ing in its future. 

Hanjiang’s troubles are those of older, 
formerly state-owned enterprises all over 
China. In business since the 1950s, it has 
employed three generations of workers, 
most of whom are still alive. A decade ago, 


all profits went to the state, which in turn 
looked after the workers, both while they 
were working and when retired. But in 
1995, as part of China’s industrial re- 
forms, Hanjiang’s workers bought the 
company from the government. Their 
restructuring was a success, and sales 
climbed. But one feature they could do 
nothing about was the old people 
upstairs. 

In the transfer from state-owned en- 
terprise to private company, the main ele- 
ment that went missing was the pension 
fund. The government had never estab- 
lished one (it had always operated on a 
pay-as-you-go basis, which made more 
sense when it was backed by the state), 
and Hanjiang could not afford to set one 
up retrospectively. 

This problem is felt most by those 
firms that are trying to make the leap 
from the state to the private sector. It is ex- 


acerbated by China’s ageing population. 
In 1994, there were about four active 
workers for each one who was retired. By 
next year there will be about three to one. 
In 50 years, at current trends, the two 
groups will be of equal size. Companies 
like Hanjiang will be put out of business, 
if their pension burden is not lifted. 

Young companies do not have many 
retired workers, and plenty of time under 
the current system to set up a retirement 
fund. Older companies risk sinking un- 
der the burden of their history. For Han- 
jiang, it has not come to that yet. The gov- 
ernment pays retired workers a small 
pension, although the company must 
provide a living allowance and cover 
medical costs. After lots of lobbying, the 
local government has agreed to compen- 
sate the company by giving it enough 
money to set up a pension fund, though it 
will cover only a fraction of its retired em- 
ployees. But until the government agrees 
to take all the pensioners off its hands, 
Hanjiang says it will never be able to com- 
pete with younger firms. 
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The states spring a surprise 


WASHINGTON, DC 


The tobacco settlement displays their power, butin a most unusual way 


Fo weeks during the spring, Congress 
wrangled over a tobacco bill that would 

have forced the industry to pay billions to- 
i: wards the cost of treating sick smokers. At 
© first the bill demanded $368.5 billion by 
- way of compensation from the industry; 
“then, after anti-smoking crusaders had 


_ their way with it, the bill demanded $516 


_ billion; finally, after pro-tobacco lobbyists 
© tallied, the entire bill failed. But, in Ameri- 
-= ca's many-layered democracy, no failure is 
permanent. This month Californian voters 

- approved a ballot initiative that hits the in- 

-:: dustry with a stiff new tax. And on Novem- 

_ ber 15th, a coalition of state attorneys-gen- 
eral announced a scheme to squeeze a 
further $206 billion out of cigarette firms. 
Rather as in the area of health care, the de- 
feat ofa grand blueprint for reform is being 
followed by various smaller measures. 

.-' Success for the California initiative 
came by the narrowest of margins. The to- 
bacco industry coughed up a reported 
$40m (compared with $6m spent by its op- 
ponents) to block the California initiative. 
The day after the election the result was too 
close to call, but now it seems that the ini- 
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tiative squeaked through. As a result, ciga- 
rette firms in California face a tax increase 
of 50 cents per pack. This is expected to gen- 
erate around $700m-750m in revenues, 
which California will spend on care for in- 
fants and toddlers. 

The scheme hatched by state attorneys- 
general is more ambitious; and, at mid- 
week, its success seemed still less certain. A£ 
ter months of secret negotiations with 
tobacco firms, about a dozen states are of- 
fering to withdraw lawsuits seeking com- 
pensation for the smoking-related costs 
borne by their public-health programmes. 
In return, the tobacco firms have offered to 
accept a tax hike of 35 cents per pack, along 
with voluntary marketing restrictions. If 
the deal goes through there will be no more 
tobacco billboards, no more tobacco ads in 
stadiums, and no more tobacco logos on 
caps, T-shirts and bags. Tobacco product- 
placement in films and rv shows would 
stop, as would the sale of cigarettes in packs 
of fewer than 20. On top ofall that, the com- 
panies would be required to pay for a $1.45 
billion advertising campaign urging con- 
sumers to spurn their own products. 





The tobacco firms are willing to submit 


to all this, because the state lawsuits are still ^ 


more troublesome. Last year the first such 
suit, filed in Mississippi, advanced far 
enough to force cigarette-makers to settle 
out of court, shattering the industry's un- 
broken record of never having paid dam- 
ages. The industry was then forced to settle 
in Minnesota, Florida and Texas; all in all, 
it has now shelled out $41 billion in dam- 
ages, which happens to be the current cost 
ofthe international rescue package for Bra- 
zil. Without a settlement, the industry fears 
it will face similar humiliations in state a£ 
ter state. Set against that prospect, the idea 
of paying out $206 billion between now 


and2025lookslikea bargain. Thesharesof 


tobacco firms have risen even more than 
the stockmarket as a whole since news of a 
deal surfaced. 

The negotiators say that their deal is ori 
the table until November 20th, and that it 
is contingent upon a critical mass of 
states—thought to mean those representing 
80% of Medicaid patients—signing on to it. 
As soon as details of the proposed settle- 
ment leaked out, tobacco's foes started 
jumping up and down, demanding cruel- 
ler and more unusual punishment. A tax 
hike of just 35 cents a pack was an outrage, 
they squealed; the failed federal legislation 
would have imposed a leap of $110 per 
packet. The states' list of marketing restric- 
tions was puny, they railed; the federal bill 
would have also banned the use of human 
figures in tobacco advertising. At midweek, 
it seemed unclear whether enough states 
would sign on to make the deal work, al- 


though the betting was that most would. 


find the lure of tobacco pay-outs 
irresistible. 

Already the proposed settlement has 
prompted renewed talk of the vigour of | 
state governments and the gridlock of the 
capital. The day it was announced, Presi- 
dent Clinton took the opportunity to call 
once more for federal tobacco legislation. -. 
But having watched this project fail in the’ 
spring, reformers are no longer optimistic. 
In the first half of this year, tobacco compa- 
nies retained 192 lobbyists, one for every 
three members of Congress; the team in- 
cluded two former Senate majority leaders, 
an ex-governor, and a former chairman of 
the Republican Party. All in all, during the 
first half of this year, tobacco spent $43m 
on lobbying and $40m on advertising. As- 
suming they would do the same again, 
some reformers set less store by a renewed 
federal push than by other schemes. Rob 
Reiner, the film director who organised the 
California ballot initiative, has suggested 
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that other states may copy his initiative. 

The tobacco issue is in one way a typical 
illustration of the vigour of state govern- 
ments, but in another sense it is excep- 
tional. It is typical in that the reason that 
states seized the initiative lay in the same 
forces that often play to their advantage: 
Washington's activist-reformists and in- 
dustry-lobbyists fought each other to a 
stalemate, leaving the field to relatively 
streamlined state governments. It is excep- 
tional, however, in that bashing tobacco is 
not a Republican issue. 

For a long time now, states' rights have 
been a favourite cause of conservatives, not 
liberals. In the 1960s conservatives invoked 
states' rights as they resisted the use of fed- 
eral power in imposing civil-rights re- 
forms; and, after a lull, the cause of states' 
rights rose again with Ronald Reagan. It is 
conservative Supreme Court judges who 
have voted against federal power; and of- 
ten the substance of their rulings has been 
conservative too, as when they recently up- 
held a challenge to federal gun-control 
laws.Since 1994 the Republicans have held 
a majority of the state governorships; and 
congressional Republicans have at times 
made a great show of basing their legisla- 
tion on policies tested out by their party's 
governors. New Jersey's Christie Whitman 
and New York's George Pataki have out- 
done the Beltway Republicans in cutting 
taxes; Wisconsin's Tommy Thompson led 
the way to welfare reform; Minnesota's out- 
going governor, Arne Carlson, was the par- 
ty's most persuasive advocate for choice in 
public education. 

The tobacco issue could hardly be more 
different. Anti-smoking crusaders, and the 
trial lawyers who negotiated the deal, are 
both staunchly Democratic groups. The 
idea of state suits against tobacco firms was 
invented by Mike Moore, Mississippi's 
Democratic attorney-general, and pushed 
to conclusion this week by Christine 
Gregoire, the Democratic attorney-general 
from the state of Washington. This Demo- 
cratic movement in the states has found it- 
self in tension with the congressional Re- 
publicans, though the Democrat in the 
White House has been sympathetic. 

What other Democratic issues are likely 
to be advanced from the states? In this 
month's elections, liberal ballot initiatives 
fared well: drug-liberalisation measures, 
for example, succeeded in seven out of 
seven contests. John Kitzhaber, Oregon's 
Democratic governor, who has just been re- 
elected in a landslide, has experimented 
with environmental schemes less laden 
with red tape than their federal alterna- 
tives. A number of state governments have 
imposed their own sanctions on authori- 
tarian regimes. If post-Monica Washington 
were ever to grow dull, America itself is al- 
ways bound to spring surprises. 

— —— án o IU 
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Anti-gun lawsuits (1) 
A public nuisance 


CHICAGO 


OOK COUNTY HOSPITAL in Chicago 
is the inspiration for the television 
drama "ER". The real hospital, though 
lighter on romance, is every bit as 
bloodsoaked: Cook County had to treat 
nearly 900 gunshot wounds last year. Rich- 
ard Daley, Chicago's mayor, would like the 
gun industry to begin paying for that care 
and for the other costs associated with vio- 
lence caused by guns. 
The city of Chicago and Cook County 
have therefore filed suit against 12 gun 
shops in the Chicago suburbs, 22 gun man- 





ufacturers and four gun distributors. The 
suit seeks $433m in compensation for gun- 
related costs incurred since 1994 by the po- 
lice, the emergency medical services, the 
criminal justice system and the Cook 
County Hospital. This is not a product-li- 
ability case, as in New Orleans (see next 
story); rather, the suit alleges that the defen- 
dants have created a public nuisance be- 
cause they knowingly design, market and 
distribute guns that will make their way to 
Chicago and be used in crimes. 

The city has gathered some compelling 
evidence. In a three-month investigation, 
undercover police officers bought 171 guns 
from suburban gun shops while posing as 
gang members, motorcycle toughs and sol- 
diers of fortune complete with camouflage. 
They were sold the guns even though they 
said that they lived in Chicago (where 
handguns are banned unless they were reg- 
istered before 1982), that they planned to 


use the guns to retaliate against others, or 
that they were buying guns for people who 
did not have a state firearm-owners identi- 
fication card, which is required for gun- 
ownership in Illinois. In one case, when the 
officers made it clear that they planned to 
use the gun for a street killing, a sales assis- 
tant recommended a particular bullet be- 
cause “it doesn't go through the target and 
hit a little girl on the next block.” 

The suit alleges that the gun sellers are 
no different from a tavern owner who plies 
a patron with drinks and then helps him to 
his car. The gun-distributors and manufac- 
turers stand accused of providing the Chi- 
cago suburbs with more guns than can be 
absorbed by the legal market. 

Dan Polsby, a law professor at North- 
western University who is opposed to gun 
control, calls the lawsuit *a novel take on 
the theory of public nuisance". Public-nui- 
sance statutes are designed to provide a le- 
gal tool in cases where an offender does a 
small amount of harm to many people; be- 
cause it costs too much for a large number 
of plaintiffs to sue on their own, the govern- 
ment can consolidate the claims and thus 
deal with the matter more efficiently. Such 
laws have long been used to close polluting 
factories or take down offensive billboards. 

To win this case, according to Richard 
Epstein, a professor of law at the University 
of Chicago, the city must prove “a rather 
elaborate chain of causation”. It is one 
thing to argue that the gun dealers are not 
fastidious shopkeepers; it is another to 
prove them responsible for Chicago’s gun 
carnage. And gun-proponents argue that 
some guns actually deter crime, saving tax- 
payers money. 

For all that, the action is likely to be a 
winner, if not necessarily in court. The suit 
will hit the gun industry in its wallet, which 
is not nearly as fat as that of the tobacco in- 
dustry: it is expensive to mount a defence 
in any legal case, even one that makes law 
professors scoff. It is also good politics for 
Mayor Daley, who is up for re-election next 
year. Chicago's voters have less tolerance 
for guns than most Americans. George 
Ryan, a Republican, was elected governor 
of Illinois this month in large part because 
he claimed to be tougher on guns than his 
Democratic opponent. 

The mayor's anti-gun credentials are al- 
ready rock-solid. In addition to a ban on 
handguns, Chicago leads the country in the 
number of guns confiscated and destroyed 
every year. The new lawsuit is neither a 
cheap nor a democratic way to deal with 
the problem of guns; but Mr Daley hopes, 
first, that he will win it, and then that it will 
ratchet up pressure on the industry and 
help him lobby for more stringent gun-con- 
trol measures at state and federal level. 
Soon after announcing the lawsuit, he flew 
off to Washington to do just that. 


—————— eee 
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Anti-gun lawsuits (2) 
Blame the makers 


NEW ORLEANS 


j| [ie SAY that Louisiana is not very keen 
on gun control is to put it mildly. This is 
a state that recently legalised concealed 
weapons, and whose governor calls duck- 
hunting season his favourite time of year. It 
isa difficult place to be if you area man like 
Sandy Krasnoff, a former police officer who 
heads a New Orleans anti-crime group. Mr 
Krasnoff has lobbied for measures that 
would require gun owners to buy locks and 
bolt up their weapons. But the state legisla- 
ture has ignored him, and now he hopes 
that gun opponents will have more success 
in another forum: the courtroom. 

This month Marc Morial, the mayor of 
New Orleans, announced that his city— 
which held the country's record for mur- 
ders a few years ago—has filed a lawsuit 





Source: Centre to Prevent Handgun Violence 
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special bracelet or ring. It is too early to 
mass-market the weapon, Mr Adkins says; 
even police departments have been reluc- 
tant to test it. 

But Dennis Henigan, legal director of 
the Centre to Prevent Handgun Violence, 
replies that gun manufacturers already 
have access to low-tech safety devices, such 
as combination locks. He accuses them of 
being “quite hostile to safety concerns”. 
And he says a well-publicised lawsuit could 
increase the demand for more regulation. 
Mr Krasnoff agrees: “I think the pressure’s 
going to stay on.” 

And that, in his view, is the trouble with 
this lawsuit: it is a veiled attempt to change 
gun laws by circumventing legislators. And 
it is likely to be expensive. The gun industry 
generates about $2 billion a year in sales, he 
says, and “does not have deep pockets”. The 
cost ofa legal defence could be passed on to 
dealers and consumers and, if too many cit- 
ies file similar suits, the industry could shut 
down altogether. 

But, for all the gloomy talk, 
some gun dealers in New Or- 
leans and nearby say they are 
unconcerned by the lawsuit. “I 
don’t see it going that far be- 
cause it's kind of ridiculous,” 
says Bert Hair, who sells guns at 
his hardware shop in a small 
suburban strip mall just out- 
side Gretna, across the Missis- 
sippi from New Orleans. “Eigh- 
teen-wheelers and automobiles 
have killed more people than 
any gun ever will.” 

Brian Vincent, a former 








i 








against the gun making industry. It is the 
first of its kind. Unlike Chicago’s suit (see 
previous story), which declares that guns 
area public nuisance, New Orleans is suing 
under product-liability law. The suit is 
aimed at 15 gun makers, three trade orga- 
nisations and several local pawnshops. It 
claims that gun makers have not equipped 
their products with adequate safety de- 
vices, and have thus allowed guns to be ac- 
quired, and fired, by criminals and chil- 
dren, It seeks damages for the costs of gun- 
related medical care and police protection. 

This marks a new frontier in gun con- 
trol, and imitates the sort of lawsuits used 
against the tobacco industry. But is a gun— 
even a smoking gun—comparable to a ciga- 
rette? Gun makers say no. “We are not the 
tobacco industry,” says Jack Adkins, the op- 
erations director of the American Shooting 
Sports Council. “Our products, when used 
safely, properly and responsibly, pose no 
risk.” Mr Adkins thinks that the New Or- 
leans suit makes unrealistic demands, ex- 
pecting manufacturers to use unproven 
technology. He points to the so-called 
“smart gun”, currently under develop- 
ment, which goes off only if its user wears a 
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schoolteacher who owns a gun 
shop in the centre of Gretna and teaches a 
gun-safety class, says the argument that 
guns are patently unsafe will not stand up 
in court. “I really can’t think ofa single gun 
being made today that I would characterise 
as outright dangerous,” he says. That in it- 
self is an improvement over guns made 30 
years ago. It also suggests that, for all the 
fanfare, the New Orleans lawsuit is not as 
novel as it seems. Many gun-design 
changes, Mr Vincent says, have come about 
not by decree but by the threat of liability 
suits brought by individuals, 
—s | 





The president's women 


Voices from the 
past 


ICK and tired of it though the country 
may be, the soap opera of Bill Clinton’s 
extra-curricular activities continues to run. 
On November 17th Americans heard, for 
the first time, the schoolgirl voice of Mon- 
ica Lewinsky wondering whether she was 
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$850,000 but no apology 


crazy or not to have looked deep in Mr 
Clinton’s eyes and fallen in love with him. 
As the tapes—22 hours of them, surrep- 
titiously recorded by Linda Tripp and now 
released by Congress—kept playing on the 
networks, another woman from the presi- 
dent's past, Paula Jones, told an interviewer 
that she felt sorry for Monica, who “did 
provide a service which | would not do.” 

And whois none the happier for it. Miss 
Lewinsky's book advance, $600,000, is 
thought rather puny, but then Kenneth 
Starr, the special prosecutor, has already 
printed all the best bits. Mrs Jones, too, has 
ended up with less compensation than she 
hoped for. On November 13th, the presi- 
dent's lawyers agreed to pay her $850,000 
to ensure that her sexual-harassment case 
against MrClinton would be dropped. (The 
case was dismissed last April, but had gone 
to appeal.) Under the terms of the agree- 
ment, the president admits nothing and 
does not apologise for his alleged “lewd ad- 
vance” in a hotel in Little Rock in 1991. But 
Mrs Jones, who had previously insisted on 
an apology, does not mind that; since Mr 
Clinton’s demi-admission of lying to the 
nation on August 17th, she feels confident 
that everyone believes her story anyway. 

It would have been even better, as every- 
one pointed out, if Mr Clinton had made 
such a settlement four years ago. The case 
has not only distracted him with deposi- 
tions, but has concentrated the country’s 
thoughts on his genitalia rather than his 
policies. It was through the Paula Jones case 
that his affair with Miss Lewinsky came to 
light, as well as his lies under oath to con- 
ceal it. And it was through this case that an- 
other woman, Kathleen Willey, a former 
White House volunteer, was brought to the 
attention of Mr Starr as yet another possi- 
ble victim of presidential lust. 

On the same day that Mrs Jones settled, 
Mr Starr sent two boxes of material about 
Mrs Willey to the House Judiciary Commit- 
tee that is considering the president's im- 
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peachment. They included no hint that the 
material constituted more grounds for im- 
peachment, and Democratic aides to the 
committee speculated that Mr Starr was 
just clearing out his cupboards in an effort 
to revive his inquiry. 

For the same reason, they supposed, Mr 
Starr also chose that day to indict Webster 
Hubbell, a former high-ranking member of 
Mr Clinton’s Justice Department, on 15 
counts relating to his concealment from 
federal regulators of the part he and Hillary 
Clinton played in various Arkansas land 
deals. (Mr Hubbell’s dealing with John 
Huang, a former Democratic fund-raiser, 
are also said to be the subject of Judiciary 
Committee inquiries.) It is the third time 
Mr Hubbell has been indicted; the first 
time he was convicted and spent 18 months 
in prison, but the second indictment, for 
tax fraud, was dismissed by the judge as “a 
quintessential fishing expedition”. 


Land in Texas 


A spread of one’s own 


LA PALOMA RANCH, CHARLOTTE, TEXAS 


HAT makes Texas different? Not just 
that Texans think of themselves as 
bigger and better than other Americans, 
though of course they do; not that they live 
in boots, wear bolo ties and show other 
weird sartorial flourishes. What really 
counts is that they, and not the federal gov- 
ernment, own the land they walk on. 
Given the size of Texas, it is extraordi- 
nary that it contains virtually no public 
land. Even the most desolate sweeps of 
desert are private fiefs protected by the 
toughest trespassing laws in the country. 
Other western states are a chequerboard of 
federal lands (Nevada is 86% federally 
owned, Utah 64%). Less than 2% of Texas— 
2.7m acres out of 171m, or 1.1m out of 69m 
hectares—belongs to the government. 
How did Texas come to be so indepen- 
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That view of Mr Starrs work is now 
widely held, but the raised eyebrows seem 
only to spur him into further whirls of ac- 
tivity. The Hubbell indictment, which goes 
into new territory and implicates the First 
Lady (though she is not mentioned explic- 
itly), seems to ensure that the inquiry will 
go on until the end of Mr Clinton’s presi- 
dency, and even raises the possibility of 
prosecutions afterwards. 

On Thursday, November 19th, Mr Starr 
was due to appear before the House Judi- 
ciary Committee to give testimony which, 
it was supposed, would either ginger up the 
impeachment hearings or kill them dead. 
He has paved his way with new assertions 
of his energy and relevance, but this is a dif 
ferent forum for him: one in which com- 
mittee members will be keenly aware that 
most of their constituents wish only for a 
trapdoor to open under Mr Starr, through 
which he will tumble into the depths. 





dent? Largely because it was independent. 
When the Republic of Texas joined the 
Union in 1845 as a sovereign nation, it kept 
title to its unappropriated land. The federal 
government received nothing. This was im- 
portant to Texans. Mexican rule had given 
them a mistrust of distant power. Out of the 
carnage of the Alamo, Texans forged a sim- 
ple mantra: Texas should always be in the 
hands of Texans. So it has remained. Even 
today the only large tracts of federal land in 
Texas have either been bought (military 
bases) or donated (Big Bend National Park). 
The rest is in private hands, from the small 
to the extremely large. 

A generation ago, big ranches still 
gripped the imagination of Texans. Just to 
mention the JA, the Four Sixes, the Wagon- 
eer or the Matador was enough to get them 


misty-eyed. Big ranching families had a lus- 
tre that was part John Wayne, part royalty. 
This is less true today. Suburbanisation, the 
North American Free-Trade Agreement, the 
trauma of the 1980s’ oil bust, a growing 
Latino population and a newly diversified 
economy have all loosened ties to the land. 
Ten years ago Texans knew more about the 
King Ranch than they did about Michael 
Dell, the owner of Dell Computer, the rich- 
est man in Texas. Today it is the other way 
round. Texans are all too aware that even 
the biggest and most profitable ranches 
earn less than any medium-sized Austin 
software company. 

It is bad manners to ask a Texas rancher 
the size of his spread. And, unsurprisingly, 
reliable statistics on land ownership are 
hard to come by. Proposals to lay out who 
owns what, and how much, are thrown out 
ofthe state legislature as soon as they arrive. 
"They're dismissed for what they are,” says 
one official at the Texas Land Office: "fed- 
eral, socialist, environmentalist plots." 

Yet the broad brushstrokes of land-own- 
ership are clear. Cattle-raisers still domi- 
nate the land. About 55% of Texas—94m 
acres—is under ranch management, 
though the huge ranches that remain are a 
shadow of their former selves. The Matador 
used to have 100 cowboys and 70,000 head 
of cattle; now it has only eight cowboys and 
7,500 cattle. Fencing and even branding 
are contracted out to a new breed of free- 
lance day-labouring cowboys. Dolph 
Briscoe, a colourful former governor of 
Texas and the largest single landowner in 
the state (640,000 acres of south Texas), 
points out that it used to take 15 cowboys 
two weeks to round up his cattle. Now it 
takes halfa day in a helicopter. 

In one way, Mr Briscoe is luckier than 
most. His children want to follow in his 
footsteps. Texan ranchers are getting older: 
on average, now, over 55. This does not 
bode well. Children who have grown dis- 
tant from the land are likelier to sell it than 
to work hard to pay off inheritance taxes. 

Old giants such as the xrr, a 3m-acre 
spread in the Texas Panhandle, have long 
since been broken up. The other big 
ranches are getting smaller, and smaller 
ranches more numerous. Perhaps the most 
telling statistic on ranching in Texas is that 
70% of the state’s ranches now run fewer 
than 50 head of cattle. 

“No matter how high Texas may 
climb,” ran a recent editorial in the Dallas 
Morning News, “its roots are in the range.” 
The rise of a new breed of Texas rancher 
proves the point. Small plots of 100 acres or 
less—ranchettes—have become popular 
with city slickers. Developers shamelessly 
entice buyers by tugging at their heart- 
strings. “Own a piece of Texan history,” says 
a brochure for land parcels on the famous 
yo Ranch just west of San Antonio. “Be a 
Texan, buy land,” exclaims another, point- 
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The Rotterdam School of 
Management is the renowned 
Graduate School of Business at 
Erasmus University. Consistently ranked 
among the top five in Furope, the RSM is 
acclaimed for its international character 
and innovative programs. 


The Rotterdam School of Management's 
full-time MBA (in General Management) and 
MBA/MBI (including Information Technology) 
Programs bring together participants from 
50 countries for an intensive 18 months 


^ ‘hands-on’ approach to management. 


If you want an MBA Program that will 
challenge your world views, you will find 
the Rotterdam School of Management an 
excellent choice. The RSM offers you the 

opportunity to work with top students 


 Q from all around the world, conduct inter- 
national in-company projects and take 
part in an exchange program which 
is second to none. 
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Masters Degree 
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edly playing on the notion that owning a 
ranch is a patriotic duty. 
Predictably, old-timers scoff at 


ranchettes. They may be big enough to give 
a city boy some peace and quiet, they say, 
but they are too small to be economically 
viable. “Ranchette-owners”, goes one crack, 
“are 40-40 types. They work 40 hours a 
week in the city and run 40 cattle out on 
their land.” The typical owner, it turns out, 
is a middle-aged, affluent professional who 
was raised in rural Texas and wishes he was 
still there. 

Ranchettes have pushed up land prices 
and, with them, inheritance taxes. This has 
tempted some old-timers to sell out, and 
this year’s drought has driven more out of 
the business. But Texas ranchers are a tough 
breed. Most are reluctant to sell the ranches 
their forebears worked hard to build. 
“Hold on to the land,” they say, “God’s not 


To catch a whale 


SEATTLE 


ARLIER this year, the Makahs—a tribe 

of about 2,000 people living in the 
storm-swept north-west corner of Wash- 
ington state—won permission from the 
International Whaling Commission to 
kill five migrating grey whales each year. 
By early October, the tribe was ready to be- 
gin the hunt. The crew of the cedar whal- 
ing canoe was trained; the support teams 
were in place; tribal cooks had already 
taken advice from native groups farther 
north on the proper way to spit and grill a 
| whale. Any day, it seemed, the Makahs 
| would revert splendidly to their tradi- 
tional ways. 

But the ancestors did not know about 
Paul Watson, Craig McCaw and the hor- 
rors of modern media attention. Mr Wat- 
son heads the Sea Shepherd Conserva- 
tion Society, a notably aggressive—some 
say illegal—green group. As the whale- 
hunt began, he and his people showed up 
with their flagship and a smaller boat 
painted to resemble a killer whale, so as to 
scare the grey whales away. Meanwhile, a 
representative of Mr McCaw—a Seattle- 
based cellular-telephone millionaire who 
helped to finance September's transfer of 
Keiko, a killer whale, to Iceland—flew into 
Makah territory last week to see if a way 
could be found to halt the hunt in ex- 
change for certain unspecified economic 
incentives. Meanwhile, the press swarms 
everywhere. 

The hunt has become, in short, a spec- 
tacle. And the Makahs are beginning to 
feel the strain. Scuffles have broken out 
between tribespeople and Mr Watson’s 
party, and tribal leaders have grown im- 
patient with daily press conferences. 
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making any more.” 

Yet, since land scarcely pays, giving 
profit margins of less than 5% on big 
ranches even in a good year, ranchers are 
being pushed into a painful shift in land- 
management. It is rather like the steps Brit- 
ish aristocrats had to take to hang on to 
their stately homes. Ranches, once jealously 
guarded private preserves, are now almost 
obliged to be open to the public and to 
market themselves. 

Hunters who strayed on to ranch land 
used to be prosecuted. Now they are wel- 
comed with open arms—assuming, that is, 
that they pay handsomely. Tourist pursuits 
such as bird-watching are increasingly at- 
tractive. The legendary King Ranch, once 
the biggest beef-producing spread in the 
world, is now run by businessmen in Hous- 
ton with a mandate to earn money for the 
extended King clan. They have increased 





Even worse, the crew of the whaling ca- 
noe—depicted in newspaper articles as 
training rigorously and undergoing puri- 
fication rituals—have started to squabble 
over the use of songs and chants “owned” 
by one clan or another. So far, no serious 
effort to kill a whale has even been made, 
despite favourable weather and the pres- 
ence of whales in the waters near the 
Makahs village. The famous canoe, which 
is kept behind a chain-link fence to pro- 
tect it from vandals, has not been near the 
water in weeks. 

None of which comes as a great sur- 
prise to Lawrence Zimmerman, the direc- 
tor of the American Indian and Native 
Studies programme at the University of 
lowa. It is not uncommon, he says, for In- 





Traditional but unacceptable 


UNITED STATES 


hunting on the 800,000-acre ranch and 
have brought out a line of King products 
(this season, there is talk of a King Ranch 
cologne). Cattle are now an afterthought; 
but profits on the ranch have risen from 
$100m in 1988 to $183m in 1994. “It’s a 
kind of Faustian pact,” frets one rancher; 
“the more we open up our land, the less 
control we'll end up having.” 

Big ranches will survive, all right; but 
most of them, like the King Ranch, will in- 
creasingly become corporate concerns. 
Ranch managers will exact further efficien- 
cies and supplement their income with 
hunters and bird-watchers. Ranches which 
do not measure up, or are closer to the city, 
will be broken up into ranchettes. And this 
tells a greater truth about the Lone Star 
state. No matter how intoxicating the myth, 
the bottom line is even more important. 





dian tribes to resurrect old customs and 
find a host of complications they had not 
foreseen. Like any group of humans, 
tribes often disagree about the virtue of 
their customs. And the starry-eyed en- | 
couragement of other Americans, wowed 
by the “spiritualism” of Indians, can soon 
turn to taunts once endangered species 
are involved. One writer to a Seattle news- 
paper said the hunting crew—once 
idolised for plunging into cold mountain 
streams in the pre-dawn hours—were a 
bunch of testosterone-loaded young men 
who mainly wanted to shoot something. 

The fact is that whale-hunts were once 
a male rite of passage, and neither hunts 
nor male rites are now particularly ac- | 
ceptable. Like those faraway members of 
Congress who are grappling with the 
white whale of impeachment, this poor 
and tiny tribe may now wish it had just 
forgotten the whole thing. 
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Shouts abroad, whispers at home 


T HE danger to American foreign policy, according to cliché, is 
sneaking isolationism. There has not been much of that 
around recently. This week Bill Clinton won a phoney war 
against Saddam Hussein, getting him to submit "uncondition- 
ally" to United Nations weapons inspections. He then dis- 
patched his deputy, Al Gore, to lecture the Malaysian hosts ofthe 
Asia-Pacific summit. “Democracy and freedom are essential pre- 
requisites,” Mr Gore said, adding that he would be proud to say 
the same to other authoritarian governments. Over the past few 
months, moreover, Mr Clinton has supervised more Israeli-Pal- 
estinian peace talks, bombed supposed terrorist installations in 
Sudan and Afghanistan, swatted Serbian aggressors in Kosovo, 
mediated between India and Pa- 
kistan, and led the rich world in 
an ambitious rescue of Brazil's 
wobbly economy. The problem of 
American foreign policy, it turns 
out, is not reluctance to intervene 
abroad. It is an inconsistent effort 
to explain those interventions to 
the American public. 

The recent Iraqi showdown il- 
lustrates this problem. In one 
sense, it was a success: Mr Clinton 
went to the brink of bombing 
Iraq, and so forced it to back 
down without the bombing being 
necessary. Yet in another sense 
this episode was disappointing. 

Last February, Mr Clinton pre- 
pared the way for strikes against 
Iraq by delivering a long speech at 
the Pentagon, and by sending his 
top foreign-policy advisers to a 
town-hall meeting in Ohio to ex- 
plain why force was necessary. 
This time he did nothing of the sort. Sensing that his usual critics 
were quiet—the Russians are hungry for American aid, the con- 
gressional Republicans are busy knifing each other—Mr Clinton 
felt he could get away with the slightest of gestures towards pub- 
lic diplomacy. Besides, the town-hall meeting in February went 
badly. Explaining oneself is hard, Mr Clinton seems to feel: bet- 
ter therefore to say little. 

The same caution pervades an article in the latest issue of 
Foreign Affairs by Madeleine Albright, Mr Clinton’s secretary of 
state. Mrs Albright was chosen for the job because she was sup- 
posed to be good at selling foreign policy to the voters by ex- 
pounding a compelling vision. She bubbled that American 
power was the beacon of freedom in the world, and proposed a 
set of rules for how that power might be wielded. But her latest 
article is a tedious to-do list. It mocks the very idea of foreign- 
policy visions. “Proclaiming a vision is no particular challenge,” 
she writes; “in any case, we should not claim too much for such 
formulations.” Forget the talk of grand ideals. Mrs Albright is 
now a humble pragmatist. 

Up toa point, this anti-vision thing is understandable. As the 
Clinton team completes its sixth year, it feels it has explained 
itself on all subjects under the sun, and it finds repetition te- 
dious. Rather than talk, it prefers to burrow away at problems 
ranging from climate change to North Korea without pretend- 
ing that these disparate efforts are connected by some overarch- 
ing vision. An energetic foreign policy, tackling a large number 
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of issues, is almost bound to be accused of lacking focus. 

And yet, however understandable, the Clinton administra- 
tion’s unfocused vision is troubling: without focus, it is hard to 
maintain voters’ interest in foreign policy, let alone their will- 
ingness to pay for it. As Mrs Albright recalls in Foreign Affairs, 
America has spent the 1990s closing diplomatic posts and cut- 
ting aid; under the current budget agreement, foreign-policy 
spending faces a further cut of 12% in real terms over the next 
half-decade. All this is done on the assumption that, with the 
cold war over, it is time to enjoy a peace dividend. But—and this 
isa point that Mrs Albright’s article fails to make—there is a little 
secret about the post-cold-war world. It differs from the cold war 
in obvious ways: the Soviet em- 
pire has vanished, together with 
its nuclear rivalry. And yet, in one 
important sense, the post-cold- 
war world resembles the cold war 
more than any other era in inter- 
national relations. 

In the late 1990s, just as during 
the cold war, the world relies on 
America to face down rogues: 
communist dictators, ethnic ty- 
rants, even financial speculators. 
In the 1990s, just as during the 
cold war, America needs to do this 
through a combination of lone- 
hero strength and tactful alliance- 
building. Then, America fash- 
ioned institutions, such as NATO 
and the imp, that would support 


its international goals. Now 
America leads the drive to expand 
and reform them. 


The frustration is that Mr Clin- 
ton and his team understand 
these parallels well; and yet they sometimes forget their implica- 
tions. America remains the leader of the free world, and this 
leadership requires a president who will not only face down for- 
eign fiends but will fess up to American voters about the long- 
term costs of doing so. As he prepared to bomb Iraq, Mr Clinton 
ducked this second duty. He worried, reasonably, that bombing 
would end the UN inspections regime, leaving America no way 
of dealing with Mr Hussein other than old-fashioned contain- 
ment. And containing Iraq, like containing Russia during the 
cold war, is a marathon strategy, which offers no guarantee of 
short-term resolution. 

Mrs Albright's Foreign Affairs article begins by quoting Dean 
Acheson, secretary of state from 1949 to 1953. Some Americans, 
Acheson wrote, thought foreign-policy problems were like head- 
aches; you “take a powder and then they are gone.” But the truth 
is gloomier than that, Acheson went on. “We have got to under- 
stand that all our lives the danger, the uncertainty, the need for 
alertness, for effort, for discipline will be upon us... The only 
real question is whether we shall know it soon enough.” Unfor- 
tunately, the post-cold-war era is the same: whether America is 
containing Iraq or fighting terrorism, it has to realise that it is in 
it for the long haul, that dangers are ever-present. This is why 
America needs a president who explains his foreign policy in 
compelling terms, loudly and repeatedly. Otherwise, energy 
abroad and reticence at home may indeed create the conditions 
for a new isolationism. 
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Which candidate for 
Argentina’s Alliance? 


BUENOS AIRES 


One or other of them may well be Argentina’s president a year from now. But 
which would do the job better? Voters find it hard to tell 


PRIMARY, as voters in the United 
States would understand it, it is not. 
Argentina’s opposition two-party Alliance 
hopes next year to seize the national presi- 
dency from the ruling Justicialist Party of 
President Carlos Menem. So the rival 
would-be challengers are going at each 
other hammer-and-tongs, are they? No. 
When Fernando de la Rua, Radical mayor 
of Buenos Aires, and Frepaso’s hopeful, 
Graciela Fernandez Meijide, squared off 
before a television audience last July, they 
agreed on nearly everything. They still do. 
The Radical Union and the much youn- 
ger Frepaso joined forces in August 1997. 
The resultant Alliance, riding a wave of re- 
sentment against Mr Menem and his gov- 
ernment, won congressional elections that 
October. It promises to clean up corruption 
and blames Mr Menem’s policies for high 
unemployment and stagnant salaries. But, 
after some initial Radical hesitation, it also 
promises business and foreign investors 
that privatisation will not be reversed, and 
that the currency board that smashed Ar- 
gentina’s inflation will not be touched. 
Now a vote by Alliance members on 





Two heads, not quite a single voice 
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November 29th is to decide between the ri- 
val standard-bearers. The two have tried to 
differentiate themselves, with little success. 
Yet the choice is important, and will be 
closely watched. Whatever its faults, Mr 
Menem’s administration since 1989 has 
radically altered Argentinas economy, 
achieving stability and growth, and win- 
ning the confidence of investors, domestic 
and foreign. Some Argentines fear that an 
Alliance victory could mean a resurgence 
of populist politics. 

That fear was for a time increased, in 
some minds, by the lead—modest though it 
is—that most polls show for Mr de la Rua 
over Mrs Fernandez Meijide. The Radicals 
might better, in Argentine economic terms, 
be called conservatives. Pollsters attribute a 
recent swing towards Mr de la Rua not to 
that, however, but to a leaning among vot- 
ers towards proven experience. 

Now 61, Mr de la Rua, a lawyer from the 
central city of Cordoba, was a Radical con- 
gressman for 23 years before being elected 
mayor of Buenos Aires in 1996. He has run 
it well, striving to return the city, in its day 
sometimes known as the Paris of South 





America, to its former state. He has invested 
in infrastructure, and in cultural events, as 
well as starting a much-publicised waste-re- 
cycling programme. But Mr de la Rua is no 
spendthrift. His city (unlike the central gov- 
ernment) ended 1997 with a budget sur- 
plus, and it has been able to sell bonds in- 
ternationally—“tango” bonds to their 
friends. Many believe he would be a stron- 
ger candidate, and later a more effective 
president, than his rival. 

But Mrs Fernandez Meijide, 67 and 
with dark bags under her eyes, is a strong 
figure too. Her personal history and out- 
spoken style have won her widespread 
trust, and project a sense of mission that 
could bring a large turnout in her favour. 
Long a professor of French, she became a 
full-time human-rights activist after her 
son was taken off in 1976 by the security 
forces of the then military regime, never to 
be seen again. After the last military junta 
collapsed in 1983, she helped to lead Presi- 
dent Raul Alfonsin's commission to probe 
the thousands of civilian “disappear- 
ances”. Then she moved into a political ca- 
reer, and was eventually elected to Con- 
gress in 1993. While Mr de la Rua finds 
most of his support in the metropolitan ar- 
eas of Buenos Aires and Cordoba, Mrs Fer- 
nandez Meijide has tirelessly campaigned 
from one end of the country to the other. 

Mr de la Rua has shown political skill 
recently, saying he would support an anti- 
corruption investigation of an out-of- 
power Mr Menem, thus stealing one of Mrs 
Fernandez Meijide's main themes. He has 
also seemed to modify his economic views. 
Argentina's economy has survived the 
global turmoil better than have some oth- 
ers in the region, and voters do not seem 
eager for change. Last month Mr de la Rua 
suggested he would pick as his economy 
minister Ricardo Lopez Murphy, a laisser- 
faire economist and keen budget-balancer. 

Mrs Fernandez Meijide quickly re- 
torted, saying Mr Lopez Murphy would be 
even worse than the current economy min- 
ister, Roque Fernandez. She prefers Jose 
Luis Machinea, a former central-bank pres- 
ident and now head of the Alliance's eco- 
nomic team, who places less emphasis on 
fiscal balance and thinks trade barriers can 
justifiably be raised in times of crisis to pro- 
tect the economy. Now that would be a real 
difference. And it raises the chances that, if 
Mr de la Rua wins the candidacy, the free- 
market Mr Menem—himself barred by the 
constitution from running again next 
year—may see his economic policies pre- 
vail, even ifhis party loses. 
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Scandal time 


SAO PAULO 


T HE government has just signed an IMF 
agreement requiring much hard labour 
from Brazil's politicians and media, who 
face months of arid discussion on the con- 
comitant belt-tightening of the economy. 
What better distraction from such tedious 
work, then, than a juicy scandal, real or 
false—except perhaps two of them. 

Two there have been. The first affair 
would have been farcical had its intention 
not been sinister. It involved a dossier of 
documents apparently showing that Presi- 
dent Fernando Henrique Cardoso and 
three of his closest political colleagues (one 
of whom died seven months ago) were part- 
ners in a company called cH,j&r Inc, based 
in the Bahamas and blessed with a Cayman 
Islands bank account holding $368m. As 
forgeries, the documents had the sophis- 
tication that one might expect from a 
seven-year-old with a printing set. All were 
photocopies, some carried suspiciously 
identical signatures, and several had ele- 
mentary mistakes. 

No matter. After their existence was re- 
vealed on November 8th, for days Brasilia's 
leaky politicians and its absorbent news 
media indulged their imaginations at will. 
True, Mario Covas, newly re-elected gover- 
nor of Sao Paulo and supposedly the c in 
the company's name, pointed out that the 
initial might equally stand for cebola (on- 
ion). Bang went one promising line of in- 
quiry. Undeterred, the head of the federal 
police told a press conference he would re- 
quire a statement from Mr Cardoso, in 
terms suggesting the president was a sus- 
pect rather than a victim of calumny. 

The pseudo-dossier, it turned out, had 
been hawked around to opposition candi- 
dates before last month's elections. They 
sensibly had wanted nothing to do with it. 
But among the alleged hawkers were the 
daughters of Paulo Maluf, a right-winger 
who is nominally allied to Mr Cardoso; he 
was later to lose in Sao Paulo to Mr Covas, 
who really is. Also in the sales force, it was 
said, were people known to Fernando 
Collor, an ex-president forced from office 
in 1992 by a (real) corruption scandal. In- 
dignant at the “despicable forgery”, Mr 
Cardoso, in an apparent reference to Mr 
Collor, lamented that “people whom it cost 
Brazil effort to expel from public life are re- 
turning to the newspaper pages.” Mr Collor 
does not conceal his ambition to return to 
politics, as he legally can in 2001. But he de- 
nied any involvement, as did Mr Maluf. 

More embarrassing for the government 
has been a second affair, involving tapped 
telephone conversations between Luiz Car- 
los Mendonca de Barros, the communica- 


46 


tions minister, and Andre Lara Resende, 
president of the National Development 
Bank, which oversees Brazil's privatisation 
programme. The taps date from the time of 
the privatisation of telecoms, last July. Ac- 
cording to edited transcripts published on 
November 14th by Veja, Brazil's leading 
news weekly, Mr Mendonca de Barros ap- 
peared to be trying to influence this. Seem- 
ingly, he wanted to help a consortium led 
by Banco Opportunity, a Brazilian invest- 
ment bank, win one of the three fixed-line 
companies up for sale, rather than a rival 
bidder, Telemar, another local outfit. 

In the event, Telemar was the only bid- 
der for the telecoms company concerned. 
Mr Mendonca de Barros has denied that he 
was trying to favour Banco Opportunity 
(whose partners include Persio Arida, presi- 


dent of the central bank at the start of Mr 
Cardoso's government). He just wanted to 
ensure as much competition as possible in 
the telecoms privatisation, he says. 

There is no evidence to contradict that. 
In general, the integrity of Brazil's privatisa- 
tion programme has been less questioned 
than that of, for instance, Mexico. Mr Men- 
donca de Barros may manage to hang on to 
his job. “I’m a tough guy,” he boasted to re- 
porters this week. But the affair has already 
damaged his ambition to become “minis- 
ter for production", a new post from which 
he would implement industrial policy (not 
least, by choosing who would get tariff pro- 
tection or cheap credit) And certainly it dis- 
tracted political Brazil—for a time—from 
the task in hand, approval of the govern- 
ment's austerity measures. 





Chile 


Human rights? What are they? 


SANTIAGO 


HERE is a big gap in Chiles law 

schools, says a lawyer: students of inter- 
national law learn the law of the sea, of 
frontiers, the air, even outer space, but not 
the law of his speciality, human rights. 
Many of their practising elders, he says, do 
not know about the international human- 
rights conventions or the changing atti- 
tudes they reflect. Why? Because the crimes 
committed under General Augusto Pino- 
chet's 17-year dictatorship have made the 
subject just too uncomfortable for Chile's 
political establishment. 

The right, still powerful in most law 
schools, has an evident interest in keeping 
the issue under wraps. But so does the cen- 
tre-left coalition in power since 1990. It 
fears upsetting Chile's transition to democ- 


racy. It wants to get on with more produc- 
tive things—and to stay in one piece. Hu- 
man rights and what to do with the general 
are issues that divide its two left-wing par- 
ties from its centrist Christian Democrats, 
and split the latter among themselves. 

The coalition claims to have done all it 
could, politically, on human rights. In 1991, 
atruth commission reported on the crimes 
of the dictatorship. But few of the criminals 
have faced trial. And the government's best 
is plainly not good enough for the world— 
nor for most Chileans. In an opinion poll 
taken before General Pinochet's arrest in 
London, almost two-thirds of respondents 
said that his regime's abuses should be in- 
vestigated and their perpetrators brought 
to trial. Even among voters for right-wing 
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-.. some of your legacy has been found 


parties, the figure was 40%. If Britain's law 
lords free the general to return home—they 
are to deliver judgment on November 25th 
—a re-aroused but unassuaged thirst for jus- 
tice might increase these figures. 

General Pinochet will never be tried in 
Chile, however. Over the past year, a dozen 
court cases against him have been filed 
there, and Amnesty International promises 
more. But he is a life senator, by virtue of his 
own constitution of 1980, and so has im- 
munity from prosecution. It can only be 
lifted by one of the high courts. In addition, 
an amnesty law put in place in his days cov- 
ers crimes committed from 1973 to 1978, 
the bloodiest period of his rule. And the po- 
litical disruption caused by his arrest has 
made the political establishment, includ- 
ing judges, even more wary. 

The government is, however, now pre- 
paring a modest alternative. If it happens 
(left-wing politicians say it should anyway; 
the government plans to go ahead only if 
Britain frees the general), attempts would 
be made at least to discover the fate of the 
nearly 1,000 people who “disappeared” in 
the early years of military rule. Santiago's 
Catholic archbishop, Francisco Javier Erra- 
zuriz, might head the inquiry. 

Most of the disappeared have never 
been found, though occasionally remains 
are dug up and taken, sack by sack, for iden- 
tification. Politicians of all colours pay at 
least lip service to the need to find the rest, 
if Chile is to close this painful chapter in its 
history. The guilty might be offered immu- 
nity in return for information. Yet even that 
offers only aslim chance of success. With an 
almost audible sigh of relief, Pinochet sup- 
porters say that the information will sim- 
ply not be forthcoming, especially in the 
present climate of confrontation. 
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Pick your Chavez 


CARACAS 


Tor are nine Hugo Chavezes on the 
ballot paper. Of the 36 party tickets that 
jostle colourfully for space on this awe-in- 
spiring piece of stationery—at 22 centi- 
metres wide and over 50 long, guaranteed 
to impress on any voter the weightiness of 
his duty—one in four bears the colonel’s 
face. His views seem equally numerous. 
The one thing Venezuelans are sure of 
about him is that, if elected president on 
December 6th, what he will do is unsure. 

The man who attempted a coup d'état 
in 1992 swept to the head of the polls this 
year with populist, anti-establishment talk. 
He then toned it down when he saw how it 
scared foreign investors and governments. 
Has he truly given up the idea of declaring a 
moratorium on the country’s mountain of 
foreign debt? Perhaps. Will he still try, as 
soon as he takes office, to create a constitu- 
ent assembly representing every sector of 
the population? Anybody’s guess. Would 
such a body replace Congress and the judi- 
ciary, as he once hinted, or merely make 
some changes to the constitution, as he 
now says? What might these be? Will he 
make good his promise to be fiscally tight, 
and how? Take your pick. 

Better, ask not what he might do for his 
country (and to be fair, the programme un- 
veiled on November 18th by his closest ri- 
val, Henrique Salas Rómer, was almost as 
vague), but what he would be able to get 
away with. Answer: not much. 

Whoever wins will find himself in an 
economic straitjacket caused by the low 
price of Venezuela's chief earner, oil. 
Money for this years budget has already 
run out. Last week brought the news—and 
protests at it—that public universities must 
close during January to save cash. To 
cut the big fiscal deficit created by 
the fall of oil, and avoid collapse of 
the over-priced bolivar, any new gov- 
ernment will need not only strin- 
gent tax reforms, but also the help of 
world capital markets. And to con- 
vince these, say analysts, it will prob- 
ably need an austerity package ap- 
proved by the IMF. 

Being good in front ofthe world's 
economic Inquisition may not come 
naturally to Colonel Chavez, and his 
claims that he has been converted to 
orthodoxy are treated with scepti- 
cism. Appointing credible people as 
finance minister and central banker 
could send the right signals, but he 
has named no names. He will also 
face an extremely fractious Congress. 
When it was elected on November 
8th, his gaggle of allies did unexpect- 
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edly well, winning 32% of the seats. But he 
will still have to bargain with other parties. 
Thanks to his rhetoric, that will not be easy. 

Hence his idea of a constituent assem- 
bly. But, its exact scope apart, would he be 
able even to set it up? That might be uncon- 
stitutional. If so, he would need a referen- 
dum—and popular support for the idea has 
been dropping. He can hardly risk defeat 
for his first act as president. 

If president he becomes. Ask also, there- 
fore, not what Colonel Chavez might do, 
but what people think he might. How seri- 
ous a threat to democracy and economic 
well-being is he seen as? One group of busi- 
nessmen, clearly on the alarmist side, has 
been trying quietly to persuade Mr Salas to 
accept the backing of other parties. He and 
his Proyecto Venezuela, tucked away at the 
very bottom of the giant ballot paper, do 
not want it. He knows that one of the voters’ 
chief gripes is against the big parties, the 
centre-left Democratic Action (AD) and cen- 
tre-right Copel, and their four-decade 
domination of Venezuelan politics. 

Irene Saez, long the leader in the opin- 
ion polls, accepted CoPEr's support when 
she began to slip, and merely slipped fur- 
ther. She now says she would stand down if 
the parties could agree on one candidate to 
fight the colonel. Would Ap, which won the 
biggest single share—24%—in Congress? In- 
siders say that, though polls give its candi- 
date, the elderly Luis Alfaro, single-figure 
scores, the party does not find Colonel Cha- 
vez scary enough to make it opt for Mr 
Salas. There is no other likely figure. 

If Mr Alfaro remains unboosted by AD's 
relative congressional success, the party 
might still dump him. It is not clear just 
what that would do for Mr Salas. But it may 
yet prove unnecessary anyway. Mr Salas is 
still behind—subject to a new poll due out 
on November 20th—but he has come up 
fast. The colonel of many faces cannot put 
on his smile of triumph yet. 
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Between storms in Iraq 


BAGHDAD 


No bombing this time, but with Iraq demanding an end to sanctions, 
and America demanding Saddam's head, the stand-off continues 


NEW victory for Saddam Hussein, 

trumpeted Al-Thawra newspaper, as 
Iraq's president, under threat of a crushing 
American bombardment, overturned his 
own decision to end United Nations weap- 
ons inspections. Just what America always 
wanted, insisted President Bill Clinton. An- 
other example of Kofi Annan, the UN's sec- 
retary-general, snatching peace from the 
jaws of war, said UN officials. But nobody 
was over the moon, on the streets of Bagh- 
dad, in America's corridors of power or in 
the offices of Unscom, the UN body charged 
with disarming Iraq. Even before the in- 
spectors had returned from their self-im- 
posed exile, Iraqis were demonstrating out- 
side Unscom's Baghdad headquarters, ex- 
pressing their anger at America's actions. 
And American officials, from Mr Clinton 
down, were speaking openly of their plans 
to overthrow Mr Hussein's regime. 

As wooden shields were removed from 
ministry windows and military parades 
started up once again, Iraqi officials tried to 
put a brave face on the episode. America's 
naked aggression, and that of its sidekick, 
Britain, had been proved beyond doubt, 
they said, and Iraq's plight after eight years 
ofcrippling sanctions had been brought to 
the world's attention. Iraq was not climb- 
ing down out of fear of attack, but out of 
respect for such valued allies as Russia, 
China, France and, curiously, Brazil. 

Yet, Iraq got nothing out of its latest con- 
frontation with the uN—the third this 
year—and managed to alienate its support- 
ers by trying. Countries, such as France and 
Egypt, that believe the time has come to 
ease sanctions clearly signalled their exas- 
peration with Iraq's appetite for melo- 
drama. The Security Council's “compre- 
hensive review" of Iraq's obligations— 
which Iraq has long demanded but whose 
terms it unwisely questioned—will proba- 
bly still go ahead, so long as Iraq co-oper- 
ates with Unscom in precisely the same 
way as it was called upon to do before the 
latest eruption. In the end, Iraq had to dis- 
avow all its demands for changes as a mere 
wish-list, and make its clearest commit- 
ment to date to allow the inspectors full 
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and unconditional access. 

Even so, Iraq’s more-or-less 
complete surrender on Novem- 
ber 14th took time to satisfy the 
Americans. Mr Clinton ordered 
the approaching bombers not to 
strike Iraq, at least on that par- 
ticular day, but the climbdown 
was not fully accepted until the 
next day, after America had re- 
ceived three further letters of 
clarification and stipulated con- 
ditions of its own. American offi- 
cials then spent the next few days 
insisting that they were delighted 
to have reached a diplomatic 
solution. 

Why was America so reluc- 
tant to call off its attack, at one 
point only 15 minutes away? In part, be- 
cause it knows that Mr Hussein is better at 
making commitments than at keeping 
them. In part because, by its own admis- 
sion, America cannot wait to see the back of 
Iraq's leader. But chiefly because Unscom, 
for all Mr Clinton's talk of its continuing 
usefulness, has reached something of a 
dead-end in its dealings with the Iraqis. 

On their return to Baghdad, on Novem- 
ber 17th, Unscom's staff prepared to press 
on with their task undaunted. The metal 
plates with which they had sealed their 
doors on departure came down; the licence 
plates that they had removed from their 
cars went back on. But, as they set out on 
their inspections, their authority enforced 
by America's explicit threat of an attack 
without warning if they are not obeyed, 
some UN officials doubted whether they 
could make much more headway than they 
have in the immediate past. 

Unscom says that Iraq still has to prove 
that it has disposed of all its weapons of 
mass destruction, particularly of the bio- 
logical kind. Iraq says that since it never 
had such weapons, it cannot prove it has 
got rid of them. It would be happier if judg- 
ment of its compliance with the relevant 
Security Council resolution could be 
shifted from Unscom to the council, where 
it is likely to get a more sympathetic hear- 





But be prepared for the next 


ing. On the day that Unscom returned to 
Baghdad, the Iraqis were suggesting that a 
document long sought by the inspectors 
should be first discussed with the Security 
Council, rather than handed over to 
Unscom straightaway. 

If this attitude is deemed unco-oper- 
ative by the secretary-general, Iraq will not 
get the comprehensive review that it has 
pinned its hopes on. If, as is more likely, Mr 
Annan says that Iraq is doing well enough 
to allow the review to proceed, it will be up 
to the council to decide whether to give Iraq 
any encouragement. It could, for instance, 
close the file on Iraq's nuclear programme, 
which the relevant inspectors say has been 
very largely dismantled. But the United 
States, now openly plotting Mr Hussein's 
demise, will not want to allow his regime 
even a glimmer of light. And Iraq, for its 
part, is saying that the only just outcome of 
the review would be an immediate lifting 
of the oil embargo—which is supposed to 
happen only when Unscom certifies that 
the country is weapons-free. Already the 
battle lines are drawn. 

The clear losers in this saga are the ordi- 
nary citizens of Iraq, who have borne the 
pain of eight years of sanctions and will 
plainly now have to put up with them for 
some time more to come. UN-approved im- 
ports of food for their scant rations were 
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when Lloyd’s Register, a British firm that 
monitors the imports, pulled out its inspec- 
tors on the advice of the British govern- 
ment, although they were far from any po- 
tential military target. By contrast, Saybolt, 
a Dutch firm that keeps tabs on Iraqi oil ex- 
ports, kept its inspectors on the job and the 


held up during the crisis at Iraq's borders oil flowing. Some 75 trucks of wheat piled — 


up at the Syrian frontier, and 14,000 tonnes 
of rice sat useless on the docks at an Iraqi 
port, Umm Qasr. Staff from the un’s relief 
programmes also withdrew when the 
bombing seemed imminent. They are now 
hurrying to catch up with the backlog of 
work—before the next crisis breaks. 


















Egypt 


CAIRO 


SA RECENT political-opinion survey, the 
first ever allowed in Egypt, showed 
over two-thirds of all Egyptians to be par- 
tial to the idea of a democratic system. Yet 
the same poll found that only a quarter of 
the people in Cairo who could have voted 
had ever bothered to do so. Their indiffer- 
ence is easy enough to understand. 
Egyptian democracy looks just about 
credible, on paper. The country has an 
elected parliament. It has 14 legal political 
-- parties and a lively opposition press. But af- 
~~ ter four decades in which the ruling party's 
grip on parliament has never relaxed, 
. Egypt's political mechanism is in danger of 
rusting into obsolescence. 
The last general election, in 1995, was 


marked by widespread fraud and gave the 

ruling National Democratic Party a crush- 
ng 95% majority. The next election, due in 

:: 2000, promises little change. It is not just 
Chat the government's control of the air 
waves and its ban on public gatherings dis- 
` courage political activity. The legal opposi- 
tion is beginning to implode. 

All the leaders of Egypt's four main- 
stream opposition parties are at least in 
their 705, and have held their position for 
two decades or more. Fouad Serageddin, 
the octogenarian boss of the conservative 
New Wafd Party, served as interior minister 
in King Farouk's last government before the 
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Democracy can sometimes be too tame 


The perks are fine, forget the politics 


1952 revolution. Even the outlawed Mus- 
lim Brotherhood, which still carries some 
weight despite repeated waves of arrests, 
suffers from ageing, divided and unimagi- 
native leadership. 

Not one of Egypt's opposition parties 
applies its democratic principles to itself. 
The contradiction is glaring, says Montas- 
ser Zayat, a lawyer who has defended Islam- 
ist extremist groups: "The opposition calls 
for democracy and the need to rotate 
power, but the party chiefs all monopolise 
power." He predicts that fights over succes- 
sion are likely to cripple most of Egypt's 
parties in the coming years. 

Leadership battles can turn violent in 
the marginal groups, none of which holds 

more than a single seat in the 
454-member People's Assembly. 
Court orders this year have shut 
down two parties after thugs 
tried to storm their headquarters. 
The thugs—in one incident 
armed with knives and bottles of 
acid—were hired by rival claim- 
ants to the parties’ leadership. 
Several other factions face simi- 
lar, if non-violent, feuds: no fewer 
than 11 pretenders lay claim to 
the chairmanship of the feather- 
weight New Young Egypt Party. 
The fragility of Egyptian de- 
mocracy reflects the fact that 
party life was kick-started by de- 
cree in the 1970s, after 25 years in 
which all opposition parties were banned. 
President Anwar Sadat needed backing for 
his Camp David peace treaty with Israel. So 
he simply appointed three trusted public 
personalities to head a far-left Progressive 
Unionist Party, a Socialist Labour Party and 
a centrist Liberal Party. 

Sadat also created a committee to vet 
applications for the formation of new par- 
ties. This six-man body, which includes the 
ministers of justice and the interior, has re- 
jected every. application it has ever re- 
ceived. The usual reasons are that proposed 
party platforms offer nothing new, or that 
they contravene a constitutional ban on 


parties based on religion. Egypt's courts ` 






have occasionally overturned the commit- 
tee's decisions. Indeed, court rulings mid- 
wifed all ten of the other opposition par- 
ties, including Mr Serageddin's New Wafd. 

But as the older parties have atrophied, 
pressure has built up to allow younger 
blood into the system. This autumn alone, 
the political-parties committee received, 
and duly rejected, no fewer than seven 
applications, One came from the would-be 
National Unity and Social Justice Party, 
which has spent seven years awaiting ap- 
proval for a platform aimed at strengthen- 
ing relations between Muslims and Chris- 
tians in strife-torn Upper Egypt. 

Another unsuccessful contender was 
the New Wasat or Centre Party. This mildly 
Islamist grouping had changed its name in 
order to apply a second time, after losing a 
court appeal against the committee. 
Formed by disillusioned younger mem- 
bers of the Muslim Brotherhood, trade- 
union activists and intellectuals, the New 
Wasat would have been likely to attract a 
broad-based following. 

Some of the other rejected suitors may 
simply have been seeking the automatic 
perks granted to legal parties. These include 
modest government subsidies and news- 
paper publishing licences that are hard to 
come by otherwise. Unfortunately, most 
party newspapers are little more than scan- 
dal-sheets. Even the ruling National Demo- 
cratic Party is seen as more ofa state patron- 
age network than the representative of any 
ideological group. 

In the past, the government has used 
the threat of Islamist extremism to excuse 
its monopolistic practices. That threat is 
slowly receding, particularly as Egypt’s 
economy is now ticking over smoothly. But 
the political constraints continue. 
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Sierra Leone 
War without end 


KENEMA 


66 TN THE army we have a saying: dead 
dogs don't bite" Thus Chief Hinga 
Norman, the official head of Sierra Leone's 
civil-defence forces, justified the recent exe- 
cution of 24 members of the junta that 
briefly seized power in 1997. Asked if the 
executions might not encourage the rebels 
to fight to the end, he replied: "The war is 
over: there is just some fighting to be done.” 
His view, expressed a few hours before 
the evening curfew in Kenema, a town less 
than 30 kilometres (20 miles) from rebel- 
held territory, was unconvincing. There are 
over 30 military checkpoints on the road 
between Kenema and Freetown and some 
10,000 Nigerian and Guinean troops, 
backed by at least as many local fighters, are 
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HE finger of land in north-eastern 

Namibia called the Caprivi strip must 
be the silliest contrivance of the doodlers 
who drew the modern map of Africa. Last 
week, about 1,000 people from Caprivi 
fled across the border into Botswana, 
chased by Namibian government forces. 
Namibia’s President Sam Nujoma de- 
manded that “the terrorists and crimi- 
nals” be handed back. Botswana, already 
on bad terms with Namibia over another 
border dispute, is treating them cau- 
tiously as refugees. 

The strip pokes Namibia 450 
kilometres (280 miles) into the heart of AF 
rica. The Germans, who ruled Namibia, 
then known as South West Africa, from 
the late 19th century until 1915, wanted 
access to the Zambezi, which they thought 
I (wrongly) to be navigable as far as the In- 
dian Ocean. Obligingly, the other Euro- 
pean powers carving up Africa gave Ger- 
many the corridor it wanted. 

The lines cut through the Lozi king- 
dom. Ironically, territory played little 
part in the complex system of allegiances 
by which the Lozi kings ruled the upper 





needed to contain the 8,000 guerrillas who 
still control most ofthe diamond-rich areas 
to the north and east. Local papers report 
clashes every few days. Villages and towns 
in the north have shrunk, often to a third of 
their pre-war size, as people have fled to the 
capital, refugee camps or the bush. 

Such order as there is comes from the 
` presence of the West Afri- 
can peacekeeping force, 
^Ecomog. This spring, the 
force drove the junta of ju- 
nior officers, supported by 
< the Revolutionary United 
Front (RUF), out of the capi- 
“tal and restored the elected 
“government of Ahmed Tej- 
an Kabbah. The rebels set 
~ ap headquarters in the jun- 
“gle close to the frontiers 
- with Guinea and Liberia, 

where they find refuge and resources. 

The RUF rebellion began in 1991, origi- 
nally as a spillover from the civil war in Li- 
beria. The guerrillas’ offer of guns, and their 
-. vague promises to spread wealth and free- 
dom and to end corruption, went down 
well in Sierra Leone’s poor rural areas. 
Their leader, Foday Sankoh, a former army 
photographer, was able to exploit the gen- 
eral resentment felt by villagers towards the 
government in Freetown. 

But in 1997 Mr Sankoh was arrested in 
Nigeria and handed back to Sierra Leone, 
where he was sentenced to death. The 
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Zambezi valley for centuries. As in many 
other African kingdoms, the system was 
based on, people, not land: Lozis were 
loyal to their king wherever they hap- 
pened to live. Now split between Angola, 
Namibia, Botswana and Zambia, the 
Lozis get a bad deal in all four countries 
and their desire for unity has grown. 

The reasons for the current flight into 
Botswana go back to Namibia's war 
against South African occupation. Some 
of the Lozis supported the Namibian na- 
tionalist movement, SWAPO; others were 
against it. The divisions continued after 
independence in 1990. The Namibian 
government made no concessions to Lozi 
separateness and gave the area little 
development aid:a UN report recently de- 
scribed Caprivi as Namibia's poorest re- 
gion. A Caprivi Liberation Movement 
was formed with the ambition of linking 
up with fellow Lozis in Zambia; the gov- 
ernment has been trying to crush it. 

In Zambia any suggestion of Lozi sep- 
aratism is strictly banned, though the 
king is allowed a ceremonial role. Before 
Zambia's independence in 1964, the 


rebels have threatened to attack Freetown if 
Mr Sankoh is executed; alternatively, they 
may try to seize a hostage to bargain for his 
release. The RUF’s organisation has de- 
clined since Mr Sankoh's arrest: there are 
hideous reports of their terrorising villagers 
and abducting children for use as soldiers. 

How long will the Nigerians, who sup- 
ply 90% of Ecomogs 
troops, be prepared to stay? 
“It’s not an easy thing to 
keep us here,” explains 
Ecomog’s commander in 
Sierra Leone, Abu Ah- 
madu. “We wonder what 
will happen if a civilian 
comes to power [in Nigeria] 
in May next year." When a 
democratic government 
takes over after the elec- 
tions, it may well be more 
sensitive to Nigerian soldiers’ deaths: ru- 
mour puts these as high as eight a day— 
there are no official figures—during intense 
periods of fighting. On the other hand, the 
intervention has brought Nigeria interna- 
tional approval, and gained its troops ac- 
cess to Sierra Leone’s diamond fields. 

In any event, Sierra Leone needs an 
army of its own. On November sth, its 
“new” national army--consisting of men 
selected from the old one and retrained by 
Ecomog—was paid for the first time. But, so 
far, ithas fewer than 3,000.men. 

A possible alternative exists in the local 
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Lozis had been ruled separately in what 
was called Barotseland. An underground | 
movement, the Barotse Patriotic Front,ex- | 
ists and has reportedly held talks with the 
Namibian Caprivians. 

At one time such movements would 
have been easily crushed. Neither African 
governments nor their western backers 
had any interest in letting nation-states 
break up. Recently, with cross-border in- 
terventions within Africa becoming more 
common, and with governments, such as 
that of Congo, having difficulty in con- 
trolling their territory, the Lozis have a 
better chance of reasserting themselves. 
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civil-defence groups, such as the Kamajors, 
whose forces, developed from traditional 
hunters and secret societies in the south, 
have fought the rur for the past five years. 
These forces provide infantry in places 
where the Nigerians are reluctant to fight, 
and are recruiting across the country. As 
with the rebels, the recruits are often chil- 
dren. Each side probably has about 3,000 
young boys in its ranks. This, says one 15- 
year-old, is because “we don't worry about 
wives and children like the adults do." 

The government is concerned about the 
growth of armed ethnic militias. Some lo- 
cal groups have shown that they are willing 
to chase the rebels beyond their own re- 
gion. Already their rising numbers of wea- 
pons and the provision of ammunition by 
Ecomog have led to infighting among the 
Kamajors. People caught illegally mining 
diamonds may be summarily executed. If 
ethnic tensions were to be introduced into 
the war, it would be even harder for the gov- 
ernment to control events. 

Jesse Jackson, a black American politi- 
cian who last week paid a five-hour visit to 
Freetown at President Clinton's behest, sug- 
gested that the government should negoti- 
ate with the rebels. This won some support. 
But negotiations would be hard. Although 
some of the rebels say they want to leave the 
bush, others, according to.aid workers, are 
little more than bandits and may prefer to 
continue their banditry. 

a 
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The most inspired ideas are made even brighter 
by unique colours from Ciba. 













Great art takes imagination and a talent for seeing things in new ways. So does 
great science. For decades, Ciba Specialty Chemicals has been a master in the. 
field of colour, producing and applying rich shades to fabrics and vivid pigment 
to automobiles. Now, by leveraging our global resources, we are expanding our colour portfolio with 
products that do more for industry and consumers—with less impact on the environment. 


We're redefining the business of colour. For example, we've developed inks for ink jet application on. 
fabrics, and a new generation of pigments that disperse as easily as a dye, yet have deep, lasting, high- 
grade colour. Today you'll find Ciba colours brightening papers, textiles, paints, inks and electronics. 


Ciba's innovation colours a full spectrum of the world's products. 


For more information about Ciba Specialty Chemicals, 
visit our website at www.cibasc.com or fax +41 61 636 3019. 
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You needn't ever leave the comfort of your Four Seasons room to be transported by a talented chef. Room service d 
menus abound with regional selections: from deep-dish pizza to striped bass without unwanted calories, to homemade Se 
chicken soup al | a.m. For the same breadth of choice in another unequalled setting, visil our restaurants 
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Who really runs Germany? 


© BONN 


v The balance of power between Chancellor Gerhard Schróder and his 
_ finance minister, Oskar Lafontaine, is shifting 


i SKAR LAFONTAINE as the robber 

baron, his wife, Christa Müller, as 
Lady Macbeth, Gerhard Schröder as the 
freshly crowned monarch defending his 
castle. How easy it is to caricature the play- 
ers in Germany’s new political drama, es- 
pecially after 16 years of drabbish perfor- 
mance from the court of King (Helmut) 
Kohl. Easy--and not wholly wrong. 

Even the Bonn chancellery, usually as 
thrilling as a savings bank, crackles with 
tension these days, like a fortress just taken 
but not yet secure. Nearly two months after 
the election of Mr Schróder's Social Demo- 
crats, boxes still lie around unopened, 
shelves remain half empty, red-eyed new 
inmates beam dazedly, unable quite to be- 
lieve they have got so far. Reinforcements 
are being called up, plots hatched and a 
single name is on many lips: Oskar. 


Strenuous official denials notwith- 
standing, the rivalry between the two top 
Social Democrats—very broadly speaking, 
"Schróder the moderniser" on one side, 
"Lafontaine the traditionalis" on the 
other—has emerged as the leitmotif of the 
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red-Green coalition. It lurks behind nearly 
every scene, and helps explain the woefully 
unfocused nature of the government pro- 
gramme announced on November 10th. 
The root of Mr Schróder's trouble is that 
his party, or rather the party to which he be- 
longs and which is led by Mr Lafontaine, 
won the election a mite too well. During the 
campaign, Mr Schröder had his eye on a 
grand coalition with Mr Kohl's Christian 
Democrats (but minus the outgoing Mr 
Kohl)--a set-up that would have helped to 
discipline the Social Democratic left and to 
reduce Mr Lafontaine's clout. 

The way would have been at 
least semi-clear for the sweep- 
"7 , ing reform of taxation, welfare 
ta and the labour market that high- 

cost Germany, with its unemploy- 
ment rate of over 10%, badly needs. 

Yet, thanks to a technicality in the vot- 
ing rules, the Social Democrats won a late 
rush of extra seats on election night, giving 
them, with the Greens, an unexpectedly 
clear parliamentary majority of 21—too 
clear for Mr Schróder to ignore in favour of 
a grand coalition with the Christian Demo- 
crats. Moreover, the Greens in office are 
turning out to be paragons of reliability, 
especially Joschka Fischer, the foreign 

minister, who so far has hardly put a 

foot wrong. So Mr Schréder has no 
excuse from that quarter for declaring 
the red-Green experiment a failure. 
Instead, to the disdain of the Greens, 
two rival Social Democratic camps have 
emerged. Heading one is Mr Lafontaine, 
who has strengthened his barony in the fi- 
nance ministry by prising all the important 
departments from the economics ministry. 
From this bastion, the party chief is trying 
to create more jobs with recipes from a 
book that he and Ms Müller, an economist, 
have recently written. These include try- 
ing to boost domestic demand with 
higher wages and lower taxes for the less 









g well-off, to bully the Bundesbank into cut- 


ting interest rates, and to set target zones to 
stabilise currencies, 
Behind the chancellery walls lurks the 










































other camp. It is 
jointly led by Mr Schroder and 
Bodo Hombach, his chief of staff, a 
man of Kohl-like bulk whose baby 
face belies his experience as a 
string-puller and campaign strate- 
gist. He was hastily drafted into 
Bonn, after only weeks as econom- 
ics minister of the state of North 
Rhine-Westphalia, to help his new 
master fend off the advance of 
Oskarism. 

Mr Hombach, astonishingly, 
found time during the campaign 
to write a book too, this one on 
the politics of “the new centre”. 
Urging a wholesale revamp of the 
welfare system. based on greater 
self-reliance, it reads like a riposte 
to the Lafontaines' tome, and is 
no doubt meant to. It comes close 
to reflecting the current thinking 
of Mr Schróder, a Marxist in his 
youth who, in recent years, has 
become a friend to business. 

So who is winning? At first, it 
looked as though Mr Lafontaine 
was. Cartoonists had fun depict- 
ing, for instance, a tiny Mr Schró- 
der sitting on his lap. Then there 
seemed to be a stalemate, re- 
flected in the economic part of 
the government's programme. 
The "ecological" tax reform, be- 
loved of the left, aims to raise 
the price of energy and to use 
the revenue to slash social-secu- 
rity bills. But since Mr Schró- 
der, who until recently served 
on Volkswagen's supervisory 
board, insisted on only a 
small petrokprice increase 
and on sweeping excep- 
tions for industry, the im- 












Dishing the pasta, not the dirt 


BRUSSELS 


EGULAR readers will regret keenly 

the European Court of Auditors’ de- 
cision to slim down its annual report by 
half. If the devil is in the detail of any au- 
dit, the report on EU spending offered a 
yearly pandemonium relished by all. 

In past years, the auditors—an inde- 
pendent committee consisting of an ex- 
pert from each EU member—would 
chronicle in Dickensian detail the 
schemes they had uncovered, for exam- 
ple, to swindle the common agricultural 
policy of bogus subsidies for uncat- 
alogued olive trees or non-existent cows. 
‘Each year they would produce stunning 
tales of incompetence within the Euro- 
pean Commission matched only by those 
of fecklessness within national govern- 
ments. Each year newspaper headline 

| writers across Europe would profess 
themselves shocked—shocked!—by the 
news that taxpayers’ money was being 
wasted and stolen in Brussels. 

And yet, inexhaustible as the auditors 
seemed in their pursuit of malfeasance, 
their output was growing unwieldy. 
Henceforth they have decided to keep the 
annual report relatively brief, and to hive 
off the juicy bits into “special reports” 
published occasionally. Topics so far 
have ranged from the “disposal of Swiss 


-. pactis likely to be puny. 


Most recently, the chancellor has been 


-firing back. He foiled Mr Lafontaine's bid 


to slip in Heiner Flassbeck, a neo-Keynes- 
ian economist at the finance ministry 
much admired by Ms Miller, as German 
sherpa to help prepare next year's G8 sum- 
mit. Instead, the job goes to Klaus Gretsch- 
to mann, a new member of the chancellery 
team and no idol of Ms Müllers. Help is 
also at hand for Mr Schróder from employ- 


s ers, who look set to drop their threat to boy- 


cott talks on job creation with government 
and trade unions, due to start next month. 
The chancellery hopes for even more 


ammunition from get-togethers with Tony 


“Blair's New Labour on that woolly agenda, 

“the new centre" or “the third way". Mr 
: Schröders men reckon there is much to be 
learned from the British party, which has 
modernised. more quickly and thoroughly 
than the Social Democrats have. If only 
Oskar could reach the same conclusion, 
they pine, rather than taking his beloved 
French Socialist Party asa model. 

It is. hardly by chance that at just this 
moment rumours have begun to circulate 
that Mr Lafontaine might move to Brussels 
in. 2000 as.the next president of the Euro- 
pean Commission. Two things seem cer- 
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cheese" to the pay and perks of members 
of the European Parliament. 

The latest document, its annual report 
for 1997, released this week, still bears 
reading for its entertainment value. Com- 
puter buffs will enjoy the story of Agrex 
and Sincom, two computer systems used 
at the commission to keep track of some 
40 billion ecus ($45 billion)a year in farm 
subsidies. These “cannot communicate 
and the data they contain cannot be 
transferred between systems”, say the au- 
ditors, not least because one system uses 
national currencies and the other the ecu. 

But no man is a hero to his auditor. 











tain. One is that the rumours did not start 
with Mr Lafontaine, although there is 
much about the job that might appeal to 
him. The other is that his departure for 
higher things would make life a lot easier 
for the chancellor. It would also, inciden- 
tally, leave the party chairmanship va- 
cant-and who better to fill it than Mr 
Schróder himself? Mr Kohl always swore 
that to succeed as chancellor you needed to 
hold your party's top job too, and he sur- 
vived as head of government for 16 years. 

— | 





Turkey and Italy 
Like a hot potato 


ANKARA AND MILAM 


HE generals patted themselves on the 

back a bit too soon. When they cowed 
Syria into expelling Abdullah Ocalan at the 
beginning of October, Turkey's soldiers 
thought they were denying international 
respectability to the leader of their Kurdish 
rebellion. Now Italy, the latest stop on Mr 
Ocalan’s subsequent travels, is toying with 
the idea of granting him political asylum. 
This is not what the generals had intended. 


The general impression given of the com- 
mission is of an organisation with which 
anybody—government, farmer or refu- | 
gee—would be happy to do business. It | 
likes spending money, it tends to botch 
the paperwork, and it frequently loses in- 
terest in the final result. It tries to manage | 
too many programmes with too few re- 
sources, National governments saddle it | 
with misconceived policies that end up | 
costing the European taxpayer far more | 
than any deliberate swindling mightdo. | 

The auditors’ pièce de résistance in | 
this last category is an analysis ofthe sub- 
sidies given to durum-wheat production 
over 30 years. Payments began in 1967, 
when Italy produced 90% of the Eu's du- 
rum wheat (most of it went into pasta). 
The crop was a mainstay of small, poor 
family farms. But the onset of subsidies 
helped to drive production up from 1.8m 
tonnes in 1966 to 11.3m tonnes in 1991. 

Attempts to cut the EU-guaranteed 
price sharply, and to compensate farmers 
in other ways, achieved the worst of all 
worlds. Output shrank and subsidies 
wenton rising. If the zu had merely subsi- 
dised durum-wheat growers using the 
rules it applied to producers of maize or 
oilseed, say the auditors, it would have 
saved about 3 billion ecus in 1994-97 
alone. Will anyone be prosecuted for that 
waste of money? Far from it. In parts of 
France or Spain, they are probably being 
triumphantly re-elected. 





They spend some $7 billion a year fight- 
ing the Kurdish rebels. Since they made it 
clear that they would not back down on the 
battlefield, the Turkish army has more or 
less contained the guerrillas of Mr Ocalan’s 
Kurdish Workers’ Party (PKK) in south-east- 
ern Turkey, where he started his uprising 14. 
years ago. Despite this, Mr Ocalan had suc- 
ceeded in making Syria his chief base for a 
propaganda campaign across Europe, 
wherever the 1m-odd Kurdish expatriates 
live. To the evident approval of fed-up 
Turks, the generals decided to stop this. 

Ineffectually, it seems. Driving Mr Oca- 
lan, via Russia, into the arms of Italy’s new 
government, which was keen to play a 
strong hand in its first foreign-policy test, 
has produced an unexpected result. “It 
makes no sense to demand Mr Ocalan’s 
handover,” declared Massimo D'Alema, It- 
alys prime minister, on November 18th. 
With his cabinet at odds over whether to ex- 
tradite “Apo” (Mr Ocalan's nom de guerre) 
to Tutkey or to grant him political asylum, 
and with the Americans weighing in in fa- 
vour of extradition, Mr D'Alema was firm: 
*We are not going to be intimidated." Such 
talk infuriates many Turks. That day Mesut 
Yilmaz, the prime minister, said that no 
Turkish government would "talk to mur- 
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Waiting for Ocalan 


derers with blood on their hands”. As he 
was speaking, hundreds of members ofa le- 
gal party close to Mr Ocalan were arrested. 

For the PKK, Mr D'Alema's words came 
as a welcome endorsement of its attempt to 
make itself respectable. “The PKK has al- 
ways been a political party,” purred Mizgin 
Sen, one of the articulate PKK people who 
shuttle across Europe organising the collec- 
tion of Kurdish “taxes”. “I’m ready to play 
my part to halt terrorism,” said Mr Ocalan 
in a statement issued in Rome. 

Conciliatory words are often on Mr 
Ocalan's lips. Since 1992, he has pro- 
claimed three ceasefires, the latest in Sep- 
tember. Last year he dismissed Semdin 
Sakik, one of his more pugnacious military 
commanders, who had called for the PKK to 
step up its attacks on civilians. He has also 
purged the PKK in Germany of radicals 
whose violence towards Turkish-owned 
businesses there got it banned. 

So how seriously should Mr D'Alema 
take Mr Ocalan's reassurances? The PKK, 
with its Marxist ideology and authoritarian 
structure, hardly corresponds to conven- 
tional ideas of a democratic party. Nor 
have MrOcalan's lieutenants recently done 
much to create a belief that violence really 
could be coming to an end. This week Kani 
Yilmaz, the PKK's senior representative in 
Europe, threatened Turks in Europe with 
violence if Turkey persisted in calling for 
MrOcalan's head. A day later, a PKK suicide 
bomber wounded six soldiers and two ci- 
vilians in south-east Turkey. A day after 
that, a Kurd set fire to himself in Rome. 

MrOcalan's supporters say that to grant 
himasylum in Italy would coax the PKK fur- 
ther towards a full renunciation of vio- 
lence. But if Italy sends him to Turkey, to be 
tried by an army-run state security court, 
they say this could strengthen the advocates 
of continued war. Germany—where Mr 
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Ocalan is wanted in connection with the 
murder of two PKK dissidents and “form- 
ing a terrorist organisation"—fears that rad- 
ical Kurds would in these circumstances re- 
sume their campaign of violence there. 

On the other hand, to give Mr Ocalan 
asylum in Italy might be construed as com- 
ing close to diplomatic recognition of him 
and his movement. Mr Yilmaz says that this 
would make Italy “an accomplice in terror- 
ism”. In the words of one European diplo- 
mat in Ankara, the choice facing Italy is be- 
tween cholera and the plague. 





Czech Republic 


Unsteady Havel 


PRAGUE 


RE the enemies of President Vaclav Ha- 

vel really gathering in the shadows to 

plot his early exit from Czech political life? 

The president's men claim so, and point to 
some strange recent goings-on. 

One such concerns Tv Nova, the coun- 
try’s biggest television station. Indepen- 
dently owned, it is run by Vladimir Zele- 
zny, a mercurial Czech intellectual. Former 
Nova staff say that Mr Zelezny has a direct 
say in the station's main news programme, 
which is watched by fully one-third of all 
adult Czechs. Recently Tv Nova reported on 
the publication of a new book which 
claimed that the president's wife was hav- 
ing an affair with her male secretary. The 
author, a former Nova employee, then ad- 
mitted that the book was a mix of fact and 
"artistic licence". 

Asked for her response, Mrs Havel of- 
fered an oddly oblique comment: "There is 
no blackmail that would force my husband 
to grant a pardon for someone if it doesn't 


EUROPE 


accord with his conscience.” What she 
seemed to be implying was that Mr Zelezny 
was using TV Nova to extract a presidential 
pardon from the head of state. Mr Zelezny's 
son has been convicted of one rape, and 
faces charges relating to a second. Mr Zele- 
zny was furious, and said Mrs Havel's im- 
plied suggestion was false. His angry reac- 
tion was reported as the first item on 
Nova's main evening news. 

Even as the Nova affair was dying 
down, another erupted. Helmut Zilk, a for- 
mer mayor of Vienna, the Austrian capital, 
and a past champion of Czech anti-Com- 
munists, was due to receive from President 
Havel a Czech honour, the Order of the 
White Lion. Suddenly, without explana- 
tion, the president's office announced last 
month that the award would not be con- 
ferred after all. Dark rumours swirled 
round Prague, the Czech capital, that Mr 
Zilk had informed for communist Czecho- 
slovakia’s secret police. Czech resisters had 
been jailed on his clandestine evidence, it 
was said. 

Mr Zilk, whose hand was damaged by a 
letter bomb sent by Austrian neo-fascists 
five years ago, said the charge was abso- 
lutely groundless. Austria’s Chancellor Vik- 
tor Klima backed him unequivocally. 
Czech politicians, including a former 
prime minister, Vaclav Klaus, complained 
that President Havel had damaged rela- 
tions with a friendly neighbour. Ministers 
reviewed the secret police files, and de- 
clared that the case against Mr Zilk was in- 
deed unproven. President Havel, it seemed, 
had gone astray. 

In a final twist, the president's aides let 
it be known that Mr Havel had been duped 
into branding Mr Zilk a collaborator. They 
said that proof of Mr Zilk’s “treachery” 
came from a senator from Mr Klaus's party, 
a staunch rival to Mr Havel's lot. The in- 
tended target, they said, was not Mr Zilk: 
the conspirators were out to discredit Presi- 
dent Havel. 

Well, perhaps. It is certainly true that all 
this suits politicians who loathe Mr Havel. 
Many resent his involvement in day-to-day 
politics, which they say is none of his busi- 
ness, and are transparently jealous of the 
homage paid to him abroad. They would 
like to see him go. But this is unlikely, as 
long as Mr Havel's health holds up; he has 
suffered a succession of serious illnesses 
over the past couple of years. 

More worryingly, political intrigue and 
conspiracy now seem so to transfix Czech 
politicians that they are distracted from 
getting on with the sensible running of 
their country. While the Zilk affair rumbled 
on earlier this month, the European Union 
was busy issuing progress reports on six 
“fast-track” applicant countries. The 
Czechs and the Slovenes were deemed to be 
joint bottom of the class. 
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Putting it right 


SARAJEVO 


HEN things go wrong in the Balkans, 

it takes time to sort them out again. 
For the best part of a year before Bosnia's 
elections in September, the West had 
pinned its peace-building hopes on Biljana 
Plavsic, then president of the Serb Repub- 
lic, the countrys Serb-dominated half. 
Breaking ranks with the Bosnian Serbs' 
wartime leader, Radovan Karadzic, she had 
offered some real co-operation with the 
peace plan drawn up three years ago this 
week in Dayton, Ohio. With western back- 
ing and money, she appeared to be clean- 
ing up the Serb part of Bosnia. Alas: despite 
all this, Mrs Plavsic was defeated in Sep- 
tember by a hardline rival, Nikola Pop- 
lasen. Two months later, the damage is still 
having to be repaired. 

Mr Poplasen is the leader of the local 
Serbs’ most vehemently nationalist party, 
the Radicals; he is an ally of Serbia’s notori- 
ous warrior-politician, Vojislav Seselj; and 
he himself has been called a “fascist” by the 
American envoy in the region, Robert Gel- 
bard. Yet matters may not be quite as bad as 
the first shock suggested. Although he won 
the presidency, his party took only 11 of the 





MOSCOW 


OR an entrance to a death-machine, 

the conscription centre in eastern 
Moscow looks remarkably inoffensive. 
The 1.5m-strong Russian armed forces 
killed 1,270 of their own young men last 
year according to official figures, though 
some observers say the number could be 
five times higher. For comparison, nine 
years in Afghanistan cost—officially— 
15,000 Soviet lives. In recent years, some 
have even died of cold or malnutrition. 
Yet the new conscripts and their mothers, 
strolling recently through these warm, 
well-painted corridors at the start of the 
autumn call-up, provide dutiful explana- 
tions of why they want to serve their coun- 
try. "It'll make a man of him,” says one 
mother, whose younger son is among the 
autumn's total of 158,000 conscripts. 

As a means of manly education, two 
years in Russia's army leave a lot to be de- 
sired. Dedovshchina, the routine bullying 
of new conscripts by their seniors, is so 
brutal that it produces dozens of suicides. 
| Officerscan behave horribly: not long ago 
one ofthem had two soldiers thrown into 
a three-metre-deep pit—as was revealed 
when the pit cover collapsed in the night, 





83 seats in the Bosnian-Serb area's parlia- 
ment. Even with the help of Mr Karadzic's 
former ruling party and other hardliners, it 
can collect only 33, well under the majority 
it needs to form a government. 

Moreover, since September the West 
has been notably tough on trouble-makers. 
Running the place almost as a protectorate, 
it has the power to act. Carlos Westendorp, 
the Spaniard who leads the Dayton-super- 
vising operation, dismissed the vice-presi- 
dent of Mr Karadzic's party 
for saying bellicose things 
about the possible reper- 
cussions in Bosnia of NATO 
intervention against Ser- 
bia in Kosovo. NATO peace- 
keepers expelled Mr Seselj, 
the deputy prime minister 
of Serbia, from the Serb Re- 
public while he was visit- 
ing Mr Poplasen. Above all, 
the West has threatened to 
withdraw its economic 
help unless a moderate 
leads the new Bosnian Serb 
government. 

On November 14th, Mr 
Poplasen set about trying 
to defy this challenge by in- 
viting Dragan Kalinic, an- 
other hardliner once close 
to Mr Karadzic, to lead the 


A cold, hungry, pointless Russian army 


killing one of the soldiers. 

For modern warfare, which generally 
requires small armies of ready-to-go pro- 
fessionals, there is little military point in 
conscription. Russia sticks with it chiefly 
because the country cannot afford a fully 
professional force. Soldiers spend much 
of their time foraging for food. Recently, 
the defence ministry advised them to 
catch fish and pick wild mushrooms to 
supplement their winter diet. 

Only a small part of the armed 
forces—chiefly the modest number of pro- 
fessionals serving in Central Asia or in 
special units near Moscow, or in charge of 
nuclear weapons—still has any real mili- 
tary role. Most of the rest just hang on, of- 
ten unpaid. Many moonlight as security 
guards or taxi drivers. Some of the more 
senior ones act as brokers for their ju- 
niors’ forced labour on building sites or 
in the fields. “You think it's an army. In 
fact all you've got is people in uniform,” 
says Dmitri Trenin, a retired colonel now 
with the Carnegie Endowment, a think- 
tank. “The army is slavery, and we are 
slaves,” says Vladimir Skripkin, of the 
Anti-Militarist Radical Association, 





Poplasen, pre-election 


government. But, without a parliamentary 
majority of his own, Mr Kalinic will be- 
come prime minister only if he can bring 
about a series of defections from the coali- 
tion of parties Mrs Plavsic had gathered 
around herself—her own, that of Milorad 
Dodik, the current prime minister, and that 
of Zivko Radisic, the new and relatively 
mild Serb member of the three-person all- 
Bosnian presidency. So far, only one mem- 
ber of parliament has switched allegiance. 
The West would like Mr 
Dodik, whose party went 
up from two seats to six in 
September, to stay in the 
prime-ministership. It has 
been made clear that, if he 
does, the Serb Republic 
will continue to get the eco- 
nomic help that has 
brought in some $240m 
worth of aid since July 
1997. If the pressure works, 
and Mr Dodik stays in the 
job, the West will try to 
make sure he lives up to 
earlier promises. He had 
said he would let 70,000 
Croat and Muslim refugees 
back into the Serb Repub- 
lic this year. So far only 
2,000 have made it. 
ee 


which campaigns against conscription. 

Like other bits of the Russian state, the 
armed forces are falling out of the centre’s 
grasp. Moscow's powerful mayor, Yuri 
Luzhkov, makes sure that young men 
from his city serve either locally or on Rus- 
sia’s balmy Black Sea coast. In the old days 
conscripts were moved round the coun- 
try in order to build up national loyalty. 
Regional commanders are increasingly 
dependent on their local authorities, not 
Moscow, for supplies of food and fuel. | 

Where will this disintegration lead? | 
Conceivably to a military putsch, al- | 
though that would require an unlikely 
amount of planning and nerve. Warlord- | 
ism is another potential danger. Yet, so 
far, regional military leaders seem to have 
won only a modicum of veto power over | 
what their men can be told to do, not full | 
control. The likeliest answer is: even more 
crime. Last month three officers were con- 
victed of stealing gold, silver and plati- 
num parts from anti-aircraft missiles and 
selling them to foreigners. 

In a country that still has more than 
6,000 nuclear warheads, sloppy security 
is frightening. For ordinary Russians, so is 
the thought that some of their cold and 
hungry soldiers may one winters day 
start looting outside rather than inside 
the barracks. 
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“cent to win her own independence. 











Elisabeth Guigou, a Madame Monsieur PESC? 


S HE would not like it. Not at all. To have her appearance com- 
mented on before all else. All her life, Elisabeth Guigou, who 
at the age of 52 continues to turn many a head, has struggled to 
be judged on what she does rather than on how she looks. Yet, 
despite a succession of eminently serious jobs—as a senior civil 
servant in the French finance ministry, adviser to President 


-François Mitterrand on monetary and European affairs, minis- 


ter for Europe, and now France's first female justice minister—it 
is for the frivolous matter of her beauty, rather than her excep- 
tional abilities, that she is still best known. Her looks ought not 
to matter, but they do, not least because, while denying their rele- 
vance, she herself draws attention tothe problem of women’s sex 
appeal in politics. Now discussions are under way on the ap- 
pointment of the European Union’s 
first foreign-policy supremo, com- 
monly known by its French acro- 
nym, "Monsieur PESC", a job for 
which Mrs Guigou is being hotly 
tipped. She is in many ways an ideal 
candidate. But would such a pretty 
face, many (men) wonder, be taken 
seriously enough in the world's 
male-dominated capitals? 

Men have always drooled over 
her. And she hates it. She associates it 
with the male chauvinism she first 
encountered in the 1950s and early 
1960s when growing up in French- 
ruled Morocco, where her father ran 
a small fruitcanning business. "I 
was outraged by the dense stupidity 
of the numerous ‘macho’ men 
among the European community in 
Morocco," she wrote in "To be a 
Woman in Politics", a semi-auto- 
biography, published last year. 

It was her early revolt against 
what she calls *macho-racism" that 
made her determined as an adoles- 


She collected a series of degrees, in 


is political machismo displayed with such impunity and effec- 
tiveness.” She found herself, she says, treated like a whore; ac- 
cused (wrongly) of being Mitterrand’s mistress, and subjected to 
obscene telephone calls. 

“For a woman in politics to be sexy is strictly not allowed,” 
Mrs Guigou writes. So “Madame la Ministre”, as she now insists 
on being called, chopped off her long blonde hair, toned down 
her lipstick, and started to wear trousers. Age, and her growing 
political popularity, have made her more relaxed about her 
femininity. She has grown outwardly gentler, though no less pas- 
sionate in her convictions or steely in her determination. 

Perhaps her best service to women has been to get on, in defi- 
ance of the catcalls, competently with the job in hand. Despite 
having no previous experience of the 
law, Mrs Guigou has already proved 
a courageous justice minister, shep- 
herding several complex bills 
through parliament, including a par- 
ticularly controversial one that will 
give legal recognition to homosexual 
relationships. 

A long-time advocate of closer 
political integration in Europe, her 
latest hobby-horse is to promote ju- 
dicial co-operation and, eventually, 
harmonisation of laws across the Eu- 
ropean Union in order to tackle the 
cross-frontier problems of organised 


gration, political asylum, custody of 
children, and so on. Although no 
longer the out-and-out federalist she 
and other French Socialists once 
were, she favours the eventual cre- 
ation of a European federal court to 
try such crimes. The creation of a 
“European judicial space”, she ar- 
gues, is “the next great task facing the 
EU after the introduction of the sin- 
gle market and the single currency.” 
So could she become Madame 





French literature, economics and 

American literature, before going on to the Ecole Nationale 
d'Administration (ENA), the elite breeding-ground for France's 
high-flying civil servants and politicians. She backed the wom- 
en's fight for contraception and abortion in the 1960s, but did 
not formally join the feminist movement. Married for 32 years, 
she has never been anti-men, just anti-*macho" men. 

Early on, Mrs Guigou sought to distract attention from her 
looks with seriousness, rigour and—toward importunate men— 
icy disdain. Fora while, she found herself surrounded by equally 
serious-minded fellow énarques, first in the finance ministry, 
where she briefly worked for Europe's would-be unifier, Jacques 
Delors, and then for eight happy years in the Elysée, the presi- 
dential palace. There she was “Madame Europe”, helping to pre- 
pare for the single market and the Maastricht treaty. 

In these roles she did not find her sex too much ofa problem, 
feeling that she was judged on her competence. It was not until 
she entered politics in 1990, as minister for European affairs, 
that she felt the full force of male chauvinism. She had had no 
idea of the extent of the boorishness and sexist insults to which 
she would be subjected, she says: “In no other European country 





PESC? “I am not a candidate for any- 
thing,” Mrs Guigou retorts. She has recently denied other ru- 
mours suggesting she might become a European commissioner, 
or leader of the Socialist list for the European Parliament to be 
elected next year. But surely the chance to be the EU's first foreign- 
policy supremo would be a different order of temptation? 

Not necessarily. The job, created under the Amsterdam 
treaty, has yet to be properly defined. European leaders have 
long wavered between wanting to appoint a well-known politi- 
cian with enough clout to give the job an attention-grabbing 
voice and face, or preferring a biddable bureaucrat unlikely to 
overshadow political masters. At a recent EU summit in Austria, 
they opted fora politician, but on the tacit understanding thatit 
would be someone neither too senior nor too pushy. 

As a technocrat-turned-politician, Mrs Guigou, think her ad- 
mirers, would fit the bill nicely. They underestimate her. She 
does not want to be a servile go-between for European govern- 
ments unable to reach agreement on a point of foreign policy, 
which is what a Monsieur PESC may turn out to be, at least at 
first. "IF I were to return to European affairs,” she says with steely 
relish, “it would be with the levers firmly in my hands.” 
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- TALBOTT ON RUSSIA 





Dealing with Russia in a time 


of troubles 


Contain again, disengage or continue engagement? Strobe Talbott, America’s 
deputy secretary of state, agrees that things look bad in Russia, but argues that 
it would be wrong simply to assume that they are bound to get worse 


N THE final passage of "Dead Souls", 

Nikolai Gogol compared Russia to a 
troika, hurtling across the snowy steppe, 
while other nations "gaze askance" and 
wonder where this wild ride is headed. For 
the last decade or so, Russia seemed finally 
to be moving in what, for everyone's sake, 
would be the right direction: toward be- 
coming a normal, modern, prosperous, 
democratic state, at peace with itself and its 
neighbours, integrated into the world com- 
munity. Then, in the last several months, it 
looked to many as though Gogol's troika 
had, in some fundamental way, shifted 
course, lurching toward a precipice. 

President Bill Clinton, Madeleine Al- 
bright, secretary of state, and those of us 
who work on American policy toward Rus- 
sia have a different view. We do not see Rus- 
sia asa troika-wreck waiting to happen. We 
believe that gloom and doom are no more 
justified now than was euphoria a few 
years ago. The drama of Russia's transfor- 
mation is not over; its ending is neither im- 
minent nor foreordained. Only one thing 
is clear: the stakes for us are huge. That is 
why we must continue to support Russian 
reform, even--indeed, especially—in that 
country's current “time of troubles". 

It is worth recalling that less than a year 
ago, Russia seemed to be poised for an eco- 
nomic take-off. Then internal weaknesses 
combined with outrageous fortune, espe- 
cially the worldwide fall in commodity 
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prices, to stampede the government into 
the devaluation of the rouble and a partial 
default on many of its debts. In a matter ofa 
few weeks this past summer, Russians saw 
much of their savings evaporate, many of 
their banks go belly-up, the bottom fall out 
of their fledgling stockmarket, goods disap- 
pear from stores, and a burgeoning middle 
class sent reeling. 

Even before Black Monday—August 
17th—and the crash that followed, post-So- 
viet relief and hope had given way to post- 
post-Soviet letdown and backlash. Lan- 
guage itself had been turned on its head. 
“Reform” and “market” had gone from be- 
ing part of the vocabulary of triumph and 
hope to being, in the ears of many Russians, 
almost four-letter words. The noun 
kapitalizm came increasingly to be modi- 





fied with the adjective dikyi (savage). Ac- 
cordingly, the “West” went from being an 
object of emulation to a target of resent- 
ment. In the meantime, another word, 
“left”, has come back into fashion. 

The composition of Russia’s new gov- 
ernment, led by Yevgeny Primakov, the 
prime minister, is representative of this 
mood. It has largely rejected what its offi- 
cials call, with some bitterness, the “west- 
ern” way of managing their economy; they 
are groping for a “Russian” way instead. 

So far this catchphrase seems to mean 
giving priority to paying wages and pen- 
sions and to reviving the industrial sector. 
These are sensible, indeed indispensable, 
goals. But at the same time the Primakov 
team also seems to be abandoning a stable 
currency, a viable exchange rate and a 
sound monetary policy. It has been operat- 
ing without a realistic budget and faces 
great difficulty in coming up with one any 
time soon. It has virtually no system for col- 
lecting taxes. That means it is at the mercy 
of the printing press, cranking out roubles 
to meet payrolls and keep bankrupt enter- 
prises afloat. 

Thus the economic rules that the cus- 
todians of the Russian economy are threat- 
ening to defy are not so much western as a 
matter of simple arithmetic. As the num- 
bers do not add up, the intended remedies 
have only aggravated the disease. Inflation 
is almost 50% higher than it was a year ago; 
many Russian banks are unable to meet the 
repayment obligations on their outstand- 
ing loans; billions of dollars in capital have 
fled the country since August. 

There is another consequence too: ithas 
become all but impossible for the IMF to 
weigh in with macroeconomic stabilisa- 
tion funds that might help in arresting and 
reversing the slide. Money from outside, 
whether it is from the international finan- 
cial institutions or from the private sector, 
will do no good if it is inflated away, or if it 
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pauses only briefly in Russia before ending 
up in Swiss bank accounts and Riviera 
property. Investment will not return to a 
country unable to pay its debts or establish 
equitable property and tax laws. 

Without external support, the Russian 
government will face increasingly harsh re- 
alities and essentially three disagreeable 
choices: (1) crank the printing presses even 
faster, (2) plunge deeper into default, or (3) 
stop paying wages and pensions and con- 
ducting basic government functions. What- 
ever combination of these measures the 
government adopts—and all indications 
are that it will do numbers 1 and 2, not 3— 
Russia’s economic situation is likely to de- 
teriorate further. Economic decline carries 
with it the danger of political drift, turmoil, 
and even crack-up. 


Anew generation 
But there is more to what is happening in 
Russia than economic decline and political 
angst. Political and economic culture can 
change. Over time, the tug of the Soviet ex- 
perience will weaken. That process will 
take a generation or more, not least because 
part of its dynamic is, precisely, gener- 
ational. There is an irony here: because the 
disintegration of the Soviet system was re- 
markably peaceful, many of those who had 
been responsible for the old order are now 
shaping the new one. That is the bad news, 
reflected in the dismal economic statistics. 
The good news is in the actuarial tables. The 
young have certain advantages over the old 
in the struggle over the future. 

Now, a truly post-Soviet generation of 
leaders is emerging. More than a hundred 
of the country’s mayors are 35 or younger. 
Moreover, Russia today is part of the world 
to an extent and in a way that it never was 
in the past. Counteracting the old tempta- 
tions of autarky and regression are new 
and powerful forces pulling Russia out- 
ward and forward, toward integration, not 
just with the global market but also with the 
global network. Russia is now plugged into 
the rest of the world, through cellular tele- 
phones, fax machines, modems and pcs. 

This trend has been under way for some 
time. In the 1970s and 1980s, Rus- 


is Yeltsin and the parliament played by the 
rules of a post-Soviet constitution that was 
approved by popular referendum. That is 
not, to put it mildly, the way Russian poli- 
tics worked in the past. Russians of almost 
all stripes seem to cherish their new right 
and responsibility to vote freely, fairly and 
often; many are suspicious of grand 
schemes that feature an all-powerful state 
as the panacea to their problems. 

Still, it is too early to proclaim Russian 
democratisation irreversible. The longer 
the economic meltdown continues and the 
more serious it becomes, the harder it will 
be for Russia to sustain and consolidate the 
various institutions and habits of what 
might be called: political normalcy: con- 
stitutionalism, give-and-take compro- 
mises, constituency politics, coalition 
building, all of which need for their suste- 
nance an atmosphere of pluralism, vigor- 
ous public debate and open media. 

Therefore the principal point of sus- 
pense today is whether the new co-opera- 
tion between the executive and legislative 
branches will prove, over time, conducive 
to more rationality and common sense in 
the economic sphere or, alternatively, 
whether there will be a consensus in favour 
of continuing economic folly. 

By the same token, depending on how 
far and for how long the pendulum swings 
to the left, Russian foreign and defence pol- 
icies could also come under the sway of na- 
tionalism in its more contentious, self-de- 
lusional and self-isolating form. As Russia 
asserts its own special needs and distances 
itself from the West on the economic front, 
there could be heightened tensions over se- 
curity and diplomatic issues. 

But so far that has not happened. Russia 
and the West are today still co-operating far 
more than they are competing. And where 
we disagree, we are, by and large, managing 
our disagreements. An example has been 
the way that Russia worked with America 
and the rest of the Security Council in per- 
suading Saddam Hussein to permit the re- 
turn of the UN weapons inspectors this 
week. President Yeltsin, Mr Primakov and 
Igor Ivanov, the foreign minister, made no 
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secret of their opposition to- America's 
threat to use force, but they did not let this 
prevent them from exerting useful and 
timely diplomatic pressure on Iraq. E. 

Whether that continuity can be sus-- 
tained will depend in part on whether Mr 
Primakov and Mr Ivanov can resist pres- 
sure from a dyspeptic Duma, Russia's lower 
house of parliament. Many parliamentary 
deputies depict the unresolved issues be- 
tween Russia and the West in terms of con- 
cessions that we are supposedly trying to 
extract from them or as favours we are ask- 
ing them to do for us. 

Nothing could be further from the 
truth. Virtually every issue between us can 
be boiled down toa matter of mutual inter- 
est and mutual benefit. Russia needs an ef- 
fective non-proliferation regime since Rus- 
sian cities would be vulnerable if its most 
dangerous technology ended up in the 
wrong hands. Russia needs strategic arms 
reduction since it cannot afford to main- 
tain its arsenal at cold war levels. And Rus- 
sia definitely needs a collaborative rela- 
tionship with Europe, including with 
NATO and the European Union. 

Post-Soviet Russia has already gone a 
long way toward joining the European 
mainstream. It is now a member of the G8; 
the Council of Europe, the Arctic Council, 
the Council of Baltic Sea States, the Perma- 
nent Joint Council created by the NATO- 
Russia Founding Act and the Contact 
Group on the Balkans. Vice-President Al 
Gore met Mr Primakov this week at the 
Asia-Pacific Economic Co-operation meet- 
ing in Kuala Lumpur. To its credit and ben- 
efit—and to ours as well—Russia has gone 
from being a spoiler to a joiner. 

But whether that trend continues will 
depend crucially on how Russia defines it- 
selfand its own statehood. This is what Rus- 
sians often call the “question of questions". 
It has plagued them over the ages (Gogol 
was grappling with the issue in "Dead 
Souls"). But it has become even more acute 
and vexing since the end of the Soviet pe- 
riod, when many Russians felt that their 
Motherland was, virtually overnight, de- 
prived of its name, its flag, nearly half of its 
territory, its defining ideology, its 








sia was Exhibit A for the proposi- 
tion that George Orwell's night- 
mare vision for 1984 was wrong: 
the communications revolution 
weakened Big Brother rather 
than strengthened him. The 
quantum leap in the number of 
Russians who travel abroad and 
Surf the Internet constitutes a 
hedge against the old Big Broth- 
er's ever making a comeback. 
Also, democratisation has 
taken hold surprisingly quickly 
and proved remarkably durable. 
The Primakov government came 
into being because President Bor- 
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governing structure and its pro- 
tective alliance. 

Whatever Russia becomes, it 
will never again be a monolith, in 
which political power flows rig- 
idly from the top down and from 
the centre outward. That particu- 
lar Humpty-Dumpty cannot be 
put together again. Russia today 
is a crazy-quilt of regions with 
wildly different economic and 
political structures. 

The new Russia, like its prede- 
cessor, the Soviet republic, calls it- 
self a federation. But the term 
“federation” is like “reform” and 
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"market": Russia has yet to define what it 
means. Coming up with a sensible, work- 
able, albeit Russian definition. of federal- 
ism is a crucial corollary to the question of 
statehood itself. In today’s world, a success- 
ful state—especially one as huge as Russia— 
must make its diversity a source of strength, 
and it must foster governance on a scale 
that allows citizens to feel connected to de- 
cisions that affect their lives. 

Our own diplomacy recognises the 

devolution of power downward from the 
^; topand outward from Moscow. The Ameri- 
^ ean ambassador in Moscow, James Collins, 
and hiscolleagues make a point of fanning 
` vout around the country, developing rela- 
tions with governors and working with 
< grass-roots organisations. 
In his speech to the Duma the day he 
was confirmed as prime minister, Mr Prim- 
akov said that his priority was preserving 
the unity of Russia, thus clearly implying 
that the matter is in some doubt, even in 
some jeopardy. The ability of Mr Primakov 
and his successors to maintain unity will 
depend in no small measure on two issues. 
One is how they handle the economy in 
general and the rouble in particular. A na- 
tion's currency is a key manifestation and 
underpinning of its sovereignty—and its 
unity. This century has already shown that 
hyperinflation can destroy states, or turn 
them into monsters. 

The other defining issue for Russia is 
how its leaders handle relations with their 
immediate neighbours. By and large, Rus- 
sia has kept irredentist impulses in check. 
President Yeltsin has, at several key points, 
repudiated the more bellicose claims of his 
noisier opponents. Russia has begun co-op- 
erating more with the UN and the Organisa- 
tion for Security and Co-operation in Eu- 
rope in the quest for peaceful settlements 
in the various civil wars, secessionist strug- 
gles and ethnic conflicts in the South 
Caucasus and Central Asia. 

But just because Russia has been rela- 
tively restrained to date does not 
mean it will be so for ever. A Yeltsin 
adviser, Emil Pain, has warned that 
the threat to Russia's future, and in- 
deed to its integrity as a state, comes 
not from secessionism on the part of 
its own ethnic minorities--Chech- 
ens, Tatars, Yakuts, Kalmyks, Ingush, 
Ossetians, Mordovians--but. from 
what he calls *maniacal great-power 
chauvinism ... xenophobia and. na- 
tional closed-mindedness" on the 
part of some forces within the Rus- 
sian majority: Russians who would 
like to make expansionist or annex- 
ationist common cause with their 
kinsmen across what are now inter- 
national borders. He singles out as 
flash-points Crimea, northern 
^-^; Kazakhstan and the Transdniestria 

. region of Moldova. Georgia should 
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be added to the list, not because of its Rus- 
sian minority (which is small), but because 
of a temptation on the part of some in Rus- 
sia to fish for geopolitical advantage in the 
troubled waters of Georgian ethnic dis- 
putes and political vendettas. 

The short-sightedness of this sort of mis- 
chief-making is a lesson Russia should al- 
ready have learned. In 1993, Russia fanned 
the flames of the Abkhazian secessionist 
movement, only to find that sparks from 
that conflict jumped from the Southern 
Caucasus to the Northern Caucasus, 
contributing to what became the conflagra- 
tion in Chechnya. 

Still, anxieties among Russia’s neigh- 
bours about how Moscow will handle its 
relations with them have only grown in the 
past several months, now that some of the 
more nationalistic elements in the Duma 
have become partners-in-power with the 
executive branch. That is why it must con- 
tinue to be an objective of the West to see all 
the new independent states of the former 
Soviet Union survive, and thrive, to be- 
come old independent states. 


How to stay engaged 


Part of Russia’s problem is, as Gogol put it, 
that the rest of the world “gazes askance” at 
what is happening there. The image of Rus- 
sia in the mind of the West is increasingly 
ugly. Ithas become a cliché of Hollywood to 
depict Russia not just as a failed state but as 
a criminal one, where the powers that be 
are mafiosi, renegade generals and former 
KGBniks, usually trafficking in loose nukes 
and dirty money (a few examples: “Crim- 
son Tide”, “The Jackal”, “The Saint”, “Gold- 
eneye", “The Peacemaker”, “Air Force One”, 
“Ronin”, even “Blues Brothers 2000”). 

This invidious stereotyping is mirrored 
in a tendency among some commentators 
and political figures in the West to see only 
thedarkest side of the picture and therefore 
to propose a return to the old policy of con- 
taining or quarantining Russia. That 








-would be a mistake, every bit as dangerous — 


as those that the Russians themselves are 
currently making. If we were to write Russia 
off and brace ourselves for a new cold war, 
our pessimism could become self-fulfilling. 
Russia will make its own choices and often 
its own mistakes, but it will make both in 
no small measure in response to us. 

The alternative to strategic pessimism Is 
not so much optimism, which assumes a 
happy ending, as it is realism about the 
complexity of the challenges and the uncer- 
tainty Russia faces. That is a mindset that 
assumes nothing, that does not prejudge 
the future, that is ready for anything, not 
just the worst. The policy that flows from it 
is one of strategic patience and persistence. 

That means continuing engagement. 
There are several areas where that is still 
possible. In the banking sector, for exam- 
ple, the collapse of the old system has cre- 
ated an opportunity to help the Russians 
build, virtually from scratch, real banks 
that do real business, rather than just en- 
gage in speculation and arbitrage. 

The Russian energy sector needs $15 bil- 
lion a year in investment for each of the 
next seven or eight years just to get back to 
1988 production levels. Western energy 
companies want in. That should serve asán 
inducement for the Duma to pass the laws 
necessary to set up a transparent, equitable 
tax regime, clearly defined property rights 
and provisions to resolve disputes through 
international arbitration. 

Russia's bad luck over the past year in- 
cluded the worst grain harvest in 45 years; 
despite stocks from last year, it could use up 
all food supplies by winter's end. America 
is discussing the options. How much we 
can do to help will depend on whether Rus- 
sia has a clear strategy for distribution and 
accountability, and whether we get incon- 
trovertible assurances exempting any food 
we provide from customs and taxes. 

We can also intensify exchanges, co-op- 
eration with non-government bodies, and 
other programmes designed to 
broaden support in Russia for an 
open society and the rule of law. And 
we should work with the Russians to 
help them meet the cost of compli- 
ance with international arms-control 
and non-proliferation agreements. 

By these means and others, we 
must keep supporting the many pas- 
sengers in Gogol’s troika who long to 
live in what they call "a civilised 
country". Their aspirations and their 
eventual answer to the question of 
questions may yet coincide with our 
own long-term interests. That out- 
come is far from a certainty, but it is 
not an impossible dream either. 
Rather it is a possibility that we must, 
for our sake as well as theirs, do every- 
thing we can to keep alive. 
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As Asia struggles to overcome 
financial adversity, Taiwan's eco- 
nomic resilience and high-tech 
expertise provide a valuable guide in 
spurring renewed regional growth and 
prosperity. In a few short years, the 
Republic of China on Taiwan has 
become a major player in global 
markets for cutting-edge technology 
products. It is first worldwide in the 
production of notebook computers and 
such computer peripherals as scanners, 
modems and mouse accessories. And 
all this has been achieved without 
undue reliance on short-term inter- 


national debt. 
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——————_ 
Taiwan's today is making a difference for Asia's tomorrow 


The key to Taiwan's success is the 


market freedom its entrepreneurs 
have to innovate. Agile small- and 
medium-sized businesses comprise 
most of the ROC's industrial sector 
and compete intensely for investment 
capital in Taiwan's domestic money 
markets. Thus, the market mecha- 
nism, not government planners, backs 
the best business ideas in Taiwan. 
These strengths have helped offset 
the worst effects of Asia's financial 
crisis on Taiwan, making it a strong 
"node" in the Asia-Pacific regional 
economic network. Asia retains its 


promise as a major engine of global 


economic growth in the 21st century. 
Taiwan is helping to keep Asia con- 


nected to the future. 


TODAY’ 
TAIWAN 
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TECHNOLOGY AND ENTERTAINMENT 


Wheel of fortune 


INCE moving pictures were invented a century 

ago, a new way of distributing entertainment to 
consumers has emerged about once every genera- 
tion. Each such innovation has changed the indus- 
try irreversibly; each has been accompanied by a 
period of fear mixed with exhilaration. The arrival 
of digital technology, which translates music, pic- 
tures and text into the zeros and ones of computer 
language, marks one of those periods. 

This may sound familiar, because the digital 
revolution, and the explosion of choice that would 
go with it, has been heralded for some time. In 1992, 
John Malone, chief executive of TCI, an American 
cable giant, welcomed the “500-channel universe”. 
Digital television was about to deliver everything 
except pizzas to people’s living rooms. When the 
entertainment companies tried out the technology, 
it worked fine—but not at a price that people were 
prepared to pay. 

Those 500 channels eventually arrived, but via 
the Internet and the pc rather than through televi- 
sion. The digital revolution was starting to affect the 
entertainment business in unexpected ways. Even- 
tually it will change every aspect of it, from the way 
cartoons are made to the way films are screened to 
the way people buy music. That much is clear. What 
nobody is sure of is how it will affect the economics 
of the business. 

New technologies always contain within them 
both threats and opportunities. They have the po- 
tential both to make the companies in the business 





The thrill of the new 
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a great deal richer, and to sweep them away. Old 
companies always fear new technology. Hollywood 
was hostile to television, television terrified by the 
vcr. Go back far enough, points out Hal Varian, an 
economist at the University of California at Berke- 
ley, and you find publishers complaining that “cir- 
culating libraries” would cannibalise their sales. Yet 
whenever a new technology has come in, it has 
made more money for existing entertainment com- 
panies. The proliferation of the means of distribu- 
tion results, gratifyingly, in the proliferation of dol- 
lars, pounds, pesetas and the rest to pay for it. 

All the same, there is something in the old com- 
panies’ fears. New technologies may not threaten 
their lives, but they usually change their role. Once 
television became widespread, film and radio 
stopped being the staple form of entertainment. Ca- 
ble television has undermined the power of the 
broadcasters. And as power has shifted, the movie 
studios, the radio companies and the television 
broadcasters have been swallowed up. These days, 
the grand old names of entertainment have more 
resonance than power. Paramount is part of 
Viacom, a cable company; Universal, part of 
Seagram, a drinks-and-entertainment company; 
MGM, once the roaring lion of Hollywood, has been 
reduced to a whisper because it is not part of one of 
the giants. And rca, once the most important 
broadcasting company in the world, is now a 
record label belonging to Bertelsmann, a German 
entertainment behemoth. 
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Part of the reason why incumbents got pushed 
aside was that they did not see what was coming. 
But they also faced a tighter regulatory environ- 
ment than the present one. In America, laws pre- 
venting television broadcasters from owning pro- 
gramme companies were repealed earlier this 
decade, allowing the creation of vertically inte- 





grated busines 

^. Greater freedom, combined with a sense of his- 
tory, prompted the smarter companies in the enter- 
tainment business to reinvent themselves. They 
saw what happened to those of their predecessors 
who were stuck with one form of distribution. So, 
these days, the powers in the entertainment busi- 
ness are no longer movie studios, or television 
broadcasters, or publishers: all those businesses 
have become part of bigger businesses still, compa- 
nies that can both create content and distribute it in 
a range of different ways. 

Out of all this, seven huge entertainment com- 
panies have emerged—Time Warner, Walt Disney, 
Bertelsmann, Viacom, News Corp, Seagram and 
Sony. They cover pretty well every bit of the enter- 
tainment business except pornography. Three are 
American, one is Australian, one Canadian, one 
German and one Japanese. “What you are seeing”, 
says Christopher Dixon, managing director of me- 
dia research at PaineWebber, a stockbroker, “is the 
creation ofa global oligopoly. It happened to the oil 
and automotive businesses earlier this century; 
now it is happening to the entertainment business.” 
This survey will examine whether the latest technol- 
ogy will weaken those great FOR pénis or make 
them stronger than ever. 
rl 





Elbow power 


Y WORLD standards, the entertainment busi- 
ness is not huge. The industry's biggest com- 
pany, Time Warner, has a market capitalisation of 
$52 billion, compared with $180 billion for Exxon, 
the largest oil company, and $173 billion for Merck, 
thebiggest pharmaceutical firm. But entertainment 
does have some of the biggest egos in business any- 
where. Few chief executives can match Rupert Mur- 
doch, Ted Turner or Sumner Redstone for guts, 
bloody-mindedness and sheer aggression. 

There are two reasons for that. One is that show 
business naturally attracts big egos. The other is that 
the global entertainment business is still at the en- 
trepreneurial stage of development, with compa- 
nies run not by hired bosses, but by the men who 
created them. Viacom, Sumner Redstone's com- 
pany, was built on the back of some drive-in movie 
theatres that Mr Redstone developed into Ameri- 
ca's first multiplex cinema business, then leveraged 
into cable-television assets, and thence into Holly- 
wood. Rupert Murdoch's News Corp emerged from 
asingle Australian newspaper in Adelaide. 

There are exceptions. Time Warner's chief execu- 
tive, Gerry Levin, shuns the pages of the glossies, 
and relies less on his personality than on getting 
management systems into place to make the tripar- 
tite merger of Time, Warner and Turner work. The 
culture of Bertelsmann, with its headquarters deep 
in the German Land of North Rhine-Westphalia, 
puts much emphasis on social partnership, with 
the shadow of the founder still looming large. Sony 
remains a Japanese company in Hollywood. The 
rule, though, is that entertainment companies are 
run by powerful personalities. The boss at Disney, 
the doyen of America's entertainment business, is 


Michael Eisner, a brilliant salesman and a tough 


manager. And although Edgar Bronfman, the Cana- 
dian heir to Seagram, is not a larger-than-life char- 
acter, he has teamed up with a tame tiger: Barry 
Diller, who built the Fox network for Mr Murdoch. 


Media superstars 


Because they play the part, the media bosses have 
become stars themselves. In America, the preoccu- 
pation with the entertainment business has 
reached bizarre heights. Industry gossip ranks as 
front-page news when large lay-offs in some dreary 
manufacturing business rate an inside mention. 
Vanity Fair, a glossy magazine, runs an annual arti- 
cle on *The New Establishment", which executives 
kill to get into. In its latest version, only five out of 
50 have nothing to do with the media business. 

Perhaps the publicity helps to inflate the com- 
panies’ share prices, but more probably it just in- 
flates the bosses' egos. It certainly exacerbates one of 
the problems of this model of leadership—that 
competition becomes intensely personal. Every so 
often a vicious battle between two big chiefs-Mr 
Redstone and Mr Bronfman, Mr Turner and Mr 
Murdoch—grips the industry. These feuds are espe- 
cially puzzling when the players are tied together by 
a complex network of production and distribution 
deals both in America and around the world. Time 
Warner and News Corp, for instance, need to be 
able to work together to distribute each other's pro- 
grammes; but the Turner-Murdoch row got in the 
way of plans for a Warner Bros channel for Mr Mur- 
doch's British pay-television system. 

The big-ego model of leadership also makes 
companies particularly vulnerable to sudden 
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death. When Steve Ross died soon after engineering 
the merger of Time Inc, a New York publishing 
house, and Warner Communications, a Hollywood 
studio and record company, the two constituent 
parts discovered they had little in common. Oddly, 
by adding Mr Turner to this unlikely mixture, Mr 
Levin seems to have found a formula that works. 

Entrepreneurial leaders, like dictators, are often 
reluctant to groom successors. One of the market's 
main grouses about Mr Eisner is that he has given 
no indication of who might follow him. Con- 
versely, Mr Murdoch has left no doubt about his in- 
tentions: his designated heir is his son Lachlan, 
who along with two ofhis siblings (all ofthem sharp 
as nails) is already working in the business. But it is 
far from clear that Mr Murdoch junior—or, come to 
that, anybody other than Mr Murdoch senior—is up 
to the task of holding together the huge empire his 
father has built; nor that the other children are 
ready to accept his primacy. 

Still, the entrepreneurial model does have some 
advantages. Speed is one. When Rupert Murdoch, 
the arch-entrepreneur, goes on one of his buying 


ET 


sprees for News Corp, he is able to close a deal in- 
stantly, without any of the time-consuming con- 
sultation that a conventional management struc- 
ture would require. The ability to take risks is 
another. Because of the kind of characters they are, 
and because of the huge stakes they have in their 
companies, these men have more freedom to bet 
big than most corporate chiefs. "The mogul style of 
leadership", says Michael Wolf, senior partner at 
Booz Allen and Hamilton, a management consul- 
tancy, "is theonly one that can work in an industry 
where the playing field is constantly changing." 

Mr Murdoch's biggest gamble, on pay television 
in Britain, very nearly sank News Corp in 1990. Mr 
Redstone spent years paying off the debt he in- 
curred to buy Paramount. Mr Bronfman grabbed 
PolyGram earlier this year and has since been sell- 
ing off bits of the drinks business to reduce his pile 
of debt. But these businesses have grown quickly, 
and their leverage ratios are mostly back to normal. 

These companies have proved extraordinarily 
good at getting big. What remains to be seen is how 
£ood they are at staying big. 





A brand new strategy 


"pu x-files", a rather silly science-fiction se- 
ries, is produced by 20th Century Fox, the 
Hollywood studio owned by Rupert Murdoch's 
News Corp. When it was first made, in 1993, it was 
licensed to News Corp's Fox Broadcasting Com- 
pany, and was received without great enthusiasm. 
Had it been made by anybody else, it might have 
sunk withouta trace. But it got a second run because 
its makers believed in it, and because they con- 
trolled its distribution outlet. The video was heavily 
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marketed and released worldwide. It took off like a 
rocket in Japan. Then Fox started selling the pro- 
gramme to television stations abroad. In Britain, it 
was licensed to BSkyB, Mr Murdoch’s satellite plat- 
form, where it proved a godsend: BSkyB was short of 
original programming and gave it saturation show- 
ing. As “x-files” fever rose in Britain, it excited curi- 
osity in America and helped to propel the series to 
success there too. 

After four-and-a-half years, the programme 


The industry used 
to produce films, 
TV programmes, 
books and music. 
Now it makes 
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went into syndication on American 
broadcast stations, 22 of which are 
owned by Fox. It showed on Fx, 
News Corp's cable entertainment 
network. Fox Interactive produced 
two x-files games; HarperCollins, 
News Corp's publisher, the books; 
Fox Music, the cps; and Fox Licens- 
ing and Merchandising made sure 
the programme's catchphrase, “The 
Truth is Out There,” was spread on 
to as many surfaces as the world 
could stand. 

That, explains Peter Chernin, 
president of News Corp, is how it 
works when it works. 20th Century 
Fox makes a decent profit—each 
episode costs around $1m to make 
and earns around $3m in revenue—and on top of 
that each part of the News Corp empire involved 
gets its own bit ofthe business and at the same time 
promotes the product. 

This is the model that all the big entertainment 
companies are now trying to embrace. To under- 
stand it, put out of your mind any idea that these 
companies are selling movies or books or television 
programmes. What they are selling is brands, mean- 
ing some character or idea that can be marketed in 
a thousand different ways. 

A brand is often launched with an "event" 
movie, as with Disney's "Lion King" or Sony's 
“Godzilla”, but brands can start life in all sorts of 
ways. Viacom's "Rugrats", which has just been 
turned into a movie, came from a children's cable 
channel, Nickelodeon; Time Warner's "Batman" is 
an old and revered comic-book character that hap- 
pened to translate nicely into a live-action movie 
and much, much more. 

Since management theorists regard vertical 
integration with suspicion these days, some observ- 
ers feel that the consolidation that has taken place 
in the industry to create the companies that can do 
this owes more to hubris than to strategy. But there 
are other, better, reasons, too. 

One concerns the ability to deal with uncer- 
tainty. As technology changes, so do the power rela- 


tions between different parts of the business. If, for 
instance, one particular method of distribution 
turns out to have a huge advantage over others, the 
power of those involved in that business will be 
much enhanced. If, on the other hand, there are 
many easily substitutable means of distributing 
entertainment, then much of the power will rest 
with whoever owns the content. "When power is 
moving between different bits of the value chain,” 
says Dick Parsons, president of Time Warner, “you 
need to own the whole chain." 


Free-wheeling 


The best way of looking at this model is as a wheel. 
At the hub lies content creation. The spokes that 
spread out from it are the many different ways of 
exploiting the resulting brands: the movie studio, 
the television networks, the music, the publishing, 
the merchandising, the theme parks, the Internet 
sites. Looked at this way, the distinctions between 
manufacturing and distribution begin to blur, be- 
cause the various ways of selling the brand also 
serve to enhance its value. So every “Rugrats” video 
sells another toy, and every toy gets somebody else 
interested in the forthcoming movie. You are start- 
ing a virtuous circle. 

Adopting this model poses two sets of prob- 
lems: putting the pieces in place, and getting them 
to work together. Over the past decade the big com- 
panies have made a grab for the bits of the business 
they reckoned they needed to make it work. Most of 
them now have got most of what they want in place 
(see chart 4, next page). Businesses that did not fit 
into this scheme of things have been hived off. 
Viacom, for instance, sold the educational publish- | 
ing side of its book subsidiary, Simon & Schuster, to 
Pearson earlier this year. 

Sony has been left behind because of regulation. 
Asa Japanese company, it is not allowed to own the 
American broadcast television stations without 
which it is impossible to run a broadcast network 
profitably; and it has missed out on creating pay- 
television networks. "We're weak on television dis- 
tribution," admits Howard Stringer, president of 
Sony Corporation of America. “We've been beaten 
off the system by cable operators who want it for 


, i some of his newspapers said that sup- | 
Don t read all about it porters were keen on the move. In the | 


R an entertainment company with 
a news division, synergy presents a 
particular problem. How should such a 
company cover stories about itself? 
An embarrassing little tale emerged 
in October about Disney’s ABC News di- 
vision. Its “20/20” news magazine pro- 
gramme had been preparing an item 
about the Disney theme parks’ lack of 
co-operation with the police in child 
sex-abuse cases, but the item was 
dropped half-way through. ABC said 
that Disney put no pressure on it to 
abandon the story, but it looks bad. 
It is usually Rupert Murdoch who 
gets into trouble on this score. Earlier 








this year his publishing company, 
HarperCollins, rejected a manuscript 
for a book by Chris Patten on his years as 
governor of Hong Kong, which it had 
earlier agreed to publish. The book was 
critical of the Chinese government, 
whose favour Mr Murdoch needs to 
help his Star Tv satellite broadcaster. 
The story was splattered across British 
front pages—except that of Mr Mur- 
doch’s Times, where the first reference to 
the story, days later, was headlined 
“News Corp puts its side”. 

In September, when Mr Murdoch's 
BSkyB satellite broadcaster agreed to 
buy Manchester United football club, 


rest of the British press, whose hostility 
to Mr Murdoch has been stoked by a 
newspaper price war he started, fans 
were said to be devastated and tearful. 
In reality, there seems to have been 
widespread indifference. But the epi- 
sode served to strengthen suspicions 
that you cannot trust what you read 
about the media in Mr Murdoch's pa- 
pers, and you cannot trust what you 
read in other media about Mr Murdoch. 
The moral? Where the value of a 
product lies in its independence, syn- 
ergy can damage it. A new advertising 
campaign for the Guardian, a compet- 
ing British daily, homes in on this: *No 
proprietor, no ties,” it proclaims. 
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Fingers in each other's pies 


EJ Bertelsmann 


theirown programming." 

Mr Bronfman, the Seagram heir who in 1995 
bought MCA, which included Universal Studios, 
and who is in the final stages of acquiring 
PolyGram, has film, music and theme-park inter- 
ests, but his television assets were weak. So, a year 
ago, he handed control of the television side of the 
business to Mr Diller, who has put it together with a 
home-shopping network and some Internet prop- 
erties. He may pull off his usual trick of creating 
something big and valuable out of not very much. 

But putting together all the pieces is not enough. 
The bits ofthe business have to be managed so that 
they add value to each other. Most people would 
call it “synergy”, but the entertainment business 
does not much like the word: it was applied a little 
too enthusiastically when Japanese television mak- 


| ers bought up Hollywood television-programme 


makers. “Synergy” now conjures up images of huge 
quantities of money being poured down drains. 
Disney, however, has been playing this game for 
long enough not to be embarrassed by using the 
word. Walt Disney himself established his happy 
band of “imagineers”, the core-content creators, 
whose job was to dream up ideas that the rest of the 
company could use. There is a central synergy de- 
partment within Disney, with around 50 people 


| spread around the company’s various divisions 


who have to ensure that everybody knows what ev- 
erybody else is doing. 

Disney has pushed the number of spokes to the 
limit and beyond. After the films came theme parks 
and consumer-product divisions; then book pub- 
lishing, magazines, music, a cable channel, stores, 
cruise ships, sports teams, hotels, time-shares and a 
town (called Celebration, just south of 
DisneyWorld), The latest spoke is the biggest yet: 
Capital Cities/ABC, which owns the ABC broadcast- 
ing network and the ESPN cable sports networks. So 
far the synergies are not overwhelming, and ABC is 
doing no better, either financially or in the ratings. 
ESPN, however, is profiting from the Disney treat- 
ment: it is now spinning out ESPN Zone restaurants 
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and an ESPN magazine. Disney had spotted the po- 
tential of the EsPN brand, and is now exploiting it to 
its full. 

Getting the different bits of Time Warner to 
work together has also proved a tough job. Before 
Turner came along, it had barely been tried. “The 
first time they had a meeting of the ceos of all the 
divisions was just before the merger with Turner,” 
says Turner Broadcasting System’s chairman, Terry 
McGuirk. Turner's television and sports assets offer 
some synergies with both Time and Warner. Exam- 
ples include a deal for Warner to supply Turner 
with movies much earlier than cable networks usu- 
ally get them, and CNNSI, a joint venture between 
Turners CNN and Time's Sports Illustrated which 
has created a cable sports news network. 


One big family? 

Onelevel down in the hierarchy, executives seem to 
be working together to good effect. Seth Abraham, 
head of sports at the pay channel HBO, says that he 
often talks to Harvey Schiller, president of the 
Turner sports group, and Michael Klingensmith, 
president of Sports Illustrated. They are familiar 
with each other's needs and resources, and they co- 
operate and trade favours. 

Take the Goodwill Games, says Mr Abraham, 
started by Mr Turner in the hope that sport could 
help thaw relations between America and the So- 
viet Union. They still take place every four years be- 
tween America and Russia, most recently this year 
in America. HBO organised the boxing, its special- 
ity, which was covered mainly on the Turner net- 
works and promoted in Sports Illustrated. "We 
three guys did it together. Nobody told us to do it. 
You can't legislate for this. You've got to find com- 
mon ground." 

Dick Parsons is working to make sure this hap- 
pens everywhere in the company. He has recently 
done a round of the Time Warner offices in Europe, 
“bringing senior management together, to encour- 
age them to look... for ways they can help each 
other." He has faith in stock options as a useful 
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The latest 
technological leap 
means not just 
more choice, but 
better products too 














motivating tool. "There are six businesses in this 
company, but only one piece of paper. So all my 
managers keep an eye on the whole." 

Sceptics survive, though, and their case was 
strengthened earlier this year by a sharp illustration 
of the dangers of synergy. The hard work that Time 
Incand CNN have put in to get their magazines and 
television assets co-operating resulted not so much 
in cross-promotion as cross-pollution: Time maga- 
zine ran CNN’s "Tailwind" story claiming that 
America used nerve gas in Vietnam, and had to 
share CNN's embarrassment when the story was 
later retracted. 

Bertelsmann starts from a different place alto- 
gether. "The key factor", says Mark Wössner, who 
has just retired from the top job there, "is decentral- 
isation. Mohn [a descendant of the founder who 
built Bertelsmann into a book-business giant] 
learnt this in America. The Germans did not know 
it because they had been centralised for many de- 
cades." Whereas the American companies empha- 
sise how interdependent their constituent parts are, 
Bertelsmann's executives pride themselves on their 
independence. 

Gerd Schulte-Hillen, chairman of Gruner+Jahr, 
Bertelsmann's magazine business, calls indepen- 
dence "the motor of innovation". The heads of the 
company's different divisions, he explains, work as 
entrepreneurs, looking after the interests of their 
own businesses. As an example, he cites an occasion 
when Gruner+tJahr asked Premiere, Bertelsmann's 
pay-television joint venture, to come up with a list 
of its subscribers. Premiere refused. 

But the old order is changing. "Bertelsmann 
was decentralised to a fault,” says Strauss Zelnick at 





BMG Entertainment, the music division. An inter- 
nal poll of managers conducted last year by man- 

ent consultants from McKinsey agreed with 
him. What really brought home the need for change 
was the Internet. Bertelsmann failed to notice how 
much ofa threat it posed to the book retailing busi- 
ness. The book division, managers explain, thought 
the Internet was the new media department's busi- 
ness, and vice versa. 

Change is likely to accelerate under the new 
boss, Thomas Middelhoff, who took over earlier 
this month. A conference at Bertelsmann's head- 
quarters in Gütersloh in late October was designed 
to impress the importance of co-operation on man- 
agement from all over the world. But transforming 
the ethos will be difficult. An industry observer who 
knows the company well describes the divisional 
heads as barons over whom the king has little 
power. And Bertelsmann is owned by a foundation, 
so Mr Middelhoff does not have the stock-option 
tool that Mr Parsons at Time Warner finds so useful. 
He is, however, said to be considering some new 
way of linking managers' rewards to the company's 
overall performance. 

The companies that have got their models work- 
ing properly are beginning to see the rewards. Their 
margins are rising, and they have started to buy 
back their debt. They are well-placed to weather à 
recession, and their prospects look good. According 
to a report published in September by Paul Kagan 
Associates, a media consultancy, America's enter- 
tainment business boosted by technological 
change, is likely to grow by an annual average of 8% 
for the next decade; and Asia aside, the rest of the 
world is likely to see healthy growth too. 





Infinite variety 


ULTI-CHANNEL television is causing a so- 

cial and geographical revolution in the 

entertainment business. The broadcasting net- 

works, until now the ruling class of television, are 

everywhere losing their power to the upstarts of pay 

television; and American television is spreading 
across the globe. 

Cable began to bring multi-channel television 
to American homes in 1975. France got its first pay 
channel, Canal Plus, in 1984. Multi-channel spread 
through Western Europe in the 1980s and through 
the rest ofthe world in the 19905. Its effects are simi- 
lar everywhere. 

With more channels, programmers can cater for 
people's individual interests. Networks that try to 
please everybody are losing out to those that target 
particular groups. The old formula of "bosoms, 
broads and fun" prescribed by Jim 
Aubrey, a former president of cBs, 
no longer works. The broads are 
more plentiful and the bosoms 
more prominent on Playboy or 
Spice, and the fun better tailored to 
particular tastes on HBO, or Black 
Entertainment Television, or Nick- 
elodeon. That explains the squeals 
heard from the broadcasting net- 


works in recent years as their ratings slide. Because 
choices have multiplied, even today's hits com- 
mand far smaller audiences than those 20 years 
ago. In the 1970s, the ratings of "Seinfeld" would 
have got it only to the bottom ofthe top 20. 

At the same time, pay television is making the 
business richer than it ever was before. Until its ar- 
rival, television lived offeither government subsidy 
ora limited amount of advertising. Once television 


had direct access to people's wallets through sub- | 


scriptions, the potential became far, far larger. 

Having two revenue sources—subscriptions 
and advertising—has done wonders for the eco- 
nomics of multi-channel television (see chart 5). In 
America, well-established cable networks are the 
most profitable parts of the entertainment busi- 
ness. According to Paul Kagan Associates, a media 
consultancy, America's big broadcast networks last 
year had revenues of $12.7 billion and profits before 
interest, tax and depreciation of $697m, whereas 
the cable networks had revenues of $9.4 billion and 
gross profits of $2.5 billion. 

Money is flowing away from the general to the 


particular. The more closely the cable networks tar- 


get a bunch of viewers, the more profitable they are. 
Partly, that is because advertisers like to aim their 
advertising as precisely as possible. Partly, it is be- 
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The extraordinary minds that conceived of these fearless thinkers are working to shape the future. 
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in hand with the driven folks who brough 
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Can vou imagine 428,000 highly motivated its own university in order to help its employees 
people all working at the peak of their potential? succeed has united with the company that became 


We can. Because now the organization that founded the first in the automotive industry to receive a 
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knows that the entire crew 
has to work together 
to keep things 


moving forward 


coveted U.S. government award for promoting equal great individual achievements are energeti 
opportunity in the workplace. DaimlerChrvsler. cally working together to build a diverse new 


Where two legendary companies with a historv of culture of extraordinary opportunity. For evervone. 
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Dodge Dummy 
Series No. 516 


Loves riding high behind the 
wheel of a Ram Pickup 


Requests country music on the radio 


air bags as standard equipment. DaimlerChrysler. “employees” have more than a few scars to prove it. 
A new company with a long-standing commitment DaimlerChrysler: 428,000 extraordinary people. 


to driver and passenger safety. And some of our Not to mention some passionately dedicated dummies. 
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Getting better all the time 


HEREAS the broadcasters are the 

old aristocracy of television, pay 
television has been regarded as tacky 
and nouveau riche. That is changing, as, 
starting in America, pay television is be- 
ginning to produce the best original 
programming. 

In his recent book, "Life After Televi- 
sion", George Gilder spotted why the 
fragmentation of audiences would 
eventually lead to a better quality of 
entertainment: "Television is not vul- 
gar because people are vulgar—it is vul- 


| gar because people are similar in their 


prurient interests and sharply differen- 


| tiated in their civilised concerns. All of 
| world industry is moving increasingly 


towards more segmented markets. But 
in a broadcast medium, such a move 
would be commercial disaster. In a 


| broadcast medium, artists and writers 


cannot appeal to the highest aspirations 
and sensitivities of individuals. Instead, 
manipulative masters rule over huge 
masses of people.” 

Take, for instance, “The Larry Sand- 
ers Show”, an HBO sitcom about a talk 
show. It could not have been commis- 
sioned by a broadcast network. It is far 
too nasty. It has no canned laughter. 
“We didn’t make the characters lov- 
able,” says HBO's Jeff Bewkes. “They be- 
have the way people really behave— 
with all the duplicitousness, the back- 
stabbing, the acceptance of back-stab- 


bing, of a real talk show." The result is a 
satire as sharp and funny as any 18th- 
century play. 

HBO's advantage is its business 
model. It does not need ratings. "We 
don't care how many people watch our 
shows," says Mr Bewkes. "We just want 
people to decide at the end ofthe month 
that it's worth renewing their subscrip- 
tion." So if every segment of the audi- 
ence was wild about one thing they 
screened, and hated the rest, they have 
done their job. If all their programmes 
are mildly, but not very, interesting to 
everybody, they haven't. The virtues of 
this approach are beginning to show up 
in the prizes cable is winning: since 





“Tt 


1993 it has bagged all the awards for 
original movies. 


It is fashionable to worry that if tele- | 


vision audiences are all segregated into 
little niches, people will have no com- 
mon experience to talk about any more. 
That is surely nonsense. It is news, far 
more than soaps, that people gossip 
about in the office. At the coffee ma- 
chine, Monica Lewinsky is worth any 
number of Seinfelds. 

The main effect of audience frag- 
mentation is something well worth hav- 
ing: plurality. In retrospect, the net- 
works’ heydays are being painted with a 
golden glow, but their power was stul- 
tifying. Remember McCarthyism? The 
blacklist was effective because there 
were only three places in television 
where writers and actors could work. Jf 
you were barred from them, you 
changed your profession or starved. No 


small group could control today's di- | 


verse television industry. 
The networks' record on program- 
ming for ethnic minorities, too, has gen- 


erally been poor. Their economics de- | 


mand that they appeal to the majority. 
With cable, by contrast, Black Entertain- 
ment Television, a fast-growing com- 
pany with fat profit margins, can pro- 
gramme specifically for blacks. 
Univision caters to the Hispanic mar- 
ket; and this year, Sony has bought 


Telemundo, on which it plans to offer | 


original programming by and about 
American Hispanics, including some in 
Spanglish. Try selling that to broadcast. 





cause targeted networks sell better abroad: sports, 
cartoons or music are all more easily exportable 
than are general comedy and drama. And abroad is 
increasingly where the American-based companies 
are looking. 


Go global, look local 


Most of the world's top media companies operate 
from a rectangle 20 blocks south of New York's Cen- 
tral Park and four blocks across. Time Warner, 
Seagram, News Corp, Viacom and Bertelsmann's 
music and television interests are all run from 
there, as are two of America's broadcast networks. 

Entertainment is a global business run from a 
village. There are good reasons for that, most of 
them to do with language and culture. Entertain- 
ment does not cross boundaries as easily as drugs, 
oil or cars. America is the world's biggest market, so 
global companies need to be sure they can sell their 
wares there. Philips's sale to Seagram earlier this 
year of PolyGram, its music-and-films subsidiary, il- 
lustrated the problems of running a global enter- 
tainment company from Europe. 

But America alone is not enough for these huge 
companies. Even though the prospects there look 
pretty good for most parts of the business, it is a ma- 
ture market. Demand for entertainment outside 
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America is growing faster than inside, and new 
technology is allowing the big entertainment com- 
panies to satisfy that demand. “Music is global al- 
ready,” says John Rose, a director of McKinsey. “The 
other entertainment businesses aren't. Those who 
don't exploit their assets globally risk missing some 
huge opportunities." 

Analogue broadcasting technology limited the 
number of channels available. Since people gener- 
ally like to watch programmes about themselves, lo- 
cally produced content was given pride of place. 
Governments reinforced the preference for local 
stuff. But over the past decade, the television busi- 
ness all over the world has been turned upside 
down by the proliferation of channels. 

The growth of multi-channel television has had 
a direct effect on American entertainment compa- 
nies’ bottom lines. The early stage of a market's 
development is always particularly lucrative for big 
content producers. For example, they did well in 
Britain in 1989 when Robert Maxwell's BsB and Ru- 
pert Murdoch's Sky were both trying to corner the 
best movie rights. Germany has recently proved 
even more profitable. Prices of movie rights dou- 
bled overnight when media mogul Leo Kirch was 
trying to bag them for his pri digital broadcaster 
and freeze out his competitor, Premiere. Europe is 
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sucking in ever larger quantities of American pro- 
grammes, whereas its own film and television ex- 
ports to America remain negligible. 

For global companies, the question is how 
deeply they should get involved outside their home 
market. Just selling programmes leaves lots of profit 
to local packagers and distributors. Some of them, 
such as Viacom and Turner, have decided that sell- 
ing branded channels—such as mtv, Nickelodeon 
or CNN—is the best way to make money. 

But flogging American culture around the 
world has turned out to be trickier than the big com- 
panies first thought. The global consumer, it turned 
out, does not exist. “Kids want to know what's going 
on in the rest of the world," says Tom Dooley, vice- 
chairman of Viacom, *but they don't want it in 
their face all the time.” MTV reaches 320m house- 
holds worldwide, but local competitors, better at- 
tuned to local ears, were beating it, so over the past 
two years MTV has been localising its content. That 
has meant cutting its staffing in centres such as Lon- 
don and Singapore, and setting up production of- 
fices in places such as Milan, Stockholm and Bom- 
bay, pushing up costs by around 10%. 

Some foreign markets are saturated. In Britain, 
for instance—a country with only 6m multi-chan- 
nel homes—there are now four children’s channels: 
News Corp's Fox Kids, Viacom’s Nickelodeon, Time 
Warners Cartoon Network and Disney. A local 


competitor, The Children's Channel, packed up 
earlier this year. India, where companies have more 
or less given up on trying to collect subscriptions 
because there is so much piracy, has three music 
channels and three news channels. 

Elsewhere, governments make life difficult. Ger- 
many, for example, with 19m cabled households, 
sounds like a great market for pay television, but it 
has (depending on the area) up to 12 free-to-air 
broadcast channels, so demand for pay television is 
limited. And then there are the regulators. Each of 
the 16 Lander (states) has its own regulatory board 
to vet channels that want access to the local cable 
systems. "You know those circus dogs that jump 
through burning hoops, and just as they've been 
through one, another one pops up?”, asks Nickel- 
odeon's Herb Scannell. "That's how you feel." 


A piece ofthe action 


Now big companies are starting to get deeper into 
the packaging business, through movies. Movies, 
along with sport, are the mainstay of every pay-tele- 
vision business. And although the big companies 
have been paid good money for their output and 
access to their libraries, they reckon they could get 
some equity out of it too. “We saw all these compa- 
nies like Canal Plus and pSkys that had built good 
businesses on the back of our programming,” says 
Jeff Schlesinger, president of Warner Bros’ Interna- 
tional Television, “and we thought we could do it 
instead of them.” 

Since no one company’s film library is big 
enough to programme a channel, bitter rivals have 
come together in partnerships around the world. In 
Latin America, for instance, HBO Ole brings to- 
gether Warner, Sony and Disney; in Asia, HBO Asia 
brackets Warner, Sony, Paramount and Universal; 
in Japan, Star Channel, an amalgam of Warner, 
MGM, Paramount and Universal, battles against 
Sky, made up of Fox and Sony. “It’s really becoming 
an interesting jigsaw,” says Mr Schlesinger. 

The next stage along the value chain is operating 
the platforms—satellites or cable systems—that de- 
liver programmes to people’s homes. Only News 
Corp has taken globalisation that far. This is the 
business with the highest risks and the biggest po- 
tential rewards. So far it has paid off superbly in 
Britain, where heavy spending on football rights 
has ensured that sSkys, News Corps satellite plat- 
form, dominates the pay-television business. In 
Asia, by contrast, Star Tv is still losing money. 

For the entertainment companies, the world 
has proved a tricky place, and its inhabitants irritat- 
ingly reluctant to be globalised. But the potential 
profit makes it well worth trying. 
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Electronic anthills 


T HIS autumn the struggle for big-screen suprem- 
acy takes on evolutionary overtones. The war- 
ring parties on both sides are computer-generated 
ants, the principal characters in DreamWorks’ 
“Antz” and in a joint venture between Disney and 
Pixar, "It's a Bug's Life”. But the real antagonists are, 
on one side, Jeffrey Katzenberg, the animation 





supremo at DreamWorks (and business partner of | 


Steven Spielberg, Hollywood's dominant male); 
and on the other, Steve Jobs, creator of the Apple 
computer and boss of Pixar, a computer-animation 
house reaching for studio status. Mr Katzenberg 
rushed to finish “Antz” first, and managed to get it 
into the cinemas more than a month before the 
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bugs were released. Fair enough: first come, first 
served. What is not fair, says Mr Jobs, is that he has 
been plagiarised. He says he pitched his idea to Dis- 
ney at a time when Mr Katzenberg was working 
there: “Jeffrey stole my idea.” 

Mr Katzenberg and Mr Jobs have argumentative 
histories. But even the easiest-going people in com- 
puters and films sometimes find it hard to get on. 
Their businesses, cultures and working practices 
are at odds. “In Hollywood, they do lunch,” says a 
Silicon Valley man. “We do work.” The distance be- 
tween the two worlds, says Mr Jobs, gets in the way 
of the business. “Studios cannot attract technical 
people because they treat them as second-class citi- 
zens. It's the same, but the other way round, with the 
technical companies.” Pixar, he says, encompasses 
both worlds: its recent hirings include some Rus- 
sian puppeteers and two professors of dynamics 
from Carnegie Mellon University. 

Despite their differences, computer and film 
people are being forced together. Since the first Dis- 
ney-Pixar collaboration, “Toy Story” (1995), com- 
puter animation has moved into the mainstream. 
“Toy Story”, which was intended asa little boutique 
movie, unexpectedly took off. Even Disney’s effi- 
cient marketing operation was caught unawares, 
and desperate parents queued for hours in hopes of 
bagging a Buzz Lightyear for Christmas. 

“Antz” and “It’s a Bug’s Life” are the first full- 
length computer-animated features since “Toy 
Story”, but others are in preparation. Moreover, the 
ever-rising cost of making live-action movies (see 
chart 7, next page) is pushing studios towards more 
animated features: 500 animators do not have the 
bargaining power of one star. And computer-gener- 
ated animation is getting better and cheaper all the 
time. "It's a Bug's Life" is a world away from "Toy 
Story" in facial expressiveness. There is even a pro- 
gramme for creating the effect of wind in trees and 
grass: give itan instruction, and all the leaves move, 
individually but together. 

The effects of computers, and the digital tech- 
nology they use, are spreading through the whole 
business of film production. “Whereas we used to 
have a thousand different machines, you can have 
one machine that does a thousand things," says Da- 
vid Rose, president of Santa Monica Studios. For 
the moment the process still slips in and out of old 
and new technologies. Movies are shot on film; 
then the pictures are scanned into a computer and 
edited electronically; and finally the celluloid is 
sliced up to match the electronic edit. 

Some of the effects of digital techniques show 
up in falling production costs. According to Mr 
Jobs, Pixar is the lowest-cost producer of high-qual- 
ity animation films in the business. With tradi- 
tional techniques, an animation feature costs 
$100m-125m. Pixar can do it for $75m-100m. This 
will soon have a knock-on effect in the animation 

job market. Whereas a traditional animation movie 
employs 600 animators at peak, Pixar does the job 
with 200 animators and software programmers. Mr 
Rose is currently negotiating to set up a computer 
graphics facility in Shanghai, which should cut his 
costs even further. 

But in Hollywood, costs expand to fill budgets 
available, so in the big studios computers are now 
used for things that could not be done without 
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ES 
Hollywood has ants in its pants 


them: removing a blemish on Uma Thurman's lip, 
say, or eliminating one of Sean Penn's teeth. 

"Titanic", with its estimated $235m budget, 
pushed directorial selfindulgence to the limit. 
Much ofthat budget was spent on computer effects. 
Hammerhead Productions, a successful little Holly- 
wood computer-graphics company, proudly shows 
one of its Titanic shots: the ships bow cutting 
through the water, huge against the tiny dolphins 
leaping ahead of it. There was no library footage jux- 
taposing big ship and tiny dolphins, so Hammer- 
head made some to order. It is a beautiful, exhilarat- 
ing shot, made for a high point in the movie, and it 
cost around $50,000 for a few seconds. That is par 
for the course. Digital Domain, another effects com- 
pany, spent $1.1m on a 40-second shot for Titanic: 
the camera pulls back from a shot of Leonardo di 
Caprio larking on the prow of the ship to show the 
deck, then the stern, then the whole ship disappear- 
ing into the distance. 


Ifin doubt, outsource 


Hammerhead Productions operates from a 1920s 
villa overlooking the San Fernando Valley, reached 
by a steep, winding drive. A couple of dogs wander 
around the house, azaleas and bougainvilleas fill 
the garden, and there is a swimming pool. Ham- 
merhead's four partners used to work for Pacific 
Data Images, one of the biggest companies in the 
business, but got tired of working in a large orga- 
nisation, so set up on their own. They have three 
sources of income: software for computer graphics, 
which they sell over the Internet; contract work for 
studios; and making their own movies. 
Hammerhead is part of Hollywood's growing 
computer-based economy. According to a recent 
survey by the Bay Area Economic Forum, a San 
Francisco-based business group, the multimedia 
business (computer graphics, Internet-based enter- 
tainment and CD-ROMs) employs around 130,000 
in Los Angeles alone, compared with 242,000 peo- 
ple in movie production in the whole of America. 
When it first became clear that computers were 
going to play a large part in the film business, most 
of the studios bought or built big computer-graph- 
ics facilities. Disney bought Dream Quest, for in- 
stance, and Time Warner set up Wabit. But the stu- 
dios soon realised that geeks can eat money just as 
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never be the same 


again 














quickly as directors, and decided that it would be 
cheaper to contract out the work. Most of the in- 


‘house specialeffects divisions shrank or dis- 


appeared. 

That contract work has grown into a fair-sized 
industry, and some of its constituent companies 
are getting rather ambitious. Mr Rose at Santa Mon- 





-a Studi is son Josh, ti 
computer-animated children’s movie, “Rabbit 
Tales”. Hammerhead’s Dan Chuba has written a 
script, “Supernova”, which is being co-produced 
with United Artists as a fulllength feature com- 
bination of live action and computer graphics. The 
company has also produced a direct-to-video hor- 
ror movie, "Shadowbuilder", based on a short story 
by Bram Stoker, which went straight to number 
three in the direct-to-video charts. The total budget 
was $4m, far lower than if the movie had been 
made at a studio. 

Digital technology is changing the shape of the 
business, making room for the little production 
companies that serve the big studios. It is also 
changing the way movies are made. But the funda- 
mental economics of the industry have not 
changed. Making entertainment is a hugely expen- 
sive business, in which big companies have a big 
advantage. True, Pixar has broken into the busi- 
ness—but it has taken ten years of Mr Jobs’s money 
and determination to get there. 





A digital future 


[14 TE No good will come of it," said 
C.P. Scott, a great editor of the Manchester 
Guardian. "The word is half Greek and half Latin." 
But guessing television's future was relatively easy. 
It was one new form of distribution. Digital tech- 
nology affects all existing ones, as well as making 
new ones possible. It is like introducing the internal 
combustion engine into a horse-drawn economy. 

The three areas where its effect on distribution 
will be felt most are digital video (or versatile) discs 
(pvps), digital television and the Internet. 

è DVDs. These are, in effect, cps with movies on 
them, and they will probably do for the film busi- 
ness what cps did for the record business: make 
some easy money as consumers and video rental 
shops replace their stock of old, blurry tape with 
sharp new discs whose quality will not degrade. All 
the studios are beginning to offer their movies on 
pvp. “Man,” says Steve Heyer, president of Turner 
Broadcasting System, “what a windfall.” 

e Digital television. The technology—more chan- 
nels in the same amount of bandwidth—is the same 
everywhere, but its implications are different in dif- 
ferent markets. 

In France, for instance, digital television spells 
multi-channel. Canal Plus has been selling digital 
television to the French, rather successfully, since 
1996. That is not altogether surprising, since the 
choice is between one analogue pay-television 
channel or 60 digital ones. 

In Germany, by contrast, Leo Kirch has found it 
a struggle to get people to sign up to his pr1 digital 
platform. Pay television in Germany starts at a dis- 
advantage because it is competing against up to 12 
free-to-air broadcast services. Mr Kirch wanted to 
merge his digital offering with Premiere, the com- 
peting joint venture with Bertelsmann and Canal 
Plus of which he also owns a stake; but the EU ve- 
toed the merger, and Canal Plus has left in disgust. 

The British market is more competitive than the 


French, but less disastrous than the German one. 
Digital television arrived on October 1st, courtesy of 
Mr Murdoch's Bskys. oNdigital, a service put to- 
gether by two of the big terrestrial broadcasters, 
launched its service on November 15th. The compe- 
tition will be fierce, the demand uncertain. Since 
Britain already has a good helping of pay channels, 
delivered by both cable and satellite, nobody 
knows whether consumers will want to shell out for 
more. The most promising-looking application is 
Sky's near-video-on-demand service, which offers a 
range of films starting at 15-minute intervals. But to 
make the service attractive, Sky is having to subsi- 
dise the installation of the necessary hardware in 
people's houses. 

In America, digital satellite services have been 
broadcasting since 1994. They serve mostly people 
who live too far out in the sticks to be cabled, 
though they are also popular with sports fanatics 
who will pay for innumerable obscure games. Ca- 
ble operators are beginning to offer digital services. 
According to Glen Britt, who runs Time Warner's 
cable operation, the most compelling offering is 
real video on demand, provided costs can be 
squeezed down. "We're very close now to being 
competitive with [video] rental. It could be in 2000." 

The broadcast networks are due to launch digi- 
tal before the end of this year. They have to offer 
high-definition television, because that was the 
quid pro quo for being given free extra bandwidth 
to start digital services. The trouble is that the cable 
companies (through which most people receive 
their broadcast television)say they will not carry the 
signal because it takes up too much capacity. And 
even if they did, the price of an HDTV set--between 
$2,000 and $8,000—would put most people off. 

e The Internet. Most of the entertainment compa- 
nies have spent freely on buildinga presence on the 
Internet, some more successfully than others. All 
the sites get plenty of visitors, but nobody can work 
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Vivid imagination 


e» of the best places to study the 
effect of technological change on 
the entertainment industry is off the 
405 freeway, north of the Hollywood 
studios. Here, in a small complex of of- 
fices and warehouses, is Vivid Video, the 
biggest producer of pornographic films 
in the world. It is run by Steve Hirsch, an 
American, and David James, a Welsh ex- 
miner who spent 14 years in the British 
army before setting out on his new 
career. 

Adult entertainment is often in the 
vanguard of new technology. As Ian 
Watt points out in his book, "The Rise of 
the Novel", one reason for the novel's 
early popularity was the freedom to use 
erotic content that would not be accept- 
able on stage. Similarly, it was porn that 
started the video-rental business, and 
porn that popularised the Internet. 

Vivid, with revenues of $25m, 
makes 12 big movies a year, and 
releases a total of 150. Most of 
these are different versions of the 
same thing. The version for video 
rental will be the most hard-core; 
that for cable will be softer, with 
no penetration; and the version 
for hotels will have penetration 
but noanal sex or searching close- 
ups. Some movies are compila- 
tions of shots, which allows the 
same shot to be used several 
times over—a blonde outdoors, 
for instance, will go into both the 
blondes compilation and the 
outdoors compilation. 
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Digital technology has been a mixed 
blessing. Lower production costs have 
made movie-making cheaper not just 
for Vivid but also for its competitors. 
Around 10,000 porn films are now be- 
ing produced in America every year, 
compared with 3,000 five years ago. 
Vivid has been working hard to raise it- 
self above the crowd. "We want brand- 
name recognition as a quality com- 
pany,” says Mr Hirsch. The company's 
budgets are well above the industry av- 
erage. "The Masseuse III", for instance, 
their biggest movie this year, cost 
$150,000 to make. The rows of Adult 
Video News awards in Mr Hirsch's of- 
fice attest to the quality of the product. 

But technology has also provided 
Vivid with new sources of revenue. Un- 
til three years ago, there was only video, 
cable and international sales. Cable is 





The thrust of technology 


not very lucrative because there are too 
many porn movie companies and too 
few porn cable networks; and the inter- 
national market is difficult because lo- 
cal rules vary so much. The Germans, for 
instance, disapprove of group sex, and 
the British prohibit the sale of hard-core 
porn altogether. 

The Internet is providing some new 
revenue, contributing around 5% of the 
total at present. Vivid does not have its 
own site because it reckons there are 
plenty already; it simply provides mate- 
rial for others. 

But for Vivid the most important 
new technology is pvp. Along with cp- 
ROM, DVD now provides 30% of Vivid's 
revenue. People are attracted by the 
quality of the picture, says Mr James, 
and they like the “multi-angle” facility 
DVD offers. The film is shot on four cam- 
eras, and the viewer can switch tracks 
and see the same scene from one of the 
three other angles at any time. “For us,” 
says Mr James, “it’s the perfect 
marriage of technology and 
product.” “Bobby Sox”, the first 
multi-angle pvp Vivid released, 
sold 27,000 copies, compared 
with the usual figure of 2,000- 
3,000 for DvDps without the multi- 
angle facility. 

Ever keen on further innova- 
tion, MrJames is now developing 
asuit which, worn by one partner 
and wired up to the Internet, al- 
lows the other partner, anywhere 
in the world, to send electrical 
pulses to their loved one's sensi- 
tive spots. Trust Vivid to put the 
spark back into your love life. 








| out how to make any money out of them. "Like 
building shopping malls in the desert," says James 
Murdoch, Rupert's youngest son, who is in charge 
ofthe new-media division of News Corp. 

The exceptions have been the sports and news 
sites. For CNN, NBC, the BBC and every other big pro- 
vider of news, the Internet is both a threat (because 
it contains so many new sources of news) and an 
opportunity (because it offers instant, low-cost 
global distribution). Now the entertainment com- 
panies are changing their strategy. Time Warner 
seems to be giving up on advertising revenue and is 
about to launch a big online retail outlet. At first 
this will sell only Time Warner products, but it may 
branch out later. The company reckons it should 
have a head start from an infrastructure that al- 
ready bills people for $2 billion-worth of goods sent 
by mail, and has a database of 60m customers. 

Disney is getting deeper into the Internet than 
any ofthe other big companies. The impetus comes 
from Mr Eisner, who has declared himself “ob- 
sessed by it.” On his initiative, Disney has started 
employing some ofthe grandest names in informa- 
tion technology as "Imagineering Fellows": Alan 
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Kay, one of the founding fathers of the personal 
computer; Marvin Minsky and Seymour Papert, 
who co-founded the Artificial Intelligence Labora- 
tory at MIT in the mid-1960s; and Danny Hillis, one 
of the inventors of parallel computing. 

On the Internet, Disney already has 
Disney.com, a standard entertainment company 
site with movie and television news. It also has Dis- 
ney Blast, a children’s magazine, which charges 
$5.95 a month, and an online shop that sells 2,000 
Disney products. But the best of its sites is ESPN, a 
model of technology tailored to please consumers. 
Baseball fans, for instance, can spend happy hours 
making it calculate the number and frequency of 
their favourite player's hits against anyone, at any 
time, anywhere. Now Disney is building a portal— 
the sort of gateway to the Internet that its owners 
hope will make money from advertising and com- 
merce deals. 

The general principle at work behind these par- 
ticular uses of digital technology is known by the 
dreadful name of disintermediation. Cheaper and 
easier distribution is bringing producers and con- 
sumers closer together, making many of the mid- 
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dlemen redundant. This creates big new opportu- 
nities for entertainment companies. 

More capacity means more revenue from the 
same content Everything-on-demand means 
greater convenience for consumers, and hence big- 
ger sales. Interactivity allows consumers to follow 
up on something that tickles their fancy, by asking 
for more information or even by ordering it. It al- 
ready works on the Internet, and should be even 
more effective on digital television, because televi- 
sion reaches so many more potential car buyers. 

Retailers are under threat. Already those prod- 
ucts of the entertainment business that have tradi- 
tionally been sold in shops—mainly books and mu- 
sic—are migrating fast to the Internet. Take this a 
stage further, and producers will be able to cut out 
intermediaries altogether and sell directly to con- 
sumers. Record companies are still nervous of do- 
ing this, partly because they fear piracy and partly 
because they do not want to antagonise powerful 
retailers. But the retailer’s margin is up for grabs. 

Businesses that depend on the scarcity of in- 
formation about consumers are in trouble, because 
interactivity makes collecting such information 
much easier. For instance, the information about 
their customers that book and music clubs pains- 
takingly have to seek out can be collected automati- 
cally on the Internet. This is what prompted 
Bertelsmann, the world's biggest book-club com- 
pany, to put in a $200m bid for 50% of bookseller 


Barnes & Noble's site last month: the Internet had 
destroyed Bertelsmann's old business model. 
Businesses whose profits depended on control- 
ling scarce distribution are also in trouble. Broad- 
casting networks are feeling it first. The value of 
their main asset—the slice of bandwidth they in- 
habit—is disappearing fast, and their business 
model is crumbling as competition for advertising 
revenue grows. But pay-television networks, cur- 
rently the most profitable bits ofthe business in ma- 
ture markets, will also suffer. Their profits depend 
on a capacity shortage on the networks that keeps 
off newcomers. When there is no shortage, compe- 
tition will hot up and their profits will shrink. 


Added attractions 


Middlemen throughout the industry (and in many 
other industries too) can expect leaner times. How 
much leaner depends on how much value they add 
to what they sell: the less, the worse off they will be. 
As producers, the entertainment companies do add 
value to the content they sell. In most video enter- 
tainment they add a lot by making the film. In sport 
they generally do not add much, which is why they 
have to pay so much for sports rights, why so many 
entertainment companies have seen fit to buy 
sports teams, and why Rupert Murdoch is so deter- 
mined to overcome political hostility to his bid for 
Britain's Manchester United. In music the enter- 
tainment companies add little, which makes the 
record business much more vulnerable to the 
disintermediating effects of digital technology than 
the video business. 

As brands, and creators of brands, the entertain- 
ment companies add value across the range of 
entertainment businesses. They do this partly be- 
cause they are, or have, brands that act as a stamp of 
quality. And the backing of a big, diversified enter- | 
tainment company helps to reinforce the brands. 
“The x-files” would not have conquered the world 
without the might of News Corp's subsidiaries. Bat- 
man would have disappeared into the mists of time 
if Time Warner had not applied the full force of its 
film, television and publishing divisions to resur- 
recting it. 

Brand creation, remember, is what the big com- 
panies are for. And this function becomes ever 
more important as digital technology increases the 
number of products on offer in the entertainment 
industry. When there are only one or two types of 
breakfast cereal available, it does not matter much 
whether they are recognisable. When there are a 
hundred breakfast cereals, or teen magazines, or 
children's channels, getting recognised is what it is 
all about. 


a o ——— A 


Fear governments, not geeks 


HEY are big, rich men, the leaders of the enter- 

tainment business; but there is a bigger, richer 
man still whose shadow falls across their business: 
Bill Gates. Michael Eisner, in his recent biography, 
considers Bill Gates as his number one competitor. 
According to a well-placed Silicon Valley watcher, 
so does Mr Gates himself: "He's trying to insert 


Microsoft's DNA into every bit of the business." 

As the entertainment business turns digital and 
starts to talk in the same zeros and ones as the com- 
puter business, so it bumps up against both the 
computer and the telecoms industry in all sorts of 
different areas. The telecoms people own the wires 
along which the pictures and music travel, and the 
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computer people produce the systems that allow 
the pictures to be seen and heard. What the enter- 
tainment companies fear is that one or other of 
these industries will establish a stranglehold some- 
where along the line. 

This makes the big chiefs in the business under- 
| standably nervous. They compare their industry’s 
growth rate over the past couple of decades with 
that of the computer business, and its size with that 
of the telecoms industry, and they wonder whether 
the much-talked-about convergence of all these 
businesses will in reality mean that the other two 
will walk all over them. 


Yours or mine? 


One obvious area of overlap between the entertain- 
ment and the computer business is the Internet. 
“The entertainment companies are terrified of be- 
ing blindsided by the Internet, as the broadcasting 
networks were blindsided by cable in the 1980s,” 
says Peter Kreisky of Mercer Management Consult- 
ing. Both sides see it as an extension of the kind of 
thing they do already. For the content people, the 





Internet offers another form of distribution. For the 
computer people, the Internet is just another sort of 
application. 

Fortunately for the entertainment companies, 
the computer companies are not much good at con- 
tent, a lesson they took some time to learn. 
Microsoft poured money into creating original 
content on the Internet with little to show for it. 
These days the computer people are more likely to 
go in for joint ventures with content providers. 

What about some of the companies that have 
grown out of the Internet, to which the market is 
now attributing huge values? This year, all eyes have 
been on the “portals”, companies such as AOL and 
Yahoo that collect up content, thereby attracting the 
eyeballs that bring in advertising revenue and com- 
mercial deals. They are often described as the 





What’s Mummy’s credit-card number? 
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broadcasting networks of the Internet. Their earn- 
ings are piddling or negative, but, according to a 
calculation by Mercer Management Consulting, by 
the middle of this year the capital value of the top 
four portals was slightly more than that attributed 
to CBS, NBC and ABC. 

Yet even if the portals turn out to be more than a 
passing fad, they will not gobble up the entertain- 
ment companies either. The two sets of companies 
barely compete. The Internet is not a good way of 
distributing entertainment. General news, sports 
news and music, yes; but print and video, no. Peo- 
ple do not like reading on screen, and moving pic- 
tures use up too much bandwidth and server capac- 
ity. Geeks may squeal with pleasure as video creaks 
across the Internet at two frames a second; but most 
people turn on the television. 

Time and money could improve the Internet’s 
video performance, but why bother? True, it is 
ahead of television in some respects—you can call 
up video, for instance, instead of having to wait for 
it—but as television switches to digital, it will ac- 
quire some of the Internet's virtues. Anyway, as 
Steve Jobs, himself a rare example of genuine con- 
vergence, points out, the two boxes have different 
roles, and therefore different identities. "For one, 
you switch your brain on, and for the other, you 
switch it off.” 

Digital television provided Mr Gates with an- 
other opportunity to insert his DNA into the enter- 
tainment business. To convert the digital signal 
into pictures, to store information, to get 
interactivity and to enjoy fast Internet access 
through cable modems, consumers need a set-top 
box—a kind of computer—on top oftheir television 
sets. If all those set-top boxes had a Microsoft op- 
erating system, then Microsoft could surely win the 
same supremacy over people's television sets as it 
already had over people's pcs. 

Unfortunately for Microsoft, America's televi- 
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Let the wheel spin 


sion industry had also noticed this possibility. In 
an unprecedented display of unity, the cable oper- 
ators, who had never before been able to agree on 
industry standards, agreed to ensure common stan- 
dards and a multiplicity of suppliers. There now 
seems little chance that any one manufacturer will 
control the software for the set-top box. 

Having seen off the computer industry, for the 
moment, the entertainment business is looking 
nervously at the other threat, from the companies 
that own the wires. The relationship between the 
people who make the programmes and the people 
who push the stuff into consumers’ homes has al- 
ways been an edgy one, as the relationship between 
manufacturer and retailer is in any business; but as 
digital multiplies the quantity of services that can 
be pumped into people's homes the stakes become 
higher than ever. 

The entertainment industry's worry is that, if 
one means of reaching people has a huge advantage 
over others, then those who own that means of 
transmission hold power over the content provid- 
ers. The current bogey is cable, which is generally, 
but not exclusively, owned by the telecoms indus- 
try. A lot of people now seem to believe that cable is 
the way to bring the broadband future into the 
home. The billions of dollars of debt that the cable 
companies accumulated while upgrading their sys- 
tems now seem justified. The entertainment com- 
panies’ worry is that although digital technology 
may have widened the gate, there is still a gate- 
keeper, and it is the cable industry. 





This is nota problem for Time Warner, which is 
America's biggest owner ofcable systems. Hence Mr 
Parsons’ confident belief that, no matter where 
power moves to in the value chain, Time Warner 
has a bit of it. But the other six big entertainment 
companies, none of which owns wires, are 
troubled. 

They are wrong to worry, though. Communica- 
tions technology is moving too fast for any one 
means of distribution to be declared the winner for 
long. The beauty of digital technology is that zeros 
and ones can be transmitted in all manner of ways. 
Electricity companies are working on sending them 
down their cables. Wireless communications com- 
panies are talking about offering Internet access. 
The falling cost of memory will allow satellite dis- 
tributors to download hundreds of hours of pro- 
gramming and thousands of Internet sites into set- 
top boxes so that people can retrieve them on 
demand. The chances that any one form of distribu- 
tion will gain power over the content companies 
seems small. 

So as the digital revolution unfolds and de- 
mand for entertainment increases, the winners 
look like being those big companies that have got 
all their spokes in place. They have the economic 
power to make the huge, increasingly expensive 
movies that the crowds prefer; they are best posi- 
tioned to distribute and promote their content; and 
they can most easily ensure that the brands they cre- 
ate stick out from the crowd. Of the seven giants, 
Disney, Time Warner, Viacom and News Corp look 
in best shape; Bertelsmann, Seagram and Sony still 
have some work to do. 

The losers will be the broadcast networks. In 
America, ABC has already been absorbed into Dis- 
ney;and there is much speculation now about what 
will happen to NBC—owned by Ge—and css Cor- 
poration. Elsewhere in the world, politicians may 
choose to sustain broadcast networks for a while; 
but broadcasting to the masses does not have a 
long-term future. 

If the computer and the telecoms industries are 
unlikely to get in the entertainment giants’ way, 
what will? Governments, possibly. At present the 
climate is generally liberal. Inside America, deregu- 
lation has made life easier for the entertainment 
companies; elsewhere, the collapse of communism 
has created whole new markets, and deregulation 
of television systems has expanded existing ones. 
Yet there are signs that governments are becoming 
increasingly concerned about the economic and 
cultural effects of the big companies dominance. 

Such concerns are most sharply articulated by 
Europe's politicians. In the eu the debate concen- 
trates on how to counter two particular problems. 
Monopoly is one: that is why, earlier this year, the 
EU prevented Bertelsmann and Kirch from merg- 
ing their pay-television operations. American cul- 
tural hegemony is the other: that is why, last year, it 
passed a directive to try to stem the increasing flow 
of imported culture. 

As technology makes it ever easier for the enter- 
tainment giants to push their products around the 
world, these fears will deepen. Technology may 
open the gateway to the world; but politicians can 
still slam it shut. 
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BRITAIN 


Peers versus people, 


round two 


Nothing can stop the government's plan to expel hereditary peers from Parlia- 
ment. But the battle for public opinion may not be straightforward 


FTERa gap ofa mere 89 years, battle has 
been joined again. In 1909 the House 
of Lords rejected a budget raising taxes on 
the rich. The reaction of the Liberal govern- 
ment was furious. Leading the fight to cut 
back the powers of the hereditary peers, Da- 
vid Lloyd George demanded at a public 
rally: “Who ordained that the few 
should have the land of Britain as a 
perquisite; who made 10,000 people 
owners of the soil, and the rest of us 
trespassers in the land of our birth?” 
Roll forward to 1998, and once again 
acentre-left government is battling it 
out with the House of Lords. 

This week, as the Lords rejected 
for a fifth time government propos- 
als to reform the system for elections 
to a European parliament, the Blair 
government made it clear that it is 
only too eager to play the “peers ver- 
sus people” card. Although the Tories 
sought to focus the argument on the 
merits of the “closed-list” system of 
elections, Jack Straw, the home secre- 
tary, proclaimed that the real issue is 
whether “democracy should be de- 
feated by aristocracy”. 

The Labour Party went into the 
last election committed to abolish- 
ing the voting rights of hereditary 
peers, who make up over half of the 
Lords 1,100-odd members. The 
Blairites think that by picking a fight 
with the House of Commons, the 
Lords may have handed the govern- 
ment the ammunition it needs to win the 
battle of public opinion against the 
hereditaries. 

The last major reform of the powers of 
the peers was introduced shortly after 
Lloyd George's attacks. After fighting and 
winningan election on the slogan of "peers 
versus people", the Liberals passed the Par- 
liament Act of 1911. Since then, the Lords 
have been able only to delay government 
legislation, not to block it. But the 1911 act 
was intended as a temporary measure, 
pending further reforms. Apart from minor 
tinkerings, those reforms never came. The 
Blair government says it is determined to 
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complete the job. With a huge majority in 
the Commons, the government will be able 
to use the Parliament Act to force 
hereditaries to mothball their ermine by 
early in 2000. 

End of story? Yes and no. The govern- 
ment will get its way. But public attitudes to 





Lloyd George knew their grandfathers 


parliamentary reform may be less predict- 
able than some Labourites hope. The Con- 
servatives will try to play upon fears that 
Mr Blairs determination to turf the 
hereditaries out of the Lords has less to do 
with a concern for democracy and meritoc- 
racy, and more to do with a determination 
to neuter one of the few checks on his 
power. 

This line of attack may have some reso- 
nance because in recent weeks opponents 
of Mr Blair, including some within his own 
party, have succeeded in disseminating the 
idea that he is a "control freak", intolerant 
of discussion and debate. They cite his ap- 


parent determination to prevent "off mes- 
sage" members ofhis party running for im- 
portant posts, such as Mayor of London or 
chief minister in the new Welsh assembly. 
This week, the Labour Party also intro- 
duced a new code, limiting the subjects on 
which members of its national executive 
can talk to the press. And since the “closed 
list" electoral system, opposed by the Lords, 
also increases the control of party manag- 
ers over candidates, it fits neatly with the 
"control freak" theme. 

The Conservative Party is also begin- 
ning to get its act together on Lords reform. 
The Tories, with long-standing connec- 
tions to the aristocracy, have traditionally 
been less than enthusiastic about Lords re- 
form. In 1996, Viscount Cranborne, the 
leader of the Tory lords, suggested re- 
forming the Lords as part of a com- 
prehensive reform of Parliament. 
But much of his speech was devoted 
to extolling the virtues of hereditary 
peers, such as himself. After the 1997 
election, Tory policies on the Lords 
were clouded by clashes between 
Lord Cranborne and Liam Fox, the 
Tory spokesman on constitutional 
affairs. 

Lord Cranborne has now pub- 
licly accepted that hereditary peers 
must go. However, the Tories argue 
that this change should be part of a 
full-scale review of the role, function 
and composition of the House of 
Lords. The government has prom- 
ised a Royal Commission on Lords 
Reform. But it has not yet even pub- 
lished its terms of reference, and 
wants to abolish the hereditaries be- 
fore it reports. So to outflank the gov- 
ernment, the Tories have set up their 
own commission on reform, which 
will shortly start holding public 
hearings. 

The Lords themselves have tried 
to be careful in picking their battles 
with Mr Blair. They have often chosen the 
popular side of the argument: they voted 
against a government ban on T-bone steaks, 
and opposed introducing fees for Scottish 
university students. And in the current 
struggle over the European elections the 
Lords are trying—improbably—to grab the 
democratic high-ground. 

In general, governments of all stripes 
have been chary of rolling out the heavy ar- 
tillery in the Parliament Act and forcing 
through a measure against the will of the 
Lords. This has been done only twice since 
1945. Skirmishes between Commons and 
Lords are usually settled by some sort of 
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compromise. When previous Tory govern- 
ments were defeated in the Lords, they of- 
ten amended their legislation. But Labour 
is much more reluctant to do this. It says 
that it will invoke the Parliament Act. 

All this sets the scene for the main battle 
over expelling hereditary peers next year. 
The government argues that a stand-alone 
attack on the hereditaries is justified be- 
cause the House of Lords would be im- 
proved just by getting rid of them. Non- 
sense, say the Tories. They point out that the 
Tories do not control the current House of 
Lords; the independent cross-benchers 
hold the balance of power (see chart). The 
government retorts that without the sup- 
port of the hereditary peers (including 
cross-benchers, admittedly), the Lords 
would have been unable to defeat the gov- 
ernment over the European elections. 

Margaret Thatcher was defeated more 
than 100 times in the House of Lords. But 
the Blair government has lost a higher pro- 
portion of voters there. Yet, shorn of the 
hereditaries, and “rebalanced”, as the gov- 
ernment threatens, by additional Labour 
peers, the transitional House of Lords 
would rarely, if ever, be able to vote down 
the government. And the transition before 
proper reform, as the experience after 1911 
suggests, could last a long time. This 
thought has given a few Labour appointees 
pause. “A fangless watchdog” was how 
Lord Desai, a Labour life peer, described a 
House of Lords without hereditaries in a re- 
cent pamphlet. Another Labour life peer, 
Lord Winston, recently expressed “serious 
doubts” that “we shall be able to replace the 
existing House of Lords with anything bet- 
ter, or even as valuable to our existing de- 
mocracy.” 
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Encouragingly for the Tories, 
doubts about Lords reform may reso- 
nate with the public. An opinion 
poll conducted by Mori, a research 
company, this October, found that 
61% of voters favoured keeping the 
hereditaries until wider reforms 
have been agreed; just 28% backed 
the government's position that the 
voting rights of the hereditaries 
should be abolished before deciding 
on other reforms. 

Next year's struggle will be hard- 
fought. The Tories have threatened 
to use “every legitimate means" to re- 
sist the government. They cannot 
stop the legislation, but they hope to 
dent the government's popularity. 
Some Tories fondly recall that the 
Lords finest hour was the creation of 
the Magna Carta, when they de- 
fended subjects’ rights against an 
over-mighty ruler—albeit a king, 
rather than an elected prime minis- 
ter. But Labour may take comfort in a 
more recent and precise parallel. The 
last “peers versus people" battle did 
not end happily for the peers. The Liberals 
cut back their powers after winning the 
next election. Ninety years on, Tony Blair 
needs no further election victory to apply 
the coup de grace to the House of Lords. 





Lord Archer 


Yours sincerely 


IXTEEN months before Lord Archer, 

novelist and would-be Mayor of Lon- 
don, made a now-notorious £80,000 profit 
($133,000) by dealing in Anglia Tv shares, 
he had assured the company that as the 
husband of one of its directors, he would 
on no account deal in its shares. The terms 
ofthe letter, confirmed this week by United 





An assiduous correspondent 


News and Media, whose bid for Anglia in 
January 1994 resulted in the shares soaring, 
casts a renewed shadow over Lord Archer's 
political ambitions. 

The Anglia share deal, the subject oftwo 
official inquiries into insider trading, has 
left in its wake a series of questions that 
have dogged Lord Archer' political ambi- 
tions. The Department of Trade and Indus- 
try's inspectors, Roger Kaye QC and Hugh 
Aldous, an accountant, concluded that al- 
though there were circumstantial indica- 
tions of insider trading, there was insuffi- 
cient evidence on which to bring a 
prosecution. Michael Heseltine, who was 
then trade and industry secretary, decided 
that “no further action should be taken 
against any of the parties." 

The disclosure of the letter to Anglia 
does not change this legal position, but it 
may help explain why Lord Archer felt ob- 
liged to apologise publicly to his wife, 
Mary, for his “grave error" of judgment. The 
circumstances in which his letter was writ- 
ten are as follows. In September 1992, An- 
glia's company secretary wrote to all direc- 
tors of the company reminding them that 
neither they nor close family members 
were permitted to deal in the company's 
shares between December 3ist and the 
publication of Anglia's financial results, 
usually in March. Unusually, Lord Archer 
chose to reply in person assuring the board 
that he was well aware that as the husband 
of a director of the company, it would be 
improper for him to deal in the shares. 

A year later, Lord Archer had either for- 
gotten these assurances or chose to ignore 
them. On January 13th, 1994, a day after the 
Anglia board had met to consider the take- 
over bid from Mat, the predecessor com- 
pany ofUnited News and Media, he placed 
an order for 25,000 Anglia shares. A further 
25,000 shares were bought the following 
day at the same price, 485p. There were 
three unusual features about these orders. 
They were very large, nearly £250,000 in to- 
tal. They were conducted through a stock- 
broker, Charles Stanley, which Lord Archer 
had never used before. And the shares were 
bought in the name of a Kurdish friend, 
Broosk Saib. Two hours after MAr's takeover 
bid of Anglia was announced on January 
18th, Lord Archer sold the shares, netting a 
profit of nearly £80,000. A cheque for this 
amount was sent to his London flat made 
out to Mr Saib. 

Neither Lord Archer nor Mr Saib have 
so far been willing to explain what lay be- 
hind this odd, if lucrative, sequence of 
events. The report of the prr's inspectors, 
which might have cast some light, has un- 
happily never been published. Lord Archer 
has subsequently claimed that he has been 
“exonerated”. Mr Saib has said that “I 
would love to speak out and clear my name 
but I dare not." 
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Fishing 
Financial trawling 


ABERDEEN 


An emerging market in fish quotas is making some fishermen very rich and 
helping to solve the problem of over-capacity in the industry 


Wis would be a fisherman? The sight 
of Aberdeen’s crews setting out in the 
pre-dawn light of a cold November day is 
hardly one to excite envy; nor is the pros- 
pect of being tossed about in a small boat 
on a cold ocean, chasing seemingly ever- 
dwindling shoals of fish. But save your 
tears. Some British fishermen are becoming 
very rich because they possess an increas- 
ingly valuable commodity—a fish quota. 

Just how valuable these quotas can be 
was revealed recently after a tragedy in 
which the four crew of a fishing boat from 
Mallaig, in the west of Scotland, died when 
their boat sank. The boat's quotas were sold 
for about £6m ($10m) toa fishing company 
in Plymouth. The £6m figure was excep- 
tionally high, because the Mallaig boat was 
one of only 55 of Britain’s 2,300 big fishing 
boats with a quota for herring and mack- 
erel. But more common quotas are also ris- 
ing in value. Gary Masson of the Northern 
Producers Organisation in Aberdeen, 
which dishes out fish quotas, points out 
that a set of white-fish quotas (for cod, had- 
dock and suchlike) bought for £300,000 
three years ago sold for £700,000 this year. 

An oddity about this trade is that quo- 
tas have no legal existence. Although some 
lawyers think that it is questionable 
whether the government (which hands 
them out), or producer-organisations 
(which manage them), or boat-owners (who 
use them) have legal title to them, most in 
the industry reckon that the owners have 
clear claim. So do banks, which are happy 
to accept them as security for loans. 

The quotas actually originate in Brus- 
sels. Under the European Union’s Com- 
mon Fisheries Policy, which aims to pre- 
vent over-fishing, countries are allocated 
quotas for the amounts of different fish 
types that can be caught in various areas of 
the sea. In most European countries (except 
Britain and the Netherlands), movement of 
quotas is controlled by governments. When 
a skipper dies or retires, his quota goes back 
into a pool to be re-allocated. But in Britain 
the Tory government devolved the man- 
agement of quotas to 19 fish producer-orga- 
nisations, which allocate contracts to boat- 
owners. A system has evolved under which 
British fishermen, unlike most of their Eu- 
ropean counterparts, can now easily buy, 
sell or lease their quotas. 

The emergence of a market in fish quo- 
tas has had the incidental—and benefi- 
cial—effect of tackling many of the perni- 
cious side-effects of the Ev's fish policy. 
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Because many fishermen are unhappy with 
the size of their quotas, there is always the 
temptation to land “black” fish—which ex- 
ceed quota limits. But in Britain, rather 
than catching fish illegally, a fisherman can 
go and buy a quota from an owner who 
thinks he will not catch his quota. This, Mr 
Masson says, is far more profitable than try- 
ing to sell fish illegally. A skipper, ifhis boat 
has to be beached for repairs, can also carry 
on earning money by leasing his quota to 
someone else. “Black” fish (catches which 
are over the quota limit) and “ghost” fish 
(catches recorded on government forms 
when an owner is under the quota limit) 
are thus fast disappearing as a problem. 
Of course, if fish stocks continue to de- 


BRITAIN 





cline, the Eu could cut quotas again. But 
this could be quite a boon for fishermen, 
for although their income might fall be- 
cause they are able to catch less fish, the 
value of the quota could well rise. 








Grave concerns 


epe average British funeral can 
be a miserable and disappoint- 
ing affair," according to "The Dead Citi- 

zens Charter". The charter, published 
| this week by an organisation called the 
National Funerals College, laments that 
British burials have become an expen- 
sive "production-line" process. They are 
increasingly dominated by big business 
with little choice left to the bereaved or 
the dearly departed. 

The new document aims to improve 
matters by reminding people of their ex- 
isting rights and recommending 
changes to the present system of funerals 
and cremations. Its suggestions include 
ways of dealing with the shortage of 
burial space in over-crowded Britain 
(“continental-style short-lease new 
graves with a view to future re-use” are 
one alternative to today’s single-occu- 
pant plots) and the appointment of a 
government regulator for the funerals in- 
dustry (Ofdeath?), along the lines of the 
offices which govern utilities and other 
service sectors. 

Malcolm Johnson, chairman of the 
college, thinks that the rapid commer- 
cialisation of funerals is a pressing rea- 
son for increased regulation. Death is a 
big business in Britain, worth at least 
£480m ($800m) a year according to Jo- 
seph Chiarelli, a *post-life" industry ana- 
lyst at J.P. Morgan, an American bank. 

Around 14% of this market belongs to 
Service Corporation International, an 





American funerals company which got 
into Britain in 1994. Since then, the com- 
pany has been busy buying up corner- | 
shop funeral parlours and crematoria. 
Crematoria have proved particularly 
rich pickings since a 1995 edict that en- | 
couraged local authorities to sell them. 
The charter opposes such consolida- 
tion and privatisation on the grounds 
that it creates monopolies which restrict 
customer choice and raise prices. The av- 
erage cost ofa British burial increased al- 
most 38% between 1993 and 1996 to 
roughly £1,500, outstripping the rate of 
inflation. Funeral homes have no obliga- 
tion to publish a price list or disclose 
their ownership. The charter wants this 
changed. Others share its concerns. This 
week the Church of England General 
Synod discussed how to get back into the 
funeral business, having lost ground in 
recent years to commercial outfits. 
People arranging funerals are rarely 
in the best frame of mind to drive hard 
bargains. The charter recommends that 
citizens set out their funeral preferences 
in advance, and consider appointing a 
funeral adviser, among their friends for | 
instance, to sort out the details when the 
time comes. These wishes should be 
noted in more than just the will, whichis | 
usually read after the funeral. It isa little | 
late to discover that someone wanted 
their ashes scattered over the South Pa- 
cific when their remains are safely in- | 
terred in an English churchyard. | 
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HIS week's battle between Lords and Commons over the 

rules for electing Euro-MPs sums up neatly one defect of Brit- 
ain’s parliamentary arrangements: the difficulty that arises from 
giving an unelected upper house power to check the power ofan 
elected lower one. But Britain's democratic malaise extends a lot 
further than this, and will do so even after Tony Blair's self-styled 
“People’s Government” has completed its programme of con- 
stitutional reform. Indeed, an impressive new study* of the con- 
dition of British democracy argues that Mr Blair's reforms fail to 
address the key problem: the enormous powers concentrated in 
the hands of the central executive. 

The new study arises from a project called the Democratic 


As its name implies, this group has 
tried to measure Britain’s demo- 
cratic performance against some 
systematic criteria. A moment's re- 
flection tells you how hard this is, 
given the absence in politics (un- 
like economics, which has at least 
got money) of an agreed measur- 
ing rod. Still, the authors come up 
with a plausible enough list of 
principles, such as the extent to 
which people are able to choose 
public officials, and the account- 
ability and responsiveness of gov- 
ernment. From these they derive 
30 “indices of democracy”, which 
consist of detailed questions that 
range from “How far is appoint- 
ment to office determined by pop- 
ular election?” to “How effective 
are procedures for informing citi- 
zens of their rights?”. These ques- 
tions are then applied to the Brit- 
ain of May 1997. 

The study runs to 538 pages 
and its predictable conclusion is 
that although British democracy is 
good in paris it could be made 
much better. The interest is in the 
detail; and to Bagehot's mind the 
interesting detail is not the well-worn stuff about the defects of 
the voting system or the Palace of Westminster. It is about the 
relatively untrammelled power, between elections, of what the 
authors call the state's “core executive". Home in, to see an exam- 
ple, on just one small corner of this: the role of quangos. 

There are good reasons for democratic governments to make 
liberal use of quasi-public bodies, regulatory agencies and the 
like. They can be staffed by specialists to deal with issues—from 
broadcasting to food safety to antitrust-policing—that should be 
kept atarm's length from partisan politics. But in most countries 
these bodies are usually subject to a framework which makes 
them accountable in a variety of ways. In Britain, the Democratic 
Audit notes, they can be summoned into being at the wave of a 
ministers hand, without always needing the approval of or hav- 
ing to be accountable to Parliament. 

The Audit counts 5,681 "executive" quangos in Britain at the 


* "Political Power and Democratic Control in Britain.” By Stuart Weir and David 
Beetham. Routledge. £75 hardback, £22.99 paperback 
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beginning of 1997. Adaptable and easily created, they can help a 
government to implement its policies untroubled by political 
opposition or formal checks and balances. In the early 19905, for 
example, the Conservative government set up two new strategic 
quangos, allegedly packed with sympathisers, to take over from 
elected local authorities the funding of grant-maintained 
schools and further-education colleges. Quangos have also | 
played a big part in imposing central policies on hostile regions. 
During the 1990s, the government's Welsh secretary was respon- 
sible for 1,400 appointments to quangos, setting in place net- 
works of Tory sympathisers and businessmen wholly unrepre- 
sentative of Welsh society as a whole. In the country in general, 
the Audit says, a big increase in the 
number of quangos created a new 
magistracy of unelected people, 
running a new system of local ad- 
ministration which has stripped 
local government of powers and 
services. Since the 1997 election, 
the Tories have in turn com- 
plained of Labour packing health 
boards with their own placemen. 
Even so, the Audit finds, the 
quangocracy started to become 
more open under John Major's 
government, thanks in large part 
to the prodding of Lord Nolan's | 
Committee on Standards in Pub- | 
lic Life. In 1995 Mr Major set up a | 
| 
| 
| 
| 


commissioner for public appoint- 
ments, albeit with fewer resources 
than the committee deemed neces- 
sary to guard against political pa- 
tronage. More quangos nowadays 
publish annual reports and ac- 
counts, or come under the jurisdic- 
tion of the Ombudsman. | 

Any study that triesto"audit"a | 
country’s democratic health is 
fraught with difficulties. However | 
neutral the auditors, they will | 
make some assumptions others 
will find questionable. In the case | 
ofquangos, for example, the Audit does not just note the reforms | 
and pass on. It criticises the narrow definition of accountability | 
that the reforms embody. At best, it says, the “public” are treated | 
as consumers, not citizens who might be given a more direct way | 
to influence the policies of quangos—or perhaps even the right 
to elect them. Britain’s unwritten constitution assumes too 
blithely that it is good enough for quangos to be accountable 
upwards to a minister, who is in turn accountable to Parliament. | 
In practice, neither ministers nor Parliament have enough in- | 
formation to judge how the thousands of quangos are doing. 

Is a call for elected quangos auditing or advocacy? And is it 
consistent to argue that quangos are both (a) a sinister way for 
central government to bypass political opposition and (b) too 
numerous for ministers to keep track of? Political scientists do 
not possess the tools for judgment-free accountancy. But by set- 
ting out its tests of democracy as systematically as possible, and | 
repeating them at regular intervals, this unusual project should | 
provide an intriguing watch on a government that claims to be- 
lieve in checks and balances but also wants dearly to be strong. 
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| UNITED OXFORD & CAMBRIDGE UNIVERSITY CLUB 


71 PALL MALL, LONDON SWTY 5HD 


The London Club for all members of 


Oxford & Cambridge Universities 


* Reciprocal arrangements with over 125 clubs 
throughout the world 


e Full service at weekends 
è Restaurant and quick lunch facilities 
* Extensive cellars € Squash courts 
* Reasonably priced, modernised, bedroom accommodation 
9 Libraries and reading rooms 
e Snooker and billiards € Private function rooms 
* No entrance fee 


è Subscription rates graded according to age 
and place of residence. 


IF YOU WOULD LIKE TO KNOW MORE ABOUT 
THE CLUB AND HOW TO BECOME A MEMBER 
PLEASE CONTACT: 

GORDON BUCHANAN, Secretary 


* TELEPHONE: 0171-930 5151* FAX: 0171-930 9490 
* Www.uocuc.co.uk. EMAIL: uacuc@uocuc.demon.co.uk,. 





STANFORD 


3-6 day executive education courses 


who offer both business theory and 
practical strategies in an atmosphere 
infused with Silicon Valley's energy 
and Stanford's entrepreneurial spirit. 


» Stanford Leadership Academy 


« Financial Seminar for 
Non-Financial Managers 


* Market Strategy for Technology- 
Based Companies 


» Strategic Development for 
Business Unit Teams 


» Brand Strategy 

* Managerial Excellence 

« Supply Chain Management 

* Advanced Management College 


« Managing innovation 


For more information, contact: 
Nancy Nichols, Director 

Phone: (650) 725-0691 

Fax: (650)725-97 12 

Email: pro ed&talumni.stanford.org 
Website: www.stanfordproed.org 
Fax-on-Demand: (800)621-3022 










Stanford Professional Education offers 






presented by internationally recognized 
faculty, industry leaders and visionaries 


The 5th Roundtable with 
the Government of Cuba 






February 22nd-24th 1999. 
Meliá Cohiba Hotel 

















| The lowidtalle will indude: : 
o. independent briefing on Cuba el and 














f 


Cuban Chamber ofc Commerce 
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| For further details please o contact: in association with 


| Tel: (44.171) 830 1076 Fundación 
| Fax: (44.171) 931 0228 ita o 
| E-mail: economistconf@ eiu.com 


| Conference fee: £1150 (this does not include travel or accommodation) 
Second delegate receives 50% discount on conference fee 
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All of these securities having been. sold, this announcement appears as o matter of record oniy 


U.S. $4,403,497,821 


conoco 
191,456,427 Shares 


Class A Common Stock 


19,145,643 Shares 


This portion of the offering was offered outside the United States und Cunada by the undersigned. 


MORGAN STANLEY DEAN WITTER 
CREDIT SUISSE FIRST BOSTON 
GOLDMAN SACHS INTERNATIONAL 
MERRILL LYNCH INTERNATIONAL 


J. P. MORGAN SECURITIES LTD. SALOMON SMITH BARNEY INTERNATIONAL 
BT ALEX. BROWN INTERNATIONAL SCHRODERS 


ABN AMRO ROTHSCHILD: CAZENOVE & CO. CREDIT LYONNAIS SECURITIES DAIWA EUROPE LIMITED DEUTSCHE BANK HSBCINVESTMENT BANKING 


ING BARINGS MEDIOBANCA-BANCA DI CREDITO FINANZIARIO SPA, St INVESTMENT BANKING WARBURG DILLON READ WESTDE UT SCHELA ND ESBANK 
WROZENTRALE. 


172,310,784 Shares 


This portion of the offering was offered in the United States and Canada by the undersigned. 


MORGAN STANLEY DEAN WITTER 
CREDIT SUISSE FIRST BOSTON 
GOLDMAN, SACHS & CO. 
MERRILL LYNCH & CO. 


J.P. MORGAN & CO. SALOMON SMITH BARNEY 
BT ALEX. BROWN SCHRODER & CO. INC. 


Tacorpurajed 


ABN AMRO INCORPORATED — BEAR, STEARNS & COL INC. CHASE SECURITIES INC. CIRC OPPENHEIMER DEUTSCHE BANK SECURITIES DONALDSON, LUFKIN & JENRETTE 
AG. EDWARDS & SONS, INC. HOWARD, WEIL, LABOUISSE, FRIEDRICHS ING BARING FURMAN SELZ LEC NATIONSBANC MONTGOMERY. SECURITIES LLC 


Taeorparated 


PAINEWEBBER INCORPORATED PETRIE PARKMAN & CO, PRUDENTIAL SECURITIES INCORPORATED WARBURG DILLON READ LEC 
ROBERT W BAIRD &CO SANFORD C. BERNSTEIN & COLL INC, BLAYLOCK & PARTNERS, LP CHATSWORTH SECURITIES LLC FAHNESTOCK & CO,INC. GUZMAN & COMPANY 


iecore 


JEFFERIES & COMPANY, INC, EDWARD D. JONES & CO., LB LEGG MASON WOOD WALKER MeDONALD & COMPANY NESBITT BURNS SECURITIES INC. 


iseorginsedos Securities, tas, 


NEUBERGER & BERMAN, LLC ORMES CAPITAL MARKETS, INC. BAYMOND JAMES & ASSOCIATES, INC. THE ROBINSON-HUMPHREY COMPANY 
SANDERS MORRIS MUNDY MURIEL SIEBERT & €0., INC. STARR SECURITIES INC. WHEAT FIRST UNION 


x Dieisitss of W hent Pisat Senneition. Hes 


Woveraber 1098 








BUSINESS 


Restructuring corporate 





(OA last, Germany's biggest companies have begun to restructure. But not all of 


e TEE e Outrage last year when 
vs E Krupp-Hoesch, a German steel maker, 
=, launched a hostile takeover of Thyssen, a lo- 
.. cal rival. The bid was an unGerman act of 
. agression, it had no place in a country 
|. bui yi ould benefit only a 










-< ing for partners, and raiding across bor- 
| ders. In a country where conglomer- 
. ateshaveusually put empire-building 
_ before the share price, this is some- 
thing ofa revolution. 
~The sense of urgency is novel 
~ too. This week Hoechst, a huge 
.pharmaceuticals-to-chemicals com- 
~ pany, said it will hive off its industrial 
~ chemicals division in an effort to remodel 
. itselfasa more focused and profitable “life- 
“Sciences” company. That came just days af- 
ter it emerged that Hoechst is in talks to 
merge with Rhóne-Poulenc, a French drugs 
-and chemicals company; The two are ex- 
`: pected to tie the knot within a fortnight. 

Also this week, Viag, a German con- 
glomerate ranging from energy to telecoms, 
said it may buy Alusuisse, a Swiss-based 
aluminium and chemicals group, for 
around SFrio billion ($7.3 billion). And if 
you needed a reminder that some German 
bosses were capable of grand schemes, No- 

. vember 17th marked “Day One", when the 
` new DaimlerChrysler’s shares began trad- 
ing in New York and Frankfurt. 

As well as mergers, Germany has wit- 
nessed an unusual amount of restructur- 
ing. Metro, Europe’s largest retailer, said 
earlier this month that it wants to shed as 
many as six subsidiaries within three years 
to concentrate on international expansion 
and its established retailing operations, 
such as cash-and-carry and hypermarkets. 
To counter objections to job losses, the un- 
wanted subsidiaries will be jettisoned in 
two stages: first moved to a new company 
part-owned by Metro, then sold in public 
offerings, Siemens, Germany’s largest engi- 
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neering conglomerate, has said it will sell 
around one-seventh of itself and rational- 
ise much of what is left to raise its sagging 
share price. Others are expected to follow: 
Viag, Veba and Bayer may soon all spin off 
underperforming units. 

Underlying it all is a new attitude to re- 
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turn on equity. Schering, a Berlin-based 

pharmaceuticals firm, recently announced’ 
that it is buying back DM500m ($300m) of 
its own shares. This sort of behaviour 
would hardly raise an eyebrow in Britain 

and America. But no big German firm has 
yet completed a buy-back, largely because. 
of uncertainty over tax treatment. Schering... 
has decided to press ahead even before the. 
law is changed to treat buy-backs more. 


favourably, hoping to goad legislators into 
action. And Veba this week sacked the head) 


of Stinnes, its distribution division, afterhe 
insisted on making an acquisition that 
Veba’s finance people feared might weaken 
its share price. In the past, few German 


firms would have preferred its investors 


Over its executives. 
Much of this is the fruit of changes that: 
occurred a while ago. Hoechst has spent 
several years grappling with its demons. In. 
the 1970s it was Europe's largest chemicals 
company, but then started losing ground, 
Jürgen Dormann, its chairman, inherited a 
poorly performing mess. He has spent the. 
past two years trying to sell the cyclical: 
chunks of the group, especially basic chem- - 
icals, and to concentrate on research-inten 
sive drugs, which produce higher margins . 
and more stable profits. This week's sale of — 
the industrial-chemicals business is partly 
to persuade investors that this strategy is 
still on track. ux eMe 
To some extent, Germany's ré 
structurers are following the leader. 
Bosses at other companies have 
looked on enviously as Germany's big. 
car firms, especially Daimler-Benz, have 
prospered after having wielded. the 
knife. Daimler was the first of several big 
German firms to move to American ac- 
counting standards and list its shares in: 
New York. Given the status of such firms: 
as America’s General Electric, it has also 
become clearer that conglomerates work 
only if each business faces stringent man- 
agement and performance targets, and that 
divisions which fail must be dealt with 
ruthlessly. More European conglomerates 
know they have either to start behaving like 
GE, or to narrow their scope instead. 
The changing map of Europe has also 
played a part. There is what Claus Lowe, 
head of J.P. Morgan’s Frankfurt office, 
calls the “unification factor”. The fusion 
of West and East Germany in 1990 led toa 
spending boom in which big firms became 
interested in extending their empires and 
neglected financial discipline. The launch 
of the euro, which threatens to intensify re- 
gional competition and to undermine 
pricing power, makes the need for firms to 
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the greater. "We are seeing the rebirth of the 
chief financial officer,” says Werner Seifert, 
chief executive of Deutsche Bórse, which 
runs Frankfurt’s stockmarket. Siemens's 
performance-minded new finance direc- 
tor, HeinzJoachim Neuburger, is said to 
have led the way in pushing its restructur- 
ing past internal resistance. 

In a global merger wave financed by eq- 
uity, German firms have come to see their 
share prices as a currency to pay for acqui- 
sitions. Firms now appreciate that the 
higher valuation that follows a successful 
restructuring creates opportunities. "For 
years the typical German chief executive 
viewed the share price as a bit of entertain- 
ment,” says a banker. “He might now see 
how it can work in his favour.” 


Act wisely 

The urge to restructure is laudable. The 
worry is that German companies are going 
about their restructuring in the wrong way. 
Viag may come to regret its planned pur- 
chase of Alusuisse, a diversified group with 
some highly cyclical businesses, at a time 
when it is trying to focus on fewer profit- 
able niches. One banker describes the move 
as “extraordinarily silly”. 


improve their financial performance all — 


a full merger with Rhóne-Poulenc may also 
be unwise. It will be hard to realise billions 
of dollars of savings from bringing together 
their research and development, manufac- 
turing and marketing. Rhóne-Poulenc has 
strong unions: when it recently announced 
it was laying off 1,000 workers—far fewer 
than would go after a merger—the unions 
went on strike at some of its plants. When 
the two firms worked together in America 
in a joint venture, called Centeon, to sell 
blood-products, they encountered manu- 
facturing problems and trouble with Amer- 
ica’s Food and Drug Administration. Phil- 
ippe Cottet, an analyst with Crédit 
Lyonnais, reckons that joint mismanage- 
ment was largely to blame. 

Hoechst may not be alone in discover- 
ing that it is easier to talk about restructur- 
ing than to carry it out. Siemens has begun 
less ambitious overhauls than the current 
one—and failed to achieve its goals. Al- 
though it has grown easier to float unloved 
units and sack thousands of workers in re- 
cent years, some suspect that firms are only 
rushing now because they fear opposition 
to restructuring will grow next year under 
Germanys new leftwing government, 
which has already slapped a tax increase on 





ANE empires have always had a 
tendency to die with their founders 
and Lonrho looks like being no excep- 
tion. For more than 30 years Tiny Row- 
land built the motley conglomerate in 50 
countries out of some 600 companies, 
ranging from hotels to plantations, mines 
tocar dealers. Its heart, like Mr Rowland's, 
was in Africa. In 1995 the great deal- 
maker of Africa lost control of the com- 
pany, although until his death in July this 
year he vowed to buy it back. 

His successor, Dieter Bock, began to 
break Lonrho up. Some parts were sold, 
and mining was bundled in Lonrho PLC. 
The rest, five main sectors in 14 African 
countries (see chart), was spun off in a 
firm called Lontho Africa. This company 
is now being hunted—not by the sort of 
prowling lion that Mr Rowland would 
have deemed a worthy adversary, but by a 
small investment company, named after 
Blakeney, a quiet English village. 

Only eight years old, Blakeney Man- 
agement has specialised in investing in a 
part of the world that is usually shunned 
as a basket case. It part-owns the African 
Lakes Company, which has run planta- 
tions and factories in Africa since the 
1870s. Between them, Blakeney and Afri- 
can Lakes took a 10.1% stake in Lonrho Af- 
rica in September. 


Miles Morland, Blakeney's chairman, 
complains that Lonrho lacks a strategy. 
"What", he asks of its agribusinesses, 
“does a pork business in Kenya have in 
common with a brewery in Zambia or a 
cotton business in Malawi?" He points to 
the fall in return on Lonrho's capital from 
22% in 1995 to 13% last year. Mr Morland 
argues that each company in Lonrho 
should be evaluated on its own and either 
built up or sold. He also demands repre- 
sentation on Lonrho's board, which was 





Although Hoechst needs to restructure, | ig 






government will soon make it even more. 
expensive to lay off workers. p 
Germany's mergers, takeovers and re- 

vamps are grabbing headlines. But they . 
may not add up to a belated, shareholder- 
focused revolution. Over the next few yeats, 
some- of the firms in the news are likely to 
discover, at great expense, that there is a 
right and a wrong way to restructure. 

s .* 





Microsoft and Sun | 
The second front 


LAS VEGAS AND NEW YORK 


ET though there were no British sol- 
diers involved, Winston Churchill cele- 
brated Stalingrad as if it were his own vic- 
tory. Joel Klein, America's antitrust tsar, is 
too tactful to crack open the champagne; 
but it is hard to believe that there were no 
whoops of joy in the Justice Department on 
November 17th. A federal judge in San Jose, 
California, ordered Microsoft to stop ship- 
ping its own version of Java, an Internet 
software language owned by Sun 
Microsystems. In legal terms, the victory is a 
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scended to,” he protests. 

The battle has led to some colourful 
exchanges. Mr Morland accuses Bernard 
Asher, Lonrho's chairman, of having the 
consistency of a windscreen wiper. Mr 
Asher retorts that Mr Morland tells so 
many different tales he must be related to 
Hans Christian Anderson. Lonrho's fate 
will be decided on December 10th at an 
extraordinary general meeting called by 
Blakeney to replace Mr Asher and other 
non-executive directors. 

Beneath it all is the serious question of 
how best to do business in Africa. 
Blakeney has invested in nine sub-Saha- 

ran African countries in 





not elected, but ap- 
pointed when the firm 
was created. 

“Vultures,” screamed 
Lonrho's directors. 
Switching natural meta- 
phors, they accuse Blake- 
ney of being a spider at 
the centre of a web of 
Lonrho competitors and 
investors, including 
George Soros, who want 
tostrip the company’s as- 
sets. Mr Morland fiercely 
denies managing money 
for Mr Soros and that he 
has any intention to asset 
strip the company. "Its 
typical of the smear tac- 








companies that, by and 
large, function indepen- 
dently from each other, 
just as any normal busi- 
nesses would elsewhere | 
in the world. Blakeney | 
supplies capital and ad- | 
vice, but local business- | 
men provide the rest | 
Lonrho, by contrast, has | 
always thought that the | 

| 

] 








way for foreigners to 
make money is to pool 
power and influence 
across Africa. The con- 
glomerate now talks 
about restructuring. But 
the urge to build empires 








tics they have now. de- 


takesalongtimetodie. — | 
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They say your pupils become larger 


when you're aroused. Doubt it? 
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Doesn't look like your average mass 
of shiny steel, does it? Nor does it 
behave | anything else on thé road. 
But then once you get behind the 
wheel, neither will you. 


Now go and look in the mirror. 








Harmony Motors Ltd (852-2528-1862) 
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The Audi A4. Drive it. 
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Financial Group” has helped 


millions of people reach their 





financial goals. And with more than 
$72 billion in assets under 
management, one of America’s 
strongest financial services compa- 
nies is now operating around the 
world. More than 10 million people 
count on us for investments, 
retirement solutions 
and insurance to protect 
their families and 
businesses. Our exemplary 
service simplifies even the most 
complex financial matters. So 
whether you are planning for 
yourself or an entire business, the 
disciplined investment approach 
and expert advice of The Principal” 
can help you secure your tomor- 


row. Now that’s total performance 


you can count on. 


get ahead. 


Plan Ahead. Get Ahead.” 





Financial 
Group 





Insurance * Investments* Retirement 


©1998 Principal Life Insurance Company, Des Moines, IA 50392. Products and services offered through Principal Life Insurance Company (The Principal), its subsidiaries 
and affiliates. Mutual funds and securities distributed through Princor Financial Services Corporation (member SIPC). Products and services not available in all countries 


www.principal.com 


limited one, and it has no direct 
effect on Mr Klein’s struggle with 
Microsoft in Washington, pc; 
but psychologically, it could be a 
serious reverse. 

Java. "scares the hell out of 
me," Bill Gates once wrote in an 
internal e-mail. The main soft- 
_ Ware language for programs on 
... the World Wide Web is designed 
_ so that it can run on any sort of 
| Operating  system—not just 
< Microsofts ubiquitous Win- 
.. dows. Although some remain a 
. little suspicious of Sun's control 
_ ofthe language, the company has 
.. S0 far stuck to the principle that 

it should be open to anyone to 

use. Some think that Java is 
«clunky as a result; but many in 
< Silicon valley see it as a natural 
: rival and successor to Windows. 

The dispute is based around 
a licensing agreement for Java, 
"signed by Microsoft and Sun in 

:3996. Sun’s suit, filed in October 
1997, claims that Microsoft violated that 
. agreement by adapting its version of Java 
“so that it was incompatible with other ver- 
sions of the language. Programs written in 
_ Microsoft's Java would run properly only 

on Windows, thus destroying the lan- 

guage’s claim to “write once, run any- 
_ Where", its main attraction to program- 

mers. Microsoft replied that its alterations 
Were only for the good of the consumer, 
_ since they made Java programs run better 
on Windows. 


Yes, but 
The hypocrisy on both sides is breathtak- 
ing. When it comes to Windows, Microsoft 
treats even the smallest change as high trea- 
son. For its part, Sun has granted exemp- 
tions to other software firms, indulging 
_ IBM; that failed Java compatibility tests. All 
_the same, Sun has clearly won the first 
round. In his 31-page decision, Judge Ron- 
ald- Whyte ruled that Sun was likely to 
prove its claim in a trial next year and thus 
issued a preliminary injunction ordering 
“Microsoft to rewrite its software to make it 
compatible with Sun's version of Java. 
From. Microsoft's point of view, the de- 
cision will probably turn out to be just a 
mildly expensive setback. For a start, the 
ruling could yet be overturned. The soft- 
ware giant does not have to recall any exist- 
ing programs; and it has 90 days to adapt 
Windows 98, its Internet Explorer browser, 
and any other programs that use its version 
of Java. Very few consumers will notice the 
difference. The ruling may have a bigger 
impact on programmers. The firm has 
three months to rework its Java software 
development kit, but it must immediately 
make clear to software developers that its 
Java code is incompatible with Sun's ver- 
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sion of the operating system. 

The bigger damage is psychological. 
Microsoft does not like to lose any public 
battle, but losing one to an enemy such as 
Scott McNealy is doubly painful. The chat- 
terers in Las Vegas this week attending 
Comdex, the world’s biggest computer 
show, saw the ruling as a boost to Sun's con- 
trol of Java, and a blow to Microsoft's grip 
on the computer market. This view was re- 
inforced by the news that America Online, 
the world's biggest Internet-service pro- 
vider, is thinking of ditching Microsoft's In- 
ternet browser in favour of Netscape's. 

Although the dispute with Sun has no 
direct connection to the antitrust epic in 
Washington, both the timing and the im- 
plications are bad. Mr Klein has argued 
that Microsoft’s attempts to conquer the 
market for Internet browsers (the subject of 
his case) were largely motivated by fear of 
Java. Internal Microsoft e-mail that has 
been dug up by Sun (such as “Screw Sun, 
cross-platform will never work. 
Let's... steal the Java language") will also 
come in useful. 

This points to the wider problem. 
Microsoft argues that such locker-room talk 
by its employees is unrepresentative. In its 
court case with the government, it has al- 
ready scored several legal points to that ef- 
fect. But ever since the days of John p 
Rockefeller, American antitrust decisions 
have had as much to do with public opin- 
ion as with the law. From that perspective, 
the Sun decision, however temporary, rein- 
forces Mr Klein’s depiction of Mr Gates as 
someone who thinks that he can live by his 
own rules. And now his adversary will have 
to refute that image in courtrooms on both 
sides of the country. 








BUSINESS . 
Electronic toys 


The Microsoft 
of Toyland 


HONG KONG 


S MICROSOFT and Intel can attest, 


dominance is a dirty word in thetech- 


nology industry. Yet one giant has escaped 
notice. vrech, Hong Kong's largest electron- 
ics firm, has more than 70% of a worldwide 
computer and electronics market worth 
more than half a billion dollars (see chart). 
Why has America's Justice Department not 
denounced this shameless monopolist? 
Perhaps it is because vrech makes kiddie 
computers and electronic learning toys, Its 
products go to pre-teen children, not yet 
schooled in the art of antitrust complaints. 
vrech sells more computers of one sort - 
or another (14m last year) than Dell and 
1BM combined. The market is growing 
healthily, vrech's net profit margins are a 
very pc-like 10% or so, and the firm will 
achieve $1 billion in sales next year. True, a 
lot of these “computers” have keyboard . 
buttons shaped like animals, go by. such 
names as LittleSmartCount'n' Go Bug, and 
sell for less than $30. But others are sophis- 
ticated notebooks, with e-mail and spread- 
sheets, selling for several hundred dollars. 
This makes vrech's dominance all the. 
more surprising. The toy industry is ruled 
by American giants such as Hasbro, Mattel 
and Fisher-Price, huge marketing machines 
that control most of the shelf-space at Toys 
"R" Us and other retailers. All of them can. 
make, and have made, similar electronic | 
learning aids. Indeed, Allan Wong, vrech’s _ 
founder, runs out of fingers ashecountsthe _ 
big toy firms that have entered his market: 
in the past 15 years. But most soon leave: 
vrech's chief competitors today are Team 
Concepts, another Hong Kong company, - 
and Tiger, a Japanese firm bought earlier 
this year by Hasbro. ' 
From his offices in a dusty industrial 
complex near Hong Kong's border with 
China, Mr Wong seems genuinely be- 
mused by vrech's dominance, if not its suc- 
cess. It did not invent the market--indeed, 
Mr Wong got into electronic educational 
toys in the early 1980s when Sears asked the 
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SAN FRANCISCO. 


| BUne computes at toyshops is old . 


~~ BD hat. The novelty this Christmas will 

1 be buying your toys at the computer: Just 
as Amazon.com has confronted Barnes & 
Noble in the book trade, so an Internet ar- 

” rival, eToys, is vying with Toys “R” Us to 
become the toyshop of the web. 


from idealab!, a Californian venture cap 


italist, eToys launched its web service to- 
wards the end of last year. So this is really 


the firm's first big Christmas. With more 


| than 7,000 toys from 235 suppliers, eToys 
has more items in stock than most bricks- 


and-mortar toyshops. Unfortunately, it . 


| does not (yet) ship toys abroad. 

Toys are not obviously suited to being 
| sold online. After all, children love to try 
| out the Lego and touch the Barbie dolls. 
That is precisely why many parents are 
delighted to avoid à visit toa real shop. At 
eToys, a search engine finds what you 
need, such as a toy for a two-year-old girl 
who likes the Teletubbies, but is lum- 
bered with parents unwilling to pay more 
than $10. As well as finding birthday 








former NCR engineer to come up with 
something that could compete with Texas 
Instruments’ "Speak and Spell”, the first toy 
to have a synthetic-speech chip. Nor is it 
common in the fickle toy industry for one 
company to rule a marketsegment for long. 
Only Lego comes close: for all Barbie's dura- 
bility, shehas always had lots of rivals. 
vrech's advertising and marketing is 
modest by toy-industry standards—just 
10% of sales, about half that of the big Amer- 
ican brands-~and it eschews daytime tele- 
vision, preferring to advertise in Good 
Housekeeping magazine and other publi- 
cations aimed at parents. As a, result chil- 
dren rarely know its name. It is adults, a far 
more demanding audience, who decide 
c whether or not to buy. 
"The main reason vrech- can dominate 
the business is the troubled state of toy 
shops. Video games are taking more of chil- 
dren’s time, attention and money. Because 
they are bought by adults as well as chil- 
dren, they are sold in computer and music 
stores rather than toy shops. Toys "R" Us 
has closed go stores this year alone, and 
other toy retailers are cutting both their 
shelf space and the numiber of different 
toys and brands they put on those shelves. 
Whereas leading: products—mostly pro- 
duced by the bigger firms—gain market 
share, lesser brands tend to be discarded. 
Smaller companies are thus vulnerable 
to vrech;-but is it at risk from the bigger 
firms? Probably not. They cannot, by and 
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présents within a budget, the store will 
wrap them and post them. The web site is 
more than just a glorified catalogue, fea- 
turing, for example, e-mail birthday re- 
minders. 

Forrester Research, a high-tech consul- 
tancy, estimates that in 2003 about 5% of 
all toys in America will be sold over the 

Internet, generating revenue of $1.5 bil- 


fion. More books will be sold online, but 





large, be bothered to try. to grab vrech's 
market. The market for “educational learn- 
ing-ids", as such gadgets are grandly 
called, is still just 2% of the overall toy in- 
dustry; and, thanks to vrech and its Asian 
competitors, margins are less than half 
those elsewhere in the business. Moreover, 
the research and development costs are 
dauntinglyhigh: making à computer isone 
thing, but making one with a large LCD 
screen, keyboard and a mouse for less than 
$70 is quite another. Each must be pro- 
grammed in as many as a dozen different 
languages, with voices and scripts pro- 
duced by linguists around the world. 





— he toy business will be more profitable, | 





since margins are higher, averaging 25%. 

Since June, Toys “R” Us has had its 
own retail web site. Although it is like 
éToys, the site stocks only 5,000 toys. 
Whereas eToys pays a fee of 25% of any | 
sales garnered from referrals coming | 
from partner web sites, such as AOL and 
Yahoo!, Toys “R” Us has no partnership 
programme, which is considered a must | 
in e-commerce. Toys “R” Us appears to. | 
find it hard to reconcile its new site with 
its offline presence (even that is not 
healthy: it announced a third-quarter loss 
of $475m on third-quarter sales of $2.17 | 
billion on November 16th). It must also | 
learn how to run a mail-order business, | 
which, unlike Barnes & Noble, it has | 
never done. | 

Toys “R” Us may soon perfect its web | 
site. It has a strong brand, and can use its | 
advertising to promote its Internet ad- 
dress. It is also integrating its offline and 
online operations. Consumers can, for ex- 
ample, return an item bought online at | 
their local Toys “R” Us store. There is | 
much to play for—including foreign dis- | 
tribution, not due to start until 1999—be- | 
fore eToys becomes the Amazon.com of 
the toy world. 








Facing such costs, it is easy to see why 
companies making a fortune on Toy Story 
figurines might be only too happy to leave 
kiddie computers to vrech. It is clear, too, 
why vrech, which will never have the mar- 
keting clout of the rich-world giants, is hap- 
pier using its market as a launch pad into 
electronics than into other sorts of toys. 
Bankrolled by its toy sales, it has moved 
into cordless telephones, and now has half 
the market in America for high-frequency 
models, under its own label and for Lucent 
and Sony. Now I’ve got a Little Smart ABC 
Playground, daddy, please can I have a 
cordless phone? 
= 





Seagram 


Mr Bronfman in Tinseltown 


LOS ANGELES 


The new owner of Universal Studios is determined to make Hollywood work 
according to sound business principles. With lamentable results 


OLLYWOOD has a reputation for be- 

ing inhospitable to outsiders. The list 

of those that have bought studios only to 
flee à few years later-stretches from Gulft 
Western (which contemplated selling Para- 
mount to. someone who planned to con- 
vert it into a cemetery) to. Coca-Cola. and 
Matsushita. Sony has only recently restored 
order after. years. of humiliation at the 


hands of profligate insiders—and there are 
rumours that the Japanese electronics giant 
would eventually like to sell its stake in 
Tinseltown. 

` Is Seagram at risk of repeating such mis- 
takes? Ever since the Canadian drinks con- 
glomerate paid Matsushita $5.7 billion for 
a controlling stake in Universal Studios in 
1995, the place has been in turmoil. On No- 
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vember 16th Frank Biondi, the studio's 
chairman and Seagram's highest-ranking 
Hollywood executive, was ousted from his 
job, at a cost of $25m-30m in severance pay. 
Mr Biondi is being replaced by his number 
two, Ron Meyer. Edgar Bronfman Jr, the 
head of Seagram, is determined to take a 
more active part in running the company’s 
entertainment operations. 

The upheaval at Universal is testimony 
to Mr Bronfman’s determination to turn 
his studio into a “Disney for the 1990s”— 
and also to the enormous difficulty of the 
task that he has set himself. Including the 
$10.4 billion purchase of PolyGram, a 
Dutch music giant, Mr Bronfman has bet 
$20 billion on turning his grandfather's 
drinks business into an entertainment con- 
glomerate. Next year Seagram's entertain- 
ment operations will be twice the size of its 
drinks business. 

But the bet shows few signs of paying 
off. So far this year Universal has managed 
to rake in only 4% of American cinema- 
ticket sales, down from 10% in its first two 
years under Mr Bronfman and below inde- 
pendent studios such as Miramax and New 
Line. The global music business in which 
he is investing so heavily has been anaemic 
for several years. And theme parks, the third 
leg of his entertainment empire, face for- 
midable competition from Disney. 

Mr Bronfman is widely criticised in 
Hollywood for his decision last autumn to 
hand control of the company’s cash-gener- 
ating television assets to Barry Diller, in ex- 
change for a stake in Mr Diller’s television 
company, USA Network. Universal shed its 
television ata time when most studios were 
trying to build theirs. Neither are Seagram's 
shareholders happy. To help finance his 
move into entertainment, Mr Bronfman 
sold his company's 24% stake in Du Pont 
back to the chemical giant. Since then Du 
Pont's shares have climbed by 96%, twice as 
fast as Seagram's. 

Mr Bronfman is convinced that he can 
improve Universal's disappointing perfor- 
mance by importing "real world" business 
methods into an industry that is a by-word 
for flakiness. On arriving at Universal in 
1995 he was shocked. Divisions of the com- 
pany were run as autonomous fiefs. Be- 
tween them, they used 350 outside law 
firms and 51 outside messenger services. 
The studio did not even have a "corporate 
chart" to show who ran what. He spent 
morethan $75m on an army of re-engineer- 
ing specialists from Booz Allen and Price 
Waterhouse who hung around for more 
than two years. 


Creative spirits 

Mr Bronfman is not alone in worrying 
about Hollywood's casual approach to 
costs. And his re-engineers have introduced 
lots of commonsense reforms such as 
consolidating payroll systems and buying 
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Bronfman wants margins this wide 


travel in bulk. But Mr Bronfman and his 
team have devoted much less attention to 
improving the creative side of the business. 
This is partly because they have been busy 
installing new management systems and 
partly because they seem to think that, if 
you can get the back office right, then film- 
making will take care of itself. 

This belief appears ill-founded. Last 
year Universal made only 12 films, half as 
many as its large rivals. This year it has 
searched fruitlessly for a big hit. The studio 
felt that “Primary Colors” had all the neces- 
sary ingredients: a big star (John Travolta), a 
good director (Mike Nichols) and its coin- 
cidence with the Clinton sex scandal. But 
cinema-goers decided that reality was far 
more entertaining than fiction. Universal's 
Memorial Day offering, “Fear and Loath- 
ing in Las Vegas”, was one of the year’s big- 
gest flops, making no more than $10m. 

Now it looks as if the studio has more 
disappointments on its hands. “Meet Joe 
Black” is performing poorly at the box of- 
fice and even worse with the reviewers. “Ifa 
snail asked my advice,” wrote the Wall 
Street Journal, “I'd say see this movie at 
your peril, because the pace will have you 
slithering up the walls.” The sequel to 
“Babe”, called “Pig in the City”, did so 
badly at test screenings, where children 
found it much too grim, that the studio can- 
celled the premiere, and is now busy 
rejigging the film. It is seen as odd in Holly- 
wood that Casey Silver, the chairman of 
Universal Pictures, has escaped the many 
lay-offs at Universal. 

Mr Bronfman's performance so far sug- 
gests he does not manage talent well. In 
1995, worried about the departure of the 
studio's top director, Steven Spielberg, Mr 
Bronfman signed a long list of producers 
and stars for “first-look” production deals 
in which the studio agreed to finance a pro- 
duction company in return for having a 
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first crack at using the material it devel- 
oped. But the studio amassed such a huge 
backlog of scripts that it had to drop many 
of these deals, creating much ill-feeling. 
Earlier this year Mr Bronfman shocked 
Hollywood by suggesting that the industry 
should charge a higher price for tickets for 
"premium" films. But even if it were possi- 
ble to predict which films were going to be 
hits—after all, "Titanic" was written offas a 
failure before its release—such an arrange- 
ment would inevitably bruise creative egos. 


A family tradition 
Former Universal insiders, many of them 
angered by Mr Bronfman's habit of dispar- 
aging his predecessors, also argue that the 
re-engineering has led to a dangerous 
hollowing out of the studio, driving away 
seasoned people and leaving decisions 
with neophytes. Cathy Nichols, the new 
head of Universal's theme-park business, is 
a newcomer to Hollywood, who spent the 
past 22 years as a consultant at McKinsey. 
This is not the first time that a 
Bronfman has come under fire for ventur- 
ing into entertainment, When Edgar 
Bronfman Sr invested in film more than 30 
years ago the family patriarch, Samuel, 
voiced his disapproval. “Tell me, Edgar,” he 
growled, “are you buying all this stock in 
MGM just so you can get laid?” “Oh no, 
Pop,” came the reply. “It doesn’t cost $40m 
to get laid.” Edgar Jr has also flirted with 
film-making. In 1973, he skipped college to 
write songs and produce plays; over the 
next few years he co-produced two films, 
one starring Peter Sellers and the other Jack 
Nicholson, before finally joining the family 
business. He still writes song lyrics under 
the name Sam Roman. The oddest thing 
about Mr Bronfman’s handling of the cre- 
ative side of his business is that he is him- 
self an artist manqué. 








Poor marks 


Sir Richard Greenbury, the chairman and chief executive of Marks and Spencer, has 
discovered how much corporate governance matters when things go wrong 


S BRITISH institutions go, Marks and 
Spencer is almost as venerated as the 
royal family. It supplies Britons with a quar- 
ter of their suits, almost all their bras and a 
third of their sandwiches. In recent years the 
clothing chain has burrowed into the na- 
tion’s psyche by introducing a country 
raised on soggy veg to such delicacies as 
smoked salmon stuffed with trout mousse. 
Investors have been impressed. The firm's 
shares have long been as safe a buy as its 
clothes, outperforming the market for the 
past 30 years. Ruling the Mas kingdom is Sir 
Richard Greenbury, a brilliant retailer who 
joined the firm 45 years ago, aged 17. 

But Sir Richard's crown has slipped. The 
immediate difficulty is a power struggle 
over when he should step down as chief ex- 
ecutive and who should be his heir appar- 
ent. Keith Oates, the group’s deputy chair- 
man, has made a bid to be either chairman or chief executive, 
appealing directly to M&s's non-executive directors. Mr Oates, a 
finance man and still seen as an outsider by the board after 14 
years’ service, was miffed that he might be passed over for the 
more reserved Peter Salsbury who is, like Sir Richard, an M&s 
lifer and a born retailer. This unseemly spat came just after a 
shock profits warning from Mas on November 3rd, the first in 
its 30-year history as a public firm, and a share slide (see chart). 

Behind it all lurks Sir Richard’s tendency towards absolut- 
ism. He has ruled the firm unquestioned, feared as much as re- 
vered. This sits oddly next to the Cadbury-Greenbury reforms to 
British corporate governance. Although the eponymous Sir Rich- 
ard was concerned chiefly with executive pay, the Cadbury com- 
mittee also recommended that firms should split the roles of 
chairman and chief executive. As the head of Britain's most ad- 
mired company, you might think Sir Richard would embody 
best corporate governance practice. But he has belligerently re- 
fused to give up either of the top jobs. And now he is in a pickle. 

The sight of Mas riven by infighting is as shocking as coming 
across a rotten tomato in its immaculate food hall. “This is un- 
thinkable,” said one investor of 20 years. Most outraged of all is 
Sir Richard, who last week hurried back from India to gag his 
firm. If nothing else, Sir Richard seems to have grasped that he is 
struggling to preserve his legacy. 

Mas's history reflects Sir Richard's 
strengths. In the past 40 years it has been 
one of the world’s most profitable retail- 
ers, with a strong brand that has domi- 
nated the British high street. Much of 
that is due to the sober attention to detail 
that Sir Richard has demanded. 

However, the modern Mas is also a 
measure ofhis weaknesses. There is more 
than a hint of complacency. It had an 
early lead in selling up-market ready- 
made meals; now Britain's big super- 
markets, Tesco and Sainsbury, are catch- 
ing up. There has also been an arrogant 
reluctance to change. M&s’s determina- 
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tion to buy almost all of its clothes from do- 
mestic suppliers is causing problems. With a 
fifth of the British clothes market, Mas is in- 
creasingly seen as a commodity retailer; yet 
rivals, importing more cheaply, can be 
keener on price. John Richards, retail ana- 
lyst at BT Alex Brown, a broker, puts the tired 
look of some Mas ranges down to a lack of 
new ideas from British suppliers, many of 
whom depend on Mas for most of their 
business. Clothes sold in its overseas stores 
are often too expensive, because they have 
the final buttons stitched on in Britain. 
Worst of all is the parochialism. Al- 
though Mas has had some success with the 
remarkable ambition of persuading Pari- 
sians to buy English food and English 
clothes, growth in Europe has been too slow. 
Brooks Brothers, acquired in America, has 
lost money. Last year, just when consumer 
demand in Britain looked uncertain and Asia slumped, Sir 
Richard announced a £2.2 billion ($3.7 billion) global expansion 
plan, updating technology and dramatically expanding floor- 
space worldwide. After the latest poor results (half-year profits 
fell by 23%, the first decline in six years), the mighty Mas is re- 
trenching, raising doubts about its commitment to growth. 


Apeople problem 

The nub of the problem is the company’s inward-looking cul- 
ture. The group has been held back by Sir Richard's failure to take 
competitors seriously enough and by his resistance to criticism: 
stitched on toa cushion in his office are the words, “I have many 
faults, but being wrong is not one of them"—a joke perhaps, but 


close to the bone all the same. Taking their lead from Sir Richard | 


himself, Mas executives have failed to understand much of what 
is happening outside their green-and-white shop window, let 
alone Britain’s borders. 

In the end corporate governance is at fault. The firm has few 
outsiders to provide dissent or new insights. At the top is a board 
made up of no fewer than 16 executive directors, most of whom 
have spent most of their careers at Mas. Of the six non-execu- 
tives, one is a former executive and member of the founding 
family. With mas now selling financial services and going over- 
seas, the narrowness of experience of M&s’s senior managers 
and board directors is a weakness. Given 
the firm’s difficulties, a big competitor 
with global distribution—Wal-Mart, 
say—might be tempted to bid for such a 
strong British brand. 

Without either a chairman or an in- 
dependent-minded board to harry him, 
Sir Richard has mismanaged what is 
probably any bosss most important 
task—to provide for his own succession. 
While mas was thriving, Sir Richard 






norms of corporate governance. Now 
that it is in trouble, Mas finds itself with- 
out the machinery to put things right. 








could afford to be disdainful of the | 
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COMPARED with those of the 
United States, the bond 
and equity markets of the u 
countries about to join the euro 
are of modest means. The com- 
panies of continental Europe 
still rely disproportionately on 
banks for finance. The arrival of 
the euro offers a chance to 
change that, creating a single, liq- 
< uid capital market that might 
eventually rival America's. 

Europe desperately needs 
Such a change. Its population is 
ageing and its pay-as-you-go pen- 

^- sion systems are woefully under- 
funded.At present, Europe's frag- 
mented capital markets do not 
ensure ageing Europeans the 
best return on their savings; and 
Europe's companies treat their 
shareholders with—at best—ca- 
: sual disdain. 

Undoubtedly the euro-de- 

-nominated government-bond 
- market will be big. Outstanding 
~- bonds issued by the 11 euro coun- 

tries amount to 18 trillion ecus— 
as it happens, exactly the same 
size as the American treasury- 
bond market. The bigger ques- 

¿tion is what impact the euro will 

have on corporate finance. 

^5 At present, some three-quar- 

ters of continental European 
companies' finance comes from 
banks and other sorts of lender 

; and only a quarter from the capi- 
tal markets. In the Netherlands, 
half of companies finance 
comes from banks; in France, It- 
aly and Germany, 70%, and in 
Spain 80%. In America, in con- 
trast, only a quarter of compa- 
nie? financing needs comes 
from banks. 

Moreover, these figures dis- 
guise the extent to which Euro- 
pean companies are wedded to 
bànks. Most bonds issued in the 
EU are from companies with top- 
notch credit ratings (AA and 
above) in America the propor- 
tion is 30%. Riskier credits are 
largely excluded from the capital 
markets, The corporate-bond 
market for those in EMU is, in to- 
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JURO BRIEF 


Europe's American dream 


Many hope that the introduction of a sin- 
gle currency will lead to a dramatic im- 
provementin European financial markets. 
But, asourfifth euro brief argues, change in 
Europe may come more slowly than some 


tal, half the size of America’s. But 
some four-fifths of European cor- 
porate borrowing is by financial 
institutions. 

For the moment, the most 
flexible form of risk capital—eq- 
uity finance—is woefully under- 
developed. For many small com- 
panies, equity finance is 
unavailable. Small wonder that 
stockmarket capitalisation for 
the 11 countries in the monetary 
union is only 58% of GDP com- 
pared with 120% in America (see 
chart) The average capitalisation 
of the 25 biggest listed compa- 
nies in Europe is less than half of 
their American counterparts. 

Even so, stock exchanges are 
gearing up. At the beginning of 
1999, the London Stock Ex- 
change is to link with Deutsche 
Bórse to develop a stockmarket 
for 300 of Europe's biggest com- 
panies (see box on next page). 
Other stock exchanges are also to 
join, creating a single market in 
European equities. 

Deeper capital markets 
should make financing more 
flexible and cheaper. With luck, a 
change in ownership structures 
might have a yet more important 
effect: it might persuade Euro- 
pean companies to take share- 
holders more seriously. That, in 
turn, would improve returns 
and productivity. There is, in 
short, a lot riding on the effect of 
the euroon the capital markets. 


Single mindedness 
The European Commission has 
made some progress in unifying 
Europe's capital markets. Banks 
can, in theory, operate through- 
out the EU. Capital requirements 
for banks and securities firms 
have been standardised. Stock 
exchanges can plonk their trad- 
ing terminals in any EU country. 
Fund-management firms can 
sell their wares throughout the 
region. 

A "single passport", issued by 
any one of the member coun- 
tries, allows a financial firm to 


operate anywhere in the EU as 
long as it is registered in one of 
the countries. This is backed up 
by a system of "consolidated su- 
pervision" in which the regulator 
in the country in which a firm is 
based has primary responsibility 
for regulating it. 

But progress has been slow. 
"There have been significant ac- 
cumulated delays in implement- 
ing agreed rules," said a recent 
commission report. Within EU 
countries, there are wide varia- 
tions: in disclosure require- 
ments for companies wanting to 
issue securities; in trading rules, 
such as how much financial 
firms must reveal about the 
trades they do; in accounting 
standards; and in tax treatment, 
for example of life-insurance 
and pension products, or of in- 
terest received (Germany, for ex- 
ample, levies a 25% withholding 
























tax; Italy, only 12.595). 
Aggravating this fragmenta- 
tion are laws forcing European 
life. insurers to match 80% of | 
their assets with liabilities in the 
same currencies; in general, pen 
sion funds have similar, tho 


















duction of the euro speed up th 
process? l 


Bonding. 
The first step will come on Janu- | 
ary ist. Currency union among 
the 11 participating countries: 
will remove currency risk: be- 

tween their financial markets, 
An Italian investor thinking of 
investing in German govern- 
ment bonds, say, will no longer 

have to worry about how the lira 
will fare against the p-mark. 

But the market will not be as 
homogeneous as that for Ameri- 
can treasuries. Credit differences: 
between countries will remain: | 
in theory, at least, the European 
Central Bank is not allowed to. 
bail out those countries that get 
into trouble. Countries charge 
different rates of withholding tax. ` 
on bonds, although the Euro- 
pean Commission wants to har- * 
monise that tax’s treatment. Mar- . 
kets also differ in the way in 
which government bonds are is- 
sued and traded. France has reg- 
ular auctions of bonds with dif- 
fering maturities; Germany does. 
not. These differences will be 
ironed out only gradually. 
Even if. Europe's governs . 
ment-bond market is not com- 
pletely unified, will other capital 
markets blossom? Quite possi 
bly: Europe's low and declining 
inflation will drive down yields . 
on government bonds—perhaps 
to an average of 3.75% next year 
for the 1 countries, reckons 
Goldman Sachs. That will en- 
courage Europe's ageing savers to 
look for other things to invest in: 
At present, some 90% of do- 
mestic savings are invested at 
home, often with dismal returns. 
And the amount of money that 
needs to be invested is growing 
fast. In 1996, there were $630 bil- 
lion of pension assets in Europe; 
by 2001, reckons the Bank of Eng- 
land, there will be $1,800 billion. 
For insurance companies the fig- 
ures are $2,600 billion and 
$6,300 billion. 

Currency union will allow 
investors to spread their wings. 
Small markets will no longer be 
fragmented by currency. Inves- 
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easier to buy German bonds or 
‘Italian shares. Once both assets 
and liabilities are denominated 
in euros, the restrictions on 
where pension funds and life in- 
surance companies can put their 
cash will become redundant. 
With low yields on govern- 
ment securities across Europe, 
investors will have more appe- 
tite for riskier, higher-yielding as- 
sets: corporate bonds, say, or 
securitised assets, as well as the 
riskiest but potentially most re- 
warding asset of all: equities. 
Some even think that continen- 
tal investors’ portfolios, which 
are now mostly invested in 
bonds, will start to resemble Brit- 
ish or American portfolios, 
which are mostly invested in eq- 
uities. 


Banking on borrowers 


So much for demand. The supply 
of both corporate bonds and eq- 
uities also seems set to increase. 
In the case of corporate bonds, 
supply depends upon the extent 
to which companies turn from 
bank borrowing to capital mar- 
kets. The reason that most com- 
panies have not tapped capital 
markets in the past is clear: 
banks lend more- cheaply. That 
will now change; as the banks 
find it harder to cut margins— 
but change will be slow. 

A fall in the costs of borrow- 
ing in the bond markets will 
eventually occur simply because 
the demand for high-yielding 
corporate bonds will rise. That 
will persuade companies to go to 
the markets rather than to banks. 
Goldman Sachs guesses that Eu- 
ropes corporate-bond market 
could grow fivefold. 

By when? The answer de- 
pends on how vigorously Eu- 
rope's banks fight back in their 
lending business. Banks have 
generally undercut capital mar- 
kets because they think that they 
get other business from compa- 
nies to which they lend. More- 
over, they have captive deposi- 
tors, who have been 
understandably reluctant to in- 
vest their money abroad given 
the currency risk. Docile share- 
holders have not pressured 
banks to increase returns by 
reining in low-margin lending. 

A single currency changes 
some of these things. Pressures 
on banks will increase. In the 
short term, at least, some of their 
businesses will simply disap- 
pear: in currency trading be- 
tween euro members; for exam- 
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ple in government-bond 


tors in, say, Belgium, will find it 
trading and in corporate bank- 





ing. McKinsey, a: consultancy, 
reckons that together these busi- 
nesses account for 40-80% of Eu- 
ropean banks’ revenues. 

For their part depositors can 
put their money in any bank 
they like, wherever in Europe it 
might be. That might erode 
banks’ traditional retail funding 
bases. Funding in wholesale 
markets will be more expensive. 
More competition in Europe has 
already led to a number of big 
mergers: ING ofthe Netherlands 
has taken over Belgium's BBL, for 
example. A single currency will 
mean more consolidation. 

Might banks respond to 
greater competition for their cus- 
tomers by cutting their margins 
still further? There are three rea- 
sons to think they will not: 

* With the arrival of the euro, 
banks which lend too cheaply 
will find it hard to raise money 
from investors. This is already 


| London under threat 


HERE will Europe's capital markets be based? London 
has long been Europe’s biggest financial centre, and in- 


will encourage it. 


* Banks’. capitalto-asset. ratios 
have been put under pressure by, 
among other things, losses in 
trading and in emerging mar- 
kets—in Europe as much as any- 
where. To increase these ratios, 
banks will have to start shedding 
assets or increasing capital. In 
America, corporate-bond mar- 
kets did not really take off until 
the Latin American debt crisis of 
the early 1980s put severe pres- 
sure on banks’ capital ratios. 
* Anecdotal evidence suggests 
that banks have already started 
to tighten their lending criteria; 
the euro may encourage this 
process. 

However, many of the pres- 


. sures on banks will take time to 


develop. Depositors generally 
plonk their money in a bank 
whose name they are familar 
with; banks lend to those they 
know: local knowledge is impor- 
tant, especially when lending to 











happening; but a single currency. 
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deed, in terms of international business, the world's. The Euro- 
bond market is based in London. By last year its futures ex- 
change, the London International Financial Futures and 
Options Exchange (LIFFE), did more business than any other 
bar the Chicago Board of Trade. More foreign-exchange busi- 
ness was done in the City than any other financial centre. In- 
vestment banks from both Europe and the rest of the world 
chose to have their European base there. But the advent of the 
euro makes many wonder whether Frankfurt, the home of the 
European Central Bank (ECB), will leave the City out in the cold. 

There are signs that Frankfurt might at least pose a threat. 
Trading in continental shares has been migrating from London 
over the Channel. The London Stock Exchange has been forced 
into a partnership with the Deutsche Börse to trade an index of 
300 European stocks. Although other European exchanges are 
belatedly planning to join too, Frankfurt is clearly in the driv- 
ing seat. Frankfurt's derivatives exchange, having snatched al- 
most all of LiFFE’s biggest contract in ten-year German govern- 
ment bonds, and joined up with Switzerland's sorFEX, has 
now replaced LIFFe as the world’s second-biggest futures ex- 
change. Many people think that the ECB will prove a magnet 
that draws financial firms to Frankfurt. 

In fact, these developments do not provide much evidence 
of London's decline as a financial centre. It probably does not 
matter that the ECB is based in Frankfurt: America's Federal 
Reserve is based in Washington; its main financial centre is in 
New York. Nor does it matter where an exchange is in Europe, if 
the business emanates from London-based institutions. And 
most ofthe City's activity is in the over-the-counter business: in 
bond trading, derivatives or foreign exchange. London's share 
of currency trading has actually increased: a third of all foreign- 
exchange transactions are now booked there, compared with 
Frankfurt’s 5%. London has big advantages: lots of institutional 
investors (managing more than four times the amount man- 
aged by their Frankfurt counterparts); a light regulatory touch; 
and talent: more people are involved in the financial-services 
business in London than live in the whole of Frankfurt. 
















A reprint of the eight articles in this 
series of Euro Briefs will be available 
from The Economist Shop on January 
4th, 1999, at a price of €6.00 in Britain 
and £7.50 abroad, including postage 
and packing. Discounts are available 
for bulk purchases. Please send your 
order with pre-payment by cheque to: 
The Economist Shop, 15 Regent Street, 
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smaller companies. It will take a 
long time to wean Europe's com- 
panies away from banks and on 
to bonds. 


Securities blanket 


In the case of equities, other fac- 
tors will influence supply. It will 
be driven partly by a wave of ini- 
tial public offerings, as compa- 
nies merge and expand to reap 
economies of scale; and by con- 
tinuing privatisation of state- 
owned firms, driven in part by 
the restrictions on government 
borrowing that membership of. 
the euro entails. McKinsey ex- 
pects privatisations worth some 
$125 billion in the next five years. 

European investors will be 
able to choose between lots of 
different shares in lots of differ- 
ent countries. That may eventu- 
ally affect the way European 
companies treat their sharehold- 
ers, forcing them to show inves- 
tors that they will earn a decent 
return on that equity. Moody's, a 
rating agency, predicts a spread 
of “Anglo-Saxon-style share- 
holder pressure". 

Well, perhaps. Europe still 
has a long way to go in this re- 
gard, and investor protection in 
many countries is still weak. 
Sooner or later, governments 
may notice that the countries 
where it is weakest, such as 
France and Italy, have some of 
the smallest equity markets. 

As the European Commis- 
sion accepts, many more 
changes are required before Eu- 
rope really has a single, homoge- 
nous capital market. Tax, regula- 
tion, supervision, listing 
requirements, accounting, trad- 
ing rules: all require far greater 
harmonisation if this is to be cre- 
ated. And, though monetary 
union is likely to speed things up 
a bit, progress on all of these 
things is likely to be grindingly 
slow. It will take 
longer than most 
suppose for the old 
world to catch up 
with the new. 
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Keep the change 


HONG KONG AND NEW YORK 


` The cashless society is further away than was thought. “Smart cards” are not 


_ catching on 


O MORE jangling coins, no more 
grubby banknotes: few futuristic vi- 
sions have been as startling as that of life 
_ Without money. Just a few years ago, the ar- 
rival ofa cashless society, where chip-cards 
and Internet chits would replace pocket 
change and wads of notes, seemed immi- 
nent. The press (including The Economist) 
: devoted pages to the payments revolution. 
The heads of new-age financial firms such 
as DigiCash and First Virtual Holdings 
found sudden fame, while America's Con- 
gress held hearings to learn whether private 
digital money might supplant metal and 
paper—and whether central banks would 
become irrelevant in the process. 

At the post office on West 66th Street in 
New York, such predictions still seem the 
stuff of fantasy. *Electronic purses" really 
do exist in the form of chips embedded in 
plastic cards, and the post office's counter- 

¿top card readers will quickly deduct 32 
cents from one for a stamp. These “smart 
cards" can be reloaded at machines owned 
by two of the world's biggest banks, Citi- 
bank and Chase Manhattan, and deployed 
in hundreds of shops and restaurants in 
the area. So the fantasy was not science fic- 
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tion; the trouble was the people. Electronic 
money is here, but hardly anybody is eager 
to use it. 

Even the people of Hong Kong and Sin- 
gapore--notorious technophiles and shop- 
pers—seem unenthusiastic. They are usu- 
ally thrilled to try new gadgets simply for 
their novelty or as status symbols. And 
smart or "stored-value" cards are already in 
use for everything from parking meters in 
Hong Kong to road-pricing in Singapore. 
In Hong Kong, Mondex says it has issued 
190,000 cards, and Visa Cash 140,000. 
Mondex claims 8,000 merchants accept its 
cards. That still seems too few, too many of 
whom are selling things like clothes, for 
which standard-issue credit or debit cards 
or even cheque-books are just as good, Gro- 
ceries offer better prospects, but the total 
volume of cashless transactions in Hong 
Kong is still estimated at less than $10m a 
year—just $30 for each user. 

The past month has provided firm evi- 
dence that consumers are not yearning for 
the cashless future. DigiCash, which 
wanted to offer a secure way to make pay- 
ments on the Internet and also designed 
smart cards, filed for bankruptcy in early 































November. A few days earlier, two bigo 
smart-card trials, one in New York and one. : 
in Guelph, in Canada, were called off. First 
Virtual left the electronic cash market ear 
lier this year. Trials in Britain, Canada and. 
New Zealand have all been met with apa- 
thy, as has the commercial launch of smart _ 
cards in Hong Kong. Al McGale, smartcard 
chiefat Royal Bank of Canada, admits there 
is “a tough mountain to climb". 
The mountain is not technological. The 
two main competing systems--Mondex, 
which is affiliated with the bank-owned 
MasterCard consortium, and Visa Cash, 
linked to the similarly bank«owned Visa 
group—have proved reliable and, more sur- ` 
prisingly, compatible: a single machine | 
can read both. Both systems allow users to 
load their cards at banks' teller machines 
and to buy pre-loaded cards at shops. Both 
work with add-ons such as pocket readers, 
telling people how much they have in their 
"purse", and remote rechargers that let - 
them move money from bank account to 
card by telephone or over the Internet. 
Why has all this thrilling technology left 
consumers so unimpressed? The problem 
is not that consumers dislike the idea of 
smart cards. Of the 2,400 North Americans 
surveyed this summer by Smart Card Fo- 
rum, a trade group, more than three-quar 
ters claimed that they would like to have 
one. But those "very" or “extremely” inter- 
ested in smart cards were most eager fora | 
card to carry vital medical and car-related . 
information. Fewer than half wanted. a 
smart card they could use to buy things... 
Electronic money has thus turned out 
to be a solution in search of a problem. It | 
was supposed: to appeal to harried com- 
muters wanting to buya paperandacupof 
coffee without fumbling for coins. But they | 
seem not to mind fishing for change. 


Card tricks 


Electronic money has proved more in de- 
mand from machines than from people. 
Most Belgians carry reloadable Proton chip - 
cards, which share technology with. Visa: 
But the reason is not a Belgian clamour for 
chips: all cash-machine cards issued in Bel- 
gium include a chip that functions as an 
electronic purse. And the cards’ main use is 
not to shop, but to feed parking meters and 
pay-telephones. Much the same is true in 
Finland, where the Avant electronic purse 
is included on all new credit and debit 
cards. On New York's Upper West Side, 
where smart cards have been such a flop, 
they have proved a popular way to pay for 
communal washing machines in apart 
ment blocks. indeed, Chase Manhattan 
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will continue to offer a Mondex card spe- 
cifically to use in laundromats. 

To move electronic money beyond the 
laundromat means finding ways to make 
consumers want it. Continental European 
banks, in some cases with government 
help, have tried to do this by ensuring that 
parking meters, pay-telephones, bus-ticket 
machines and so on operate with—some- 
times only with—a smart card. 

This is much harder in Britain, North 
America, and other places where far more 
banks, local governments and businesses 
are involved in such decisions. While some 
Boston parking meters accept chip cards is- 
sued by Fleet Bank, they are useless in Bos- 
ton telephones, not to mention those in 
New York. 

So marketers have their eyes on versa- 
tile versions of electronic purses. One obvi- 
ous path, already being tried in Europe, is 
to combine smart cards with debit cards. 
Put the card into the merchant's reader one 
way and the money will be debited from 
your bank account; insert it another way 
and, with no verification, the value of your 
purchase will be deducted from the chip. 

The latest chips are désigned to accept 
data from merchants as well as electronic 
money from the banks. This makes it feasi- 
ble to combine smart cards with loyalty 
programmes: your cash card will record the 
fact that you have purchased nine burger 
meals from Big Bite, so when you order the 
tenth you will get it free. Stephen Schapp, 
an executive vice-president with Visa Inter- 
national, sees this as the way of the future. 
Cards could be customised with whatever 
particular uses the card-holder wants. 

Such *multiple application" chips will 
be tested next year in Scarborough, a sub- 
urb of Toronto. But, even if chip-sharing 
works technically, it raises other complica- 
tions. There is, according to Peter Hirsch of 
Retail Banking Research, a London consul- 
tancy, “a fundamental ownership prob- 
lem". The card, and the chip on it, belong to 
the issuing bank, not the card-holder. But 
the chip may now be loaded with informa- 
tion about a user's grocery purchases, driv- 
ing record or medical history. Should the 
bank be able to read and store that data— 
and, say, deny a loan because of the 
cardholders health problems? But if the 
bank does not store the data, who will be 
able to replicate the information on the 
chip if the card is stolen or lost? 

All of this leaves the prospects for elec- 
tronic money a little hazy. Many consum- 
ers will unwittingly acquire cards with 
“smart” chips the next time they replace an 
expiring debit card or credit card. But most 
will not, in the near future, use those chips 
to download value from a bank account 
and buy milk from their corner shop. Nei- 
ther shoppers nor shopkeepers seem ready 
for that sort of change. 


m 
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Brazil 
The real thing 


SAO PAULO 


T? THE superstitious, it may seem omi- 
nous that it was announced on Friday 
the 13th. But the immediate auguries for the 
$41.5 billion rMr-ed rescue for Brazil have 
been modestly positive. Brazil's stockmark- 
et leapt by nearly 15% in four sessions, over- 
night interest rates have dribbled down- 
wards, and the foreign-exchange market 
has been calm. More important, foreign 
bankers have said they will stop cutting 
their credit lines to the country. 

But the mood is still shaky. To create a 
solid basis for recovery, two things need to 
happen. The government must keep its 
promise to slash its budget deficit; and it 
must persuade those bankers that the econ- 
omy can start growing again without a de- 
valuation of the currency, the real. Success 
would also help to prevent a further bout of 
financial fear in Latin America. 

Even so, the rescue package marks an 
important milestone in Brazil's long road 
back to stability from the panic of August 
and September, when it lost $30 billion in 
foreign-exchange reserves defending the 
real. The package is larger than expected, 
and is accompanied by $14.5 billion in fi- 
nancial guarantees from the world's rich 
countries, led by the United States (with $5 
billion). Though tied to a standard three- 
year IMF programme, it is designed to pro- 
vide a swift top-up to Brazil's reserves (now 
at $42 billion). Once formally approved, 
probably early next month, Brazil can draw 
$9 billion from the iMr. In all, it could draw 
$37 billion over the next year, though offi- 
cials hope that the very existence of such 
funds will make their use unnecessary. 

So will it work? The programme as- 
sumes that, after a sharp recession either 
side of Christmas, Brazil’s economy will 
start growing, in a sustainable way, by the 
second half of 1999. Interest rates will fall 
from their current punitive levels, of close 
to 40%, to below 20% by the end of next 
year. That requires a swift cutting of the 
budget deficit, and a revival in exports. 





An awful lot of money 
Brazil's support package, % 


Bilateral 
support 34.9 


Total: $41.5bn 














Malan refuses to float 


The fiscal part may be the easier. Brazil’s 
latest troubles began when investors took 
fright at the public sectors borrowing re- 
quirement—approaching 8% of Gpp—and 
an explosive rise in short-term public debt. 
The government is now committed to post- 
ing a primary fiscal surplus (ie, before inter- 
est payments) of 2.6% of GDP in 1999. That 
would cut its borrowing to under 5% of GDP 
if interest rates fall as planned. 

Many of the spending cuts and tax rises 
needed to achieve this— totalling 28 billion 
reais ($23.5 billion)}—-have been approved 
by Congress this month. But some impor- 
tant votes must wait for the new year. 

Critics object that these fiscal targets 
will not withstand the coming recession. In 
October, federal tax receipts were 4% lower 
than in the same month last year. But Raul 
Velloso, an economic consultant in Brasi- 
lia, argues there is no evidence that tax reve- 
nues in Brazil fall in tandem with eco- 
nomic activity. Much of the extra revenue 
(such as increased pension contributions) 
will be recession-proof. With the fiscal mea- 
sures approved, the government will be 
able to renew its local-currency debt. 

More controversial is the programme’s 
assumption that Brazil’s external accounts 
can improve much without a devaluation. 
This year Brazil will record a current-ac- 
count deficit of more than 4% of GpP, de- 
spite virtually no economic growth; the 
programme calls for the deficit to fall to 
3.5% next year and thereafter, despite fore- 
cast economic growth of 3% in 2000. Since 
many economists reckon the real is over- 
valued by 15-20%, they see such targets as, 
well, unreal. 

But this week Pedro Malan, the finance 
minister, insisted there would be no 
change in Brazil's exchange-rate regime. 
This involves a *a managed crawl", under 
which the real devalues by 7.5% against the 
dollar each year. The government argues 
that, since the crawling peg has also helped 
bring down inflation (it should be 2% or 
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less next year), much of the overvaluation 


-< has been corrected—or soon will be. Proof 
-< of that can come only from the trade fig- 


"ures, and it is true that, this year, exports 
.. have held up despite a fall in commodity 
| prices. 
Some analysts reckon that, once the fis- 
.. cal adjustment is in place early next year, a 
. modest devaluation will follow. They may 
. . be disappointed. The main gamble in the 
_ Brazil package is that gradual exchange-rate 
adjustment can work; and that, on balance, 
crawling is less costly than floating. 
a 





Interest rates 


A cut too far? 


PIS Alan Greenspan knows some- 
thing that the rest ofthe world does not. 
The chairman of the Federal Reserve may 
have good reason to believe that America's 
economy is on the edge of a cliff. He may 
have inside knowledge ofthe risks ofan im- 
minent financial bust. But, apart from a 
cryptic reference to "unusual strains" in 
markets, he is not telling. 

Given the benefit ofthe doubt, the Fed's 
cut in interest rates, of a quarter of a per- 
centage point, on November 17th—the 
third such reduction in seven weeks—may 
be sensible insurance against trouble 
ahead, especially since inflation is low. But 
big doubts remain. America’s economy is 
still growing briskly. Labour markets re- 
main tight Money-supply growth is 
bounding ahead. Moreover, financial wor- 
ries seem to have eased. The near collapse 
of Long-Term Capital Management, a big 
^. hedge fund which failed in September, is so 

- fara one-off. The stockmarket is gleeful. The 

< Dow Jones Industrial Average was this 

-week only 3% below its July peak. And fears 

of a credit crunch are receding, Although 

-the gap remains wider than before Russia's 

. default in August, yields on riskier corpo- 

tate bonds are falling back towards those 

_ on safer ones. Banks are stepping in to lend 

_ to companies that cannot borrow cheaply 
- from the bond market. 

But America's economy looks set to 
slow sharply next year. GDP growth may be 
only 15* in 1999, down from 3.5% this year, 
according to the OECD's latest Economic 
Outlook. Moreover, things could conceiv- 
ably turn out worse. Consumer spending 
could fall if Americans start saving again— 
as they must some day. Companies may cut 
back sharply on investment after their re- 
cent binge. And exports would be hit if the 
international outlook worsens. 

The o&cp highlights several big risks to 
the world economy. Brazil could go belly- 
up. Once-emerging economies in Asia and 
elsewhere could take another turn for the 
worse. And Japan's economy could shrink 
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again next year if it fails to sort out its bank- 
ing mess. Moreover, fragile financial mar- 
kets could fall back. Stockmarkets could 
tumble again. Bond markets could seize up. 
Banks could stop lending. 

Many of these risks are linked. If one 
thing goes wrong, so could many others. If 
they all do, the ogcp thinks America’s 
economy could contract by 0.4% next year 
(see chart). But the OECD admits this is un- 
likely, not least because America and the £u 
would doubtless cut their interest rates if 
things started to go seriously wrong. 

So what is wrong with America's cutting 
rates now just in case? Plenty. Every rate-cut 
pumps up an already inflated stockmarket. 
Investors pile in more money in the convic- 
tion that the Fed will bail them out if prices 
start to fall. Rising share prices, in turn, al- 
low consumers to carry on spending, and 
companies to keep investing. But the more 
share prices become overvalued, the more 
they will eventually have to fall. And the 
more consumers have spent and compa- 
nies have invested on the basis of those 
overvalued prices, the more painful the 
economy’s eventual adjustment will be. 
The Fed failed to prick the bubble before it 
grew too big by raising rates a few years ago. 
It may now regret that; and it may come to 
regret cutting rates now. 

AA 





Russian banking 
Sniffs and snarls 


MOSCOW 


Wu sight could be more appealing 
to a western bank in Moscow than a 


queue of rich local customers outside its 
doors? A queue of rich and respectable lo- 
cal customers, for a start. The collapse of 
Russia's financial system has created a 
golden opportunity for the dozen foreign 
banks licensed to do business in Moscow— 
but not one they are rushing to grasp. 

"We apply a very strict smell test," says 
the head of one big western bank. “If their 


krisha [protection] comes from Moscow 
city council, for example, then they've got a 
chance. If there's the faintest whiff of 
Chechens|[an ethnic group synonymous for 
many Russians with the mafia], we suggest 
they try down the road.” Another big bank 
relies exclusively on introductions from 
western accounting or law firms, and from 
its existing customers. 

The end this week of the government's 
three-month moratorium on foreign com- 
mercial-debt payments was greeted with a 
deafening silence—evidence that most Rus- 
sian banks are in no tearing hurry tore > 
build ties with the international banking _ 
system. That leaves Russians of all kinds 
panting for a proper bank. 

Some need to find a route out of Russia 
for their ill-gotten gains. The previous chan- 
nel—from Russian banks to offshore cen- 
tres such as Cyprus—has closed with a 
crunch. Other, less shady, companies sim- 
ply need the most basic banking services— 
such as payments and safe storage of cash— 
that most of Russia's 1,500-odd banks fail to 
provide reliably. 

The smell test is easy to fail. “Send us a 
detailed fax showing exactly what sort of 
business you are in, and when we have 
time we'll consider it,” snarled Citibank, in 
answer to a query from The Economist, it- 
self in search of a new bank account. 
Respectability is not enough; size counts 
too. Most western banks charge hefty fees— 
sometimes several thousand dollars—to 
open accounts, or demand minimum bal- 
ances (as much as $100,000). Running costs 
are high too: cash withdrawals, for exam- 
ple, can incur a charge of up to 3%. 

Even companies that could pay this are 
not always welcome. At least one big Euro- 
pean bank in Moscow tries hard to send 
multinationals elsewhere. The boss knows 
that local gratitude will soon be followed 
by boardroom gripes about the charges. 

The reason for the banks’ fastidious ap- 
proach to new business is simple: profit- 
ability. Russia has, on paper, one of the 
most onerous banking regulatory regimes 
in the world, and the red tape is spooled 
out with gusto for foreign banks. Deterring | 
thieves is also hugely costly—another rea- 
son for steering clear of big, cash-thirsty cus- 
tomers. Even the price of hardware such as 














FRANKFURT 


| TUST five weeks ahead of the arrival of 
Europe's single currency, the euro, the 
| logic that pointed also towards a single 
| European stockmarket has at last been ac- 
| cepted. London and Frankfurt kicked 
| thingsoffin July when they announced a 
i planned alliance. On November 18th the 
| Madrid exchange said that it wished to 
| join in. Milan and Amsterdam indicated 
| that they would follow. The Paris bourse, 
| which had reacted with outrage to the 
i news of a London/Frankfurt link-up, 
| promptly called a meeting next week. 
| And France's finance minister, Domin- 
| ique Strauss-Kahn, declared that Paris 
| was immediately joining the Anglo-Ger- 
| manallianceto form a joint company for 
| European share-trading. 
| The result of these manoeuvrings 
| should be to create a pan-European mar- 
| ketthat is more efficient and cheaper for 
| both investors and companies. But will it 
| all happen smoothly? Europe is, after all, 
| littered with the carcasses of previous 
| link-ups and alliances among exchanges 
| that went nowhere. Yet this time the mo- 
| mentum genuinely seems unstoppable. 
Werner Seifert, chief executive of the 
| Deutsche Bórse, which owns Frankfurt's 
stock and derivatives exchanges, is confi- 
| dent that the London/Frankfurt alliance 
| will start, as planned, on January 4th 
| 1999. After 2000, he expects trading of Eu- 
| rope's top 300 shares to migrate for good 
| to a common electronic platform. Al- 
ready Mr Seifert, the driving-force behind 
| Frankfurt's link with London, is looking 
i 


| i ; em m : 
| We will always have Paris 


further afield, talking to America's sec- 
ond-biggest stockmarket, Nasdaq, and to 
the Chicago Board of Trade, the world's 
biggest derivatives exchange. 

Yet national pride may still cause 
trouble. Europe's smaller stock exchanges 
will not relish being treated as mere ap- 
pendages to the big two. London and 
Frankfurt had always said they could join 
as junior partners, an invitation extended 
also to London's independent derivatives 
exchange, LIFFE. But most were offended 
because they had not been consulted ear- 
lier. Paris, in particular, was cross because 
it had itself been talking to Frankfurt; its 
derivatives exchange had a link with the 
Germans; and the French had hoped that 
exchanges from Europe's single-currency 
members might club together before ad- 
mitting the interlopers from London, 
who were outside the euro. So the French 
talked long and loud about linking with 

















Madrid, Milan and others, to create some 
competition. 

Yet it was not to be. Rolf Breuer, chief ' 
executive of Deutsche Bank and chair- 
man of the Deutsche Borse’s supervisory 
board, says blandly that it seemed better 
to jump straight to a link-up with Lon- 
don, which is Europe’s biggest exchange. 
He claims to have devoted several 
months to smoothing ruffled feathers 
elsewhere, especially in France. Even so, 
delicate negotiations lie ahead on the | 
ownership of the single trading platform. 
London and Frankfurt had agreed to di- 
vide it 50-50, despite London’s greater 
size. They spoke of offering Paris a 20% 
stake; they are unlikely to want to offer 
other exchanges significantly more than 
their smaller sizes justify. | 

Some German financiers hope that, 
since the alliance was inspired by them, it 
will boost Frankfurts ambition to be- 
come Europe's financial centre. Yet be- 
cause it will be wholly electronic, it is 
more likely to demonstrate that the loca- 
tion of an exchange scarcely matters any 
more. Mr Seifert observes wryly that, de- 
spite its name, his organisation is neither 
German nor a bourse; it is merely an elec- 
tronic trading system, with terminals lo- 
cated all over the world. 

Both he and Mr Breuer note too that 
Europe's national financial regulators 
are--as ever—struggling to cope with the 
changing technology. National regulators 
are only just learning to co-ordinate; they 
are miles away from thinking about set- 
ting up a supranational regulator to 
match a supranational exchange. They 
may have to move a lot faster if they are 
not to be left behind. 





ATM machines is pushed up by well-con- 
nected local cartels. 

Slowly, this may change. The costs of do- 
ing business in Russia are falling sharply, 
especially in Moscow. There is money to be 
made in foreign exchange, deposit-taking, 
and careful corporate lending (to oil ex- 
porters, for example). Commercial bankers, 
once the poor relations in Russia’s bubble 
economy, are now discreetly enjoying the 

-pickle in which their investment banking 
colleagues have landed. 

Central bank officials seem to think 
prospects are so good that foreigners must 
be held back from gobbling up the coun- 
trys entire banking system. In practice, 
however, few have expansion: plans, and 
.certainly none to buy a troubled Russian 
bank. "The bricksand mortar, perhaps, but 
nothing else,” sniffs one banker. 

In theory, the. foreigners reluctance 
should leave the market wide-open for the 
handful of Russian banks that have sur- 
vivedthe crash moreor less intact. Buttheir 
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advertising has been drowned by that of 
others in deep distress, desperate to suck in 
deposits to pay other debts. Even when the 
market calms down, it will take a long time 
for a normal banking system to develop. 
Crucially, until property rights and con- 
tracts are properly enforced, straightfor- 
ward commercial lending will remain all 
but impossible, even to fragrant borrowers. 

— » 





China 


Fed East 


BEUING 


SENIOR executive at one of China's 

big state-owned banks recounts the 
moment he knew that his bank's lack of 
central control over its local operations 
had become critical. In a recent meeting 
with a powerful provincial governor, the 
bank's provincial boss sat on the governor's 


side of the table, not his. 

The central bank, the People's Bank of 
China (PBOC), the fount of most credit dur- 
ing China's 20 years of reform, has this de- 
fect in spades. The central bank has long 
maintained tight credit policies in an at- 
tempt to prevent money going to the unde- 
serving. But these policies have been under- 
mined by fully 2,400 local branches, more 
beholden to local Communist barons with 
pet funding projects than to their putative 
masters in Beijing. For this reason, the cen- 
tral bank's restructuring this week, bearing 
the finger-prints ofthe prime minister, Zhu 
Rongji, represents a big step forward in 
China's reforms, after several months of 
fairly dismal retreat. 

Thecentral bank proposes—indeed, has 
already started—to remove the responsibil- 
ities for oversight from PBoc branches in 
China's 31 provinces and regions. Instead, 
nine central-bank branches representing 
broad economic regions will be set up; cru- 
cially, these branches’ remits cross provin- 
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M.A. in Economics 
and Finance 


The Graduate Faculty, New School for Social Research offers an 
innovative program that equips students with the tools of modern 
finance. Degree candidates gain an understanding of the political 
as well as economic context in which finance operates as they: 


| « Master macroeconomics, monetary theory, and econometrics 
on the graduate level. 


* Study the theory and practice of corporate, domestic, and 
international finance with distinguished and accessible faculty 
members. 


| * Benefit from a progressive approach that includes both 
traditional and alternative analyses of modern economies. 


“Work with an international student body at New School 
University's Greenwich Village campus. 


* Gain the skills needed to join the ranks of professional 
economists and succeed in the competitive world of finance. 


Join us for our 







OPEN House: DECEMBER 8, 1998 6-8 PM 


Call 8 oO a 52 3 x 541 I X67, email gisdmit@newachooledu or | 


visit us on the wel: hitp://www.newschool.edu for more information. 


V New School for Social Research 
Graduate Faculty Office of Admissions 
65 Fifth Avenue New York NY 19003 












Beat the two-bag limit. 


Our Traveler's Litigation 
Bag is made with our 
Flexible Unwreckable™ 
frame to double as your 

laptop bag. Inside the 
19" bag, our Insiders’ 
dividers protect your 
laptop and organize A4 
and letter-size papers 
vertically side by side mak- 

b. e ing space for an extra shirt. Our 22" 

bag (the largest carry-on size) holds your laptop, letter- 
size folders and binders vertically side by side, and two 
shirts, and a suit wrinkle-free (in our Suitfolder). We make 
hard-working travel goods for frequent business travelers 
and sell direct to you. Please call for our free catalog. 


| | Walnutor black leather 19x 13x 8' $795. 22x 14x 8 $1,050. 












"ME 
































GLASER DESIGNS 


TRAvEL Goons MAKERS 

32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 419-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 










Arthur Andersen's 


Global Conference for 
Educators and Business Executives 


LEARNING FOR THE 21st CENTURY 
April 7-9, 1999, St. Charles, Illinois 


Understand the co-evolution of schools, 
higher-education and business training toward 
a self-directed, life-long learning system. 


Interact with thought leaders (all confirmed): 

* Renate and Geoffrey Caine - Authors of Education 
on the Edge of Possibility 

* Peter Drucker ~ Father of Modern Management 

* Morton Egol - Director of Arthur Andersen's School 
of the Future 

* Jane Goodall — Honored Scientist, Environmentalist 
and Learner 

* Dean Kamen ~ Inventor, Entrepreneur and Educator 

* Alan Kay — Creator of the idea of Personal Computing 

* Thomas Kelly — Director of Arthur Andersen's 
Knowledge Enterprises 

* Benjamin Zander — Conductor of Boston 
Philharmonic Orchestra 


Visit the Arthur Andersen Community Learning 
Center via videoconference with facilitators and 
learners. This modern version of the one-room 
schoolhouse for multiage, self-directed learners is- 
evolving towards a learning environment for all. ages. 


Participate in workshops on Global Best 
Practices for learning in schools, higher-education 
and business. 


Phone 630-444-4987 

Fax 630-444-4975 

E-Mail school.of.the.future@arthurandersen.com 
Visit — www.arthurandersen.com/schoolofthefuture 
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- full-time or 2 year part-time MBA - 







nl the international MBA at 
the Ecole Nationale des 


Ponts et Chaussées (founded in 1747) 


The MIB is a 13-15 month fulltime or 2 year part-time 
MBA programme in. English at one of the most 
prestigious Grandes Ecoles in France. The MIB 
culture is international, innovative and entrepreneurial, 
fostering a strong sense of ethics and contribution 
through business. 


Global Vision : paricipants choose European, American or Pacific 
Basin options combining study in París with programmes and 
professional experience abroad, 


International Faculty 1 drawn from a roster of outstanding 
professionals and entrepreneurs from around the world. 


Multicultural Environment : 50 students represent an average 
of 25 nationalities, ENPC is located in the heart of Paris. 


Entrepreneurial Spirit t students build their own curriculum 
based on their professional objectives and the overall framework 


M.LB. Admissions, E.N.P.C. Graduate school of international 
Business, Ecole Nationale des Ponts et Chaussées, 
28, rue des Saints-Péres, 75343 Paris Cedex 07, France 
Tel : (33 1) 44 58 28 52 m Fax: (33 1) 40 15 93 47 
& http://www.enpc.fr/mib/pres.htm 
"À mib.admit@paris.enpc.fr 
ÁN 
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4 UNIVERSITY OF- 
> CAMBRIDGE 

The Judge Institute of 

Management Studies 
“The Cambridge MBA continues to 
respond to the challenge of the 
changing world of international 
management, retaining close links with 
the business community and adopting 
a teaching style that is practical, 


innovative and relevant.” 


June de Moller, Managing Director, 
Carlton Communications P 

























The Cambridge MBA is availa! 
a 1 year full-time or a 2 year sani 
course. We welcome people from 
variety of backgrounds who have 
2 years’ professional experience and 
outstanding academic achievements. 


For full details, contact us quoting ec10/9 
The Graduate Office, i 
The Judge Institute of Management Studi 
The University of Cambridge, 
Trumpington Street, 

Cambridge, CB2 1AG, UK. 

‘Tel: +44 (0) 1223 337051/2/3 

Fax: +44 (0) 1223 339581 

E-mail: jims-mba enquiries@lists.cam.ac.uk 
Internet: http//www.jims.cam,ac.uk/mba 






Pre-announcement of Request for Proposal 


World Intellectual Property Organization 


The World Intellectual Property Organization (WIPO) is one of the Specialized Agencies of the United Nations 
System of Organizations. WIPO is responsible for the promotion of the protection of Intellectual property 


throughout the world. 


WIPO is preparing to issue a Request for Proposal (RFP) to solicit bids for a Global Information Network for 
intellectual property offices (known as WIPOnen), that is, international high speed Internet connectivity for the 
use of more than 300 intellectual property offices worldwide 


More information about this global project is made available on WIPO's Web site 
(http//www.wipo.int/eng/general/scit/wipogin/index.htm). 


'To respond to the forthcoming Request For Proposal and to receive a copy of the RFP Package when it is 
released in December, please complete and return the RFP No. PCS/98/046 Package Request Form (available at 
http//www.wipo.int/eng/general/scit/wipogin/announce/rfp98046/index.htm) to the following address (by mail, 
fax or e-mail) preferably before November 23, 1998, All requests will be treated with strict commercial 


confidentiality. 


Attn.: Mr. William Reymond (william.reymond@wipo.int) 
Head, Procurement and Contracts Services (fax; +4122 338 81 10) 
World Intellectual Property Organization (WIPO) 
34, chemin des Colombettes 
1211 Geneva 20 
Switzerland 













Zhu Rongji has seen the books 


cial borders, cutting the local barons’ influ- 
ence. China, in short, is getting a Federal 
Reserve System. To pursue the parallel: a 
strengthened Shanghai branch is to get for- 
midable powers of oversight, rather like the 
New York Fed. On November 18th the new 
Shanghai chief, Wu Xiaoling, took up her 
post; she had been spearheading the gov- 
ernment's drive to stamp out capital flight 
and illicit dealing in foreign exchange. 

Yet, unlike the Fed, the PBoc lacks the 
levers to conduct a modern monetary pol- 
icy; the new measures scarcely advance the 
cause, for credit is still largely allocated in 
China by discretion rather than market 
principles. But the new moves do mean 
that Beijing will be able to keep a much 
closer eye on poor banking practice and lo- 
cal shenanigans. The failure in October of 
Guangdong International Trust & Invest- 
ment Corporation (GrriC), which has done 
so much to put foreign lenders off China, 
stemmed directly from inadequate over- 
sight. GrriC has some $3 billion in interna- 
tional debts. Perhaps more important are 
the local bad debts of the big four state- 
owned banks—at least three of which are, 
by rights, insolvent several times over. 

As always with China’s reforms, it is 
worth thinking about the law of unin- 
tended consequences. Though the central 
government wants to stop bad lending, it is 
nevertheless committed to pumping up the 
Chinese economy through spending on in- 
frastructure. There is no cast-iron guarantee 
that the centre can direct spending much 
better than the localities do. 

Even if it can, the perception will grow 
that state-owned entities can no longer rely 
upon the state to bail them out. That is as it 
should be. But it will bother the foreign 
bankers who have gaily lent to China. As 
Zhu Rongji pushes harder to remove all lev- 
els of government from business, so those 
businesses lose the assurance, explicit or 
otherwise, that the state guarantees their 
borrowing. It is for this reason that western 
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credit-rating agencies are reviewing their 
attitude towards China. The result will 
probably be a thumbs-down for Chinese 
debt—even, perhaps, for the government's 
sovereign borrowing. 





Malaysia 
Under control? 


KUALA LUMPUR 


De Malaysia panic? On September 1st, 
when its government slapped on for- 
eign-exchange controls, policymakers ev- 
erywhere were loudly insisting that the 
world’s financial turmoil could soon get 
worse. The only recourse, reckoned Malay- 
sia’s leaders, was to bar the doors and hun- 
ker down. They had to take plenty of criti- 
cism for the decision at the time, and it has 
hardly eased since. But they are unrepen- 
tant. They may even get away with it. 

Since early September, currencies 
around the region have risen steadily 
against the dollar, while Malaysia’s ringgit, 
pegged at 3.80 to the dollar when the con- 
trols were imposed, has stayed put. In Indo- 
nesia, South Korea and Thailand, all under 
IMF tutelage, interest rates have been fall- 
ing and currencies rising. To Malaysia’s 
critics, this proves how short-sighted the ex- 
change controls were. Not only might Ma- 
laysia miss out on a regional rebound; it 
has also destroyed its credibility in the eyes 
of foreign investors—which could do much 
longer-lasting damage. 

But those who designed and imple- 
mented the exchange controls insist they 
will be vindicated. They claim the controls 
were aimed at a specific target. Because 
speculators in Singapore were making such 
hefty bets against the ringgit, offshore rates 
for ringgit deposits had risen to above 30%, 
compared with only 10-11% at home. To 
stem the resulting outflow of ringgit, the 
central bank would have had to raise on- 





Counting on a breathing-space 





shore rates to unbearable levels—as its 
neighbours had done at the IMF's urging. In 
Malaysia, however, the central bank had al- 
ready restricted short-term borrowing in 
foreign currencies—one of the main causes 
of trouble elsewhere—long before the crisis 
hit. Interest-rate rises would have been mis- 
guided, because there was already a credit 
crunch. Loans grew by 30% last year. But in 
the first quarter of 1998, while the IrMF was 
urging Malaysia's policymakers to restrict 
credit growth to 15%, the central bank al- 
ready knew it would grow at less than half 
that rate. 

The sensible solution, Malaysia reck- 
oned, was to impose temporary controls on 
foreign exchange—with the sole aim, its of- 
ficials say, of preventing currency traders 
from influencing economic policy by forc- 
ing interest rates too high. Inflows and out- 
flows of capital for trade and investment 
purposes are still permitted. Officials in the 
central bank say that for big overseas in- 
vestments, domestic firms can receive 
same-day approval for foreign-currency 
payments. And the government insists it 
will not extend the one-year prohibition on 
repatriating funds from the stockmarket— 
a ban that followed on the heels of the im- 
position of exchange controls. 

The success or failure of Malaysia's con- 
trols will not be entirely up to its policy- 
makers. Foreign investors will have a say. 
They are thought to have $5 billion-10 bil- 
lion invested in the stockmarket, and many 
will be anxious to take their money out of 
the country—either when the ban expires 
next September, or earlier if a way can be 
found. That helps explain a proposal made 
this week by Blue Circle, a British cement 
company with investments in Malaysia, to 
swap its foreign currency for ringgit held by 
foreign fund-managers. 

Malaysia claims to be different from the 
many countries where exchange controls 
have been tried and failed: its savings rate 
is high, inflation has been under control 
and so forth. But exchange controls often 
fail because politicians use them to protect 
other dubious policies. Indeed, that is now 
the main risk to Malaysia. The government 
has allowed a more lenient definition of 
non-performing loans, and has announced 
a planned budget deficit of 6.1% of GNP. 
Banks are being exhorted to extend credit, 
just as they are also being offered money to 
repair their balance sheets. 

It is conceivable that Malaysia will do 
better than its neighbours—partly because 
its economy was in better shape to start 
with, and partly because the controls might 
even be used to carry out needed reforms. 
But if it abuses the breathing-space offered 
by exchange controls, then what its officials 
insist was merely a narrow technical deci- 
sion will rapidly be exposed as an enor- 
mous economic bungle. 

: SS 
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Untangling the world economy 


In a new collection of essays, Britain's foremost economic journalist, Sir 
Samuel Brittan, ranges widely. His thinking on “globalisation”, especially, 
should be drummed into every politician 


DINBURGH'S David Hume Institute 

has just done students of economics 
(regardless of age or occupation) the con- 
siderable favour of publishing a short col- 
lection of recent, otherwise hard-to-find 
pieces by Sir Samuel Brittan: "Essays, 
Moral, Political and Economic". During 
his years as principal economic commen- 
tator of the Financial Times, Sir Samuel 
has towered over his profession. Unlike 
everyday practitioners of the trade, he 
combines a coherent and deeply consid- 
ered framework of ideas, a keen appetite 
for new facts and new arguments, and 
matchless powers of lucid exposition. 

A first set of essays aims to defend in- 
dividualism against the charge that it is a 
creed of mere selfishness, and to explore 
the political implications. In the course of 
this a good deal of “awful commun- 
itarian rhetoric", much-favoured by third- 
way types on both sides of the Atlantic, is 
cut to ribbons. 

Later the collection ventures in newer 
and more surprising directions. One 
piece, for instance, examines the question 
of economic causation in the spirit of 
Hume's theory of "constant conjunc- 
tion": it sheds light on what kind of ex- 
planations of events one can reasonably 
expect economics to provide. Another es- 
say dips into the recent literature on Dar- 
winian psychology, comparing the new 
ideas about group behaviour which have 
emerged from that source to their coun- 
terparts in neoclassical economics. What 
other journalist (or academic) would even 
dare to attempt such cross-border forays? 

Yet if just one set of arguments could 
be drummed into politicians' heads, the 
set to choose would be what Sir Samuel 
has to say about "globalisation". This is a 
familiar issue, admittedly, where the eco- 
nomics is not very difficult, and where the 
reader unfamiliar with "Treatise of Hu- 
man Nature" or "The Selfish Gene" is at 
no disadvantage. Despite all that, it is a 
subject on which there seems to be com- 





prehensive and unyielding misunder- 
standing—especially concerning the con- 
straints that globalisation does or does 
not place on the power of governments. 
Sir Samuel explains that the "new" 
global economic pressures, which govern- 
ments blame for the need to keep borrow- 
ing under control, are not in the least 
new. These days, politicians explain end- 
lessly, markets forbid governments to run 
big budget deficits. If borrowing ran out 
of control, foreign investors would begin 
to fear a devaluation, or else that the gov- 
ernment would default on its debts; as 
they withdrew their capital, the currency 
would indeed fall, and a financial crisis 
might ensue. Before all this happens, gov- 
ernments are obliged to cut spending or 
raise taxes to get deficits down. 
Itisentirely plausible. It just isn't new. 
To some of us who remember earlier sterling 
crises the process is quite familiar. The old 
sterling area, whose member countries held re- 
serves in London, first masked and then mag- 
nified the effect of domestic overheating. The 
masking came because small increases in the 
Bank Rate attracted enough funds to London 
to cover quite large payments deficits; but 
eventually confidence was lost and there was a 
run out of sterling. 

The conclusion is straightforward. With ac- 
tive international capital markets, a budget 
deficit can be comfortably financed for a sur- 
prising while. But when nemesis arrives it is 
all the more sure. 


Much the same applies to the claim that 
the markets now "demand" low infla- 
tion. The truth is: no morethan they ever 
did. Agreed, a government that chooses to 
run the economy at a higher rate of infla- 
tion than that of other countries will have 
to put up with higher interest rates and a 
depreciating currency, relative to the 
other countries: But this was always so. 


And it is misleading to think of the mar. 


ketas a bully. 


in highly metaphorical terms, the overseas 
holders of funds may be said to be punishing 
governments. In fact, they are merely asking 
for a higher nominal return to cover the risk of 
depreciation. 


Sir Samuel argues that there may be more 
to the argument that globalisation is driv- 
ing down the relative wages of unskilled 
labour. He says that it is a matter of dis- 
pute how far rising income differentials 
are due to trade and how far to techno- 
logical change. This may be a mite too 
even-handed. A recent comprehensive 
study of this question (“Trade and In- 
come Distribution” by William Cline, 
published by the Institute for Interna- 
tional Economics) found that the effect of 
technology in widening differentials was 
more than three times more powerful 
than the effect of increasing trade and in- 
creasing immigration combined. 

Never mind the cause of widening 
differentials, you might say; the question 
is, does globalisation prevent govern- 
ments from mitigating this trend by mak- 
ing transfers from skilled workers to un- 
skilled, or from owners of capital to 
workers in general? As capital becomes 
ever more mobile, transfers from its own- 
ers to workers do become harder to 
achieve. But workers remain for the most 
part immobile, and there is little sign yet 
of this changing. Transfers from rich 
workers to poor workers remain feasi- 
ble—and continue to be conducted on a 
vast scale in all advanced economies. 

What happens ifand when the mobil- 
ity of skilled labour rises too far to make 
these transfers feasible? One answer, to 
take an optimistic view, is that high-in- 
come workers, mobile or not, will prefer 
to live in places where low-income work- 
ers are buoyed up by well-designed anti- 
poverty and/or employment-subsidy 
schemes, and will be willing to pay the 
taxes needed to finance them. Another, 
which Sir Samuel puts his finger on, is 
that efforts should be made to spread the 
ownership of capital. In Britain and 
America, a discussion has begun about 
the need for radical reform of state pen- 
sions (Social Security), and about the role 
that private savings should play. The need 
to extend popular capitalism is the 
proper long-range context in which to 
place that debate. 
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-New-age crystals 


: Controlling the behaviour of individual light waves on a microscopic scale 
. offers a chance to make optical communication as versatile as electronics 


ee IRED" is an odd term to describe 
V. Vthe plugged-in gurus of the infor- 
mation revolution. "Fibred" would be clos- 
. ertothe mark. These days the long-distance 
. transmission of data by electrons travelling 
in copper cables is old hat. Instead, mes- 
_ Sages are sent through glass fibres by light. 
^." But although light is the fastest thing 
around, and it can carry a lot more simulta- 
neous messages than electrons (whose mu- 
tually repulsive charges interfere 
o With their effectiveness as couriers), 
"those messages are awkward to 
“handle when they get to the end of 
- the fibre and have to be sorted out. 
. Compared with the efficient and 
. compact devices of microelectron- 
ics, the components of optical cir- 
cuits.are clunky and clumsy. A de- 
de-old idea that is now bearing 
‘uit may, however, change that. A 
_ new class of crystal, dreamed up in 
_ 1987 by an electrical engineer call- 
_ ed Eli Yablonovitch, who works at J 
_ the. University of California, Los 
- Angeles, could do for “photonics” 
_ what silicon did for electronics— 
allow the production of better, 
smaller optical components. 
















Dr Yablonovitch’s photonic crys- 
als are multi-talented. They will 
: permit the refinement of wavegui- 
- des—the devices which, by carrying 
and directing light, act as the equiv- 
_ alent of the wires in an electronic 
circuit. They should improve the filters 
that, by disentangling the different wave- 
lengths coming out of a waveguide, enable 
lots of messages to be sent simultaneously. 
And they may also allow the development 
_of purely optical switches, which would 
eliminate the need to convert a light signal 
- into an electronic one before such switch- 
ing can be accomplished. At heart, how- 
«ever, they are simple. 
- Like all other crystals, photonic crystals 
are built up from regular, repeating ele- 
; ments. In conventional crystals, such as salt 
and sugar, these elements are atoms or mol- 
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ecules. The elements in photonic crystals 
are significantly bigger than that—they are 
clearly visible under a microscope—but 
their arrangement can still, for many pur- 
poses, be considered crystalline. 

What makes a crystal “photonic” is that 
the size and distribution of its elements are 
tuned to correspond to a particular wave- 
length of light, so that the crystal interacts 
strongly with light of that wavelength. This 


interaction can be used to achieve an un- 
precedented degree of control over such 
light. In particular, by getting the spacing of 
the elements right, so-called “photonic 
band gaps” can be created, prohibiting the 
passage of particular wavelengths. 

In this week’s Science, Jonathan Knight 
and his colleagues at the University of Bath, 
in Britain, report the production of an opti- 
cal fibre that guides light using this phe- 
nomenon. Conventional optical fibres (the 
most common form of waveguide at the 
moment) generally consist of two concen- 
tric layers of glass. The outer layer, or clad- 








ding, is plain silica, while the core is doped. 
with germanium. When light travelling 


through the core deviates from its course. 
and hits the cladding, the boundary be 


tween the two acts as a mirror, and the er- 
rant light is reflected back into the core. 

Dr Knight replaced the cladding with 
glass that has tubes of air running along it. - 
The spacing of these tubes acts as a pho- 
tonic crystal. At the moment, it affects visi 
ble light—but a small amount of tweaking — 
should produce a band gap ata wavelength | 
of 1.5 microns (millionths of a metre). This ; 
is the wavelength of the infra-red light nor- 
mally used in optical communications. 


That would be very useful. Though there. 


is no reason to use Dr Knight's invention to 
replace existing optical fibres, it could, by 
varying the spacing of the air-filled tubes; 
make a handy filter—allowing selected wa- 
velengths (and the messages they carry) to. 
enter or leave the waveguide while 
the others are contained. But fi- - 
bres—even ones as sophisticated as... 
those constructed by Dr Knight 
are still rather bulky things. A filter 
that could be miniaturised would 
be even better. 

Kuo-Yi Lim, of the Massachu- 
setts Institute of Technology (mit), 
is part of a team that hopes to build. 
one. To do so, he has created a 
transparent “wire” only 15 microns 
long that can perform the same fil- 
tering function as a fibre version 
nearly 100 times its length. Under. 
| normal conditions, this Lilliputian 
wire allows 1.5-micron-wavelength 
light to pass through. But, by drill- 
ing a series of evenly spaced holes. 
into the wire, Dr Lim has created a 
periodic structure with a band gap. 
that blocks such light. iu 

The photonic wire truly shines 
when the researchers introduce a. 
"defect" into its structure, by spac- 
ing two of the holes slightly further 
apart than the rest. This defect al- 
lows one otherwise excluded wavelength to 
travel through the wire, permitting. ex- 
tremely precise filtering that could, in prin- ` 
ciple, be used to resolve many hundreds of. » 
individual signals carried along an indi- 
vidual fibre. i 

On top of that, by constructing the wire 
out ofa “non-linear” optical material—one 
whose optical characteristics will actually 
change in response to light of a particular 
wavelength—it could be turned into a form 
of switch. Shining an appropriate light on 
such a wire from the outside would alter its 
refractive index (a measure of how fast light 
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Silent tubular bells 


S ENGINEERS struggle with the grow- 
ing traffic on optical fibres (see pre- 
vious story), an acoustic version of the 
“photonic” crystals they are employing 
may help to minimise the noise from traf- 
fic along more conventional highways. 
Francisco Meseguer, of the Polytechnic 
University of Valencia, wondered if the 
calculations used to put band gaps into 
optical materials could help to design 
acoustic band gaps that would block un- 
wanted noise—including the roar of cars 
and lorries on roads. He presented the re- 
sults of his research to a recent meeting of 
the Acoustical Society of America in Nor- 
folk, Virginia. 

Dr Meseguer was inspired by a sculp- 
ture in the centre of Madrid. He explored 
its acoustic properties and found that it 
damped down some frequencies more 
than others. To find out why it did this, he 
retreated to the calm ofhis laboratory and 
hung a number of metal cylinders from a 
grid on the ceiling. He then placed a loud- 
speaker on one side of the “crystal” thus 
created, and surrounded the whole thing 
with microphones to see which sounds 
were softened most. By fiddling with the 


arrangement of the cylinders, he found 
that he could eliminate certain frequen- 
cies entirely. 

The structure he created, like the scul- 
pture, produces its effect by regulating the 
way that sound waves interact with them- 
selves. Acoustic crystals, like their optical 
counterparts, work by reflecting and re- 





The art of acoustics 


combining waves in ways that cause their 
peaks and troughs to coincide. The result 
is that the peaks fill the troughs, and the 
sound is cancelled out. 

Dr Meseguer hopes, in due course, to 
see his discovery used to make sound- 
proofing materials which could give the 
sides of Spain's roads an interesting 
avant garde look. Whether they will be 
enough to silence the neighbours is a dif- 
ferent question. 








travelling inside the wire can move). That 
would have the same effect as moving the 
next hole slightly, breaking up the periodic 
structure that otherwise blocks the signal 
and thus letting that signal through. The 
wire could therefore be switched on and off 
by the external light source. 

Other researchers in the Mit group have 
been thinking in different directions. They 
have designed structures with band gaps 
that will allow them to control light in 
more than one dimension. Last month, in 
conjunction with Shawn-Yu Lin of the San- 
dia National Laboratories in New Mexico, 
the group showed that photonic crystals 
can guide light on a far smaller scale than 
was previously possible. They created a ma- 
terial that excluded light with a wavelength 
of one millimetre (the long end of the infra- 
red spectrum), using an array of alumi- 
nium-oxide posts that were spaced evenly 
across a grid. They then removed some of 
the posts, creating a twisting path for the 
light to travel. 

The advantage of such a novel wave- 
guide over more conventional ones is that 
itcan bend light around sharp corners. The 
radius of the turn is the same as the wave- 

APOLOGIES to anyone in Asia who took our advice 
last week and looked for the Leonid meteors on No- | 
vember 17th. In that part of the world, they were actu- 
ally predicted to arrive in the early hours of the 18th. 


In fact, they were 16 hours early, and the best show 
| was seen over the Atlantic ocean. 





length of the light used—a tenth of what 
would be possible using fibre optics. That 
opens the way for true integrated optical 
circuits, which would be hundreds of times 
smaller than anything currently available. 
Dr Lin is already testing a waveguide de- 
signed to steer light with a wavelength of 1.5 
microns, and he is also working on three- 
dimensional waveguides made of silicon, 
which will provide almost total control 
over the path the light takes, and make 
really complex optical circuits possible. 


Fiat radio, too 

That is impressive. But it is also some way 
off. However, Dr Yablonovitch—who has 
not abandoned the field he created—thinks 
there is a more immediate application for 
photonic crystals: in the aerials of mobile 
telephones. 

There, they could be used to manipu- 
late light’s longer-wavelength cousins, ra- 
dio waves and microwaves. In principle, 
that is easy. In practice, it was thought until 
recently that a crystal designed to control a 
particular wavelength required periodic 
features the size of that wavelength. That 
would mean that a photonic crystal de- 
signed to manipulate radio waves might 
need to be as large as a house. But Dr Yab- 
lonovitch has found that, if he makes the 
elements in his crystals out of metal, they 
create “tuned circuits” in which small 
structures can have band gaps for relatively 


long wavelengths. 

In existing mobile telephones, half the 
radio signal passes through the speaker's 
head, where some of it is absorbed. Besides 
being wasteful, there are persistent sugges- 
tions that this could be bad for the user's 
health. Dr Yablonovitch’s new devices will 
redirect the signal—reducing the power 
needed to operate a telephone and thus in- 
creasing the time between recharges, while 
comforting those afraid that their tele- 
phones are frying their brains. If all goes 
well, he believes that telephones with pho- 
tonic-crystal aerials could be in the shops 
before the millennium—which is good 
news for new-agers everywhere. 





Supercomputers 


Plug and play 


qua supercomputers work on the 
principle that many hands make light 
work. Their vast number-crunching power 
comes not from a single, fast, central pro- 
cessing unit, but from the combined abili- 
ties of hundreds or even thousands of mic- 
roprocessors working together. 

The most powerful of them, Asci Red, 
was built by Sandia National Laboratories 
in New Mexico. It is based on 9,152 Pent- 
ium Pro chips of the sort found in personal 
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“computers around the world. But it cost 
-$55m to create, which works out at around 
::$6,000 per processor. That is far more than 
the price of a single Pc. So why not build a 
- supercomputer by combining several ordi- 
« nary Pcs? Proponents of an emerging mov- 
ement of do-ityourself supercomputing 
_ are doing just that. 
1 As well as being cheaper than a conven- 
‘tional supercomputer, one that is built by 
_ stringing together dozens of pcs is more 
- flexible. To make it go faster, you simply 
buya few more pcs and plug them in. If one 
_ of the PCs goes wrong, you can unplug it, 
and the supercomputer will still work. And 
the use of standard machines and software 
provides an unprecedented element of fu- 
ture-proofing: conventional supercomput- 
er makers are always going bust, and soft- 
„ware written for one kind of machine hard- 
‘ly ever works on another. 

The latest example of the power of this 
approach, a PC-based supercomputer cal- 
led Kudzu, was announced this month. 
This machine, a joint venture between San- 
dia and Compaq, an American computer 
maker, is named after a Japanese vine that 
is capable of growing a foot a day. It con- 
sists of 72 “high-end” rcs running standard 

Microsoft Windows NT software and link- 
ed together with ServerNet-1 networking 
cards made by Tandem, a computer manu- 
facturer that Compaq took over in 1997. In 
other words, all of its components, both 
hardware and software, are readily com- 
mercially available. 

To put it through its paces, it was given 

‘the task of sorting the items in a database— 

_@routine computing operation, except that 
the database in question contained a tera- 
byte (a million megabytes) of data. That is 
equivalent to the contents of 1,000 multi- 
volumed encyclopedias. 

5c; Kudzu sorted this morass of data in 47 

_minutes—not only a record, but more than 

_ three times as fast as the previous record of 

152 minutes set by a conventional super- 

computer, a 32-processor machine made 

- by Silicon Graphics. And Kudzu, according 

“to. Compaq, costs a third less than its Sili- 

: con Graphics rival. 

«| Another unusual aspect of Kudzu is its 

‘backing from a large PC manufacturer. Up 
until now, most PC-based supercomputers 
have been thrown together not by com- 
puter manufacturers, but by scientists exas- 
perated by the astronomical cost of conven- 
tional supercomputers. 

One such researcher is Mike Warren, an 

“astrophysicist at Los Alamos National Lab- 
oratory, also in New Mexico. Rather than 
pay $3m for a conventional supercomput- 
er, Dr Warren and his team built their own, 
which they called Avalon. This machine 
consists of 140 high-end PCs connected to- 
gether with standard network hardware 
and running *Beowulf", a computer op- 
erating system available free on the Inter- 
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net. As a result, Avalon provides super- 
computer performance at a tenth of the 
price of a conventional supercomputer of 
equivalent power (it cost Dr Warren a mere 
$313,000 to put together). 

Beowulf has proved popular with oth- 
ers who wish to build a home-brewed su- 
percomputer. Systems based on it are now 
in use at dozens of universities and re- 
search departments around the world, and 
there is even a Beowulf machine called the 
Stone SouperComputer, which was built 
from 126 obsolete pcs that would otherwise 
have been thrown away. So does all this ac- 
tivity spell the end for conventional super- 
computers? Not yet, but possibly soon. 

The conventional machines have sur- 
vived because their processors all tap into a 
single, shared memory. That means they 
can work on problems (including most bu- 
siness applications) that are not easily bro- 
ken into independent chunks. By contrast, 
PC-based machines, with one memory per 
processor, cannot see the whole picture so 
easily, and are thus restricted to scientific 
applications such as modelling the climate, 
which lend themselves to chunking. 

Kudzu, however, is a step towards a 
business-friendly pc-based machine which 
would allow the sale of extremely powerful 
systems, a piece at a time, to companies that 
would never dream of buying a conven- 
tional supercomputer. From their experi- 
mental beginnings, pc-based supercompu- 
ters could then start spreading like kudzu. 





Paleoforensic science 
The asteroid did it 


THE site of the wound is clear: a gaping, 
180 kilometre-wide hole in the rocks of 
southern Mexico. But the murder weapon 
is missing. Though geologists are sure that 
something big hit the earth 65m years ago, 
and most are convinced that this some- 
thing led to the extinction of the dinosaurs, 
the ichthyosaurs, the ammonites and the 
many other weird and wonderful creatures 
which disappeared suddenly back then, 
they have been unable to work out whether 
the something was a comet (and therefore a 
lonely drifter from the outer reaches of the 
solar system) or an asteroid (and therefore 
one of the earth’s near neighbours). 

One geological detective, however, now 
thinks he has the answer. Frank Kyte, of the 
University of California, Los Angeles, has 
been searching that favourite resting place 
for discarded murder weapons-the bot- 
tom of the sea. Over the years, he has exam- 
ined several hundred samples of solidified 
ooze dating back to the end of the Creta- 
ceous period, when the mass extinction oc- 
curred. And in this week's Naturehe reveals 
that one of them, collected from the seabed 





west of Hawaii, has yielded up a pebble a. 
mere 2.5mm across that seems to be made... 
of carbonaceous chondrite. 

This substance is a rarish type of space ~ 
rock that comes originally from the aster- 
oid belt between Mars and Jupiter. So, if Dr 
Kyte's fragment did travel all the way from ` 
Mexico (the impact site would have been 
9,000km, or 5,500 miles, away at the time 
of the collision), that would mean that the 
dinosaur killer was an asteroid. The ques- 
tion is, how likely is that to have happened? 

Froma single sample, itis impossible to. 
be certain. The grain could be the result ofa 
smaller, closer impact—or even a piece of 
space dust that has drifted down to earth 
intact. But only a tiny fraction of the mete- 
orites which fall to earth today are carbona- 
ceous chondrites. Assuming that the figure 
was similar during the Cretaceous, it would 
bea long shot that the first fossil meteorite 
to turn up from 65m years ago was made of 
such a rock unless a huge extra supply of ` 
carbonaceous chondrite had suddenly ar- 
rived on the planet. 

Which is exactly what Dr Kyte thinks 
happened. The size of the Mexican crater 
suggests that whatever formed it was about 
10km across (and also that the blast would 
easily have been powerful enough toscatter 
debris all over the world) If the arrival was 
made of carbonaceous chondrite, it would 
have weighed 25 times as much as all the 
other carbonaceous chondrite material 
that had fallen over the previous half mil- 
lion years. 

To be certain, of course, more cores will 
have to be examined. But Dr Kyte is proba- 
bly the man to do that. He has already 
helped to track down a more recent, small- 
er impact (a mere 2.15m years ago, and in- 
volving an object somewhere between one 
and four kilometres across) to another part 
ofthe Pacific ocean, south-west of Chile. He 
showed that this object, too, was a meteor- 
ite—in this case of the so-called stony-iron 
variety. So, if the next meteorite fragments 
to turn up in rocks from the end of the Cre- 
taceous are also carbonaceous chondrites, 
the Case of the Dinosaur Killer can proba- 
bly be closed. 
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eR TATEENV EXEC EM ES g 


The case against impeachment 


A Washington lawyer who has watched eight administrations at close hand 
reviews two books about the purpose and politics of impeachment 


DE the 1974 impeachment pro- 
ceedings, which were cut short by 
President Nixon’s resignation, Charles 
Black, an eminent Yale law professor, wrote 
a short, lucid and dispassionate handbook 
on presidential impeachment for general 
readers. Justly regarded as a classic, it 
has now been republished with an 
eye to current business in the House 
Judiciary Committee. 

Mr Black emphasises the neces- 
sity for congressmen to act with im- 
partiality at least resembling that of 
a faithful grand juror, juror or judge. 
Congress's responsibility is greater, 
because its decision is final. So much 
for the idea brutally expressed by 
Richard Kleindienst, Richard Nix- 
on’s attorney-general: “You don't 
need evidence to impeach a presi- 
dent, only votes.” 

After considering language, his- 
tory, precedent and common sense, 
Mr Black finds it absurd to regard all 
criminal offences as impeachable. 
He imagines a president commit- 
ting the felony of transporting “a 
woman across a state line or even (so 
the Mann act reads) from one point 
to another within the District of Co- 
lumbia, for what is quaintly called 
an ‘immoral purpose’,” and finds it 
“preposterous” to think this kind of 
wrongdoing is what the framers of 
the constitution meant by “treason, brib- 
ery, or other high crimes and misde- 
meanors”. As a good first approximation, 
the professor suggests that impeachable of- 
fences must “so seriously threaten the or- 
der of political society as to make pestilent 
and dangerous the continuation in power 
of their perpetrator.” 

Henry Hyde, the chairman of the House 





IMPEACHMENT: A HANDBOOK. By Charles 
Black. Yale; 80 pages; $6.95. | 
SEXUAL MCCARTHYISM, CLINTON, STARR, 

| AND THE EMERGING CONSTITUTIONAL 

|. Crusis. By Alan Dershowitz. Basic Books; 
275 pages; $23 
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Judiciary Committee, has suggested that 
not impeaching a president who has com- 
mitted perjury would amount to condon- 
ing that offence in a place where it should 
least occur. Mr Black’s anticipatory rebuttal 
is that the president can be subjected to the 





Hyde’s conundrum 


ordinary criminal process after his term 
has expired. That solution, if required, 
looks apt now, particularly given the diffi- 
culty of securing conviction in federal 
court for apparent lies about sexual con- 
duct arising in a civil case. 

When “Impeachment” was written, the 
only precedent for presidential impeach- 
ment was Andrew Johnson's in 1868, which 
fell one vote short of the required two- 
thirds of the Senate. Now available as a 
more recent and more pertinent reference 
point is the illuminating collection of re- 
ports of the House Judiciary Committee 
which considered various articles of im- 
peachment against Nixon, together with 
the comments of its members. 


In addition, Alan Dershowitz, a profes- 
sor at the Harvard Law School, has pro- 
duced a book on the emerging constitu- 
tional conflict, which consists of a new 36- 
page introduction and several republished 
newspaper pieces. The book is marred by 
his need to show at every turn that he is the 
smartest kid in the sandbox, and by an ap- 
parent lack of research. Yet, though noted 
for self-advertisement, Mr Dershowitz is 
fortunate in being almost as bright as he 
thinks he is. Many of his contentions are 
convincing and, indeed, fascinating. 

He does not always display consistency. 
In an August 1998 article he claimed that 
presidential obstruction of justice and sub- 
ornation of perjury “would be impeach- 
able, but are not provable.” In Sep- 
tember, after the release of the Starr 
Report suggested that these offences 
might indeed be provable, his posi- 
tion reversed: "even if every word of 
the Starr Report ... were true, Starr's 
accusations would not rise to the 
level of an impeachable offence." 

On some key points, however, 
Mr Dershowitz usefully updates Mr 
Black. The earlier book concluded 
that serious income-tax fraud by a 
president who might expect virtual 
immunity because of his office 
would seem impeachable as an of- 
fence akin to bribery in using office 
for corrupt gain. Based on persuasive 
evidence, the House Judiciary Com- 
mittee considered charging Nixon 
with backdating documents in order 
to claim a large tax deduction. Mr 
Dershowitz notes that knowingly fil- 
ing a false tax return is analogous to 
perjury since it is not only criminal 
in itself but requires filing a false 
statement under oath. 

Yet the majority of the committee 
rejected the fraud count as involving 
personal misconduct. The considered posi- 
tion of a number of committee Republi- 
cans, including Trent Lott, now the Senate 
majority leader, echoed Mr Black’s conclu- 
sion: “It is our judgment that the framers of 
the constitution intended the president to 
be removable ‘only for serious misconduct 
dangerous to the system of government es- 
tablished by the constitution" They be- 
lieved that, without an element of danger 
to the state, the president should complete 
his term. Senator Lott, at least, has changed 
his mind. Now he believes that "bad con- 
duct is enough, frankly, for impeachment" 
if it “brought disrepute on the office". 

The efforts of powerful voices in the Re- 
publican Party to impeach the president 
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for conduct arising from behaviour that 
is—or was—the stuff of the divorce courts 
appears to be likely to fail because of oppo- 
sition or indifference from a majority of the 
citizenry. It is striking that, while the fram- 
ers intended Congress and particularly the 
Senate to check the inflamed passions of 
the populace, in the present case a calm 
American public seems to be correcting the 
visceral inclination of their legislators. 

In a fascinating “what-if”, Mr Dersho- 
witz argues that, had the president received 
competent legal advice, he could have 
avoided the entire problem. His lawyer, 
Robert Bennett, was on notice that his cli- 
ent was to be questioned about Monica 
Lewinsky during his deposition in the 
Paula Jones civil case. The president had 
three options but was made aware of only 
two. He knew that he could litigate with a 


Autumn flops 
Beloved it’s not 


NEW YORK 


T HAD the studio, the director and the 
star, It had a long-awaited story and the 
best possible advance word-of-mouth. “Be- 
loved”, based on Toni Morrison’s Pulitzer- 
winning novel, was meant to be the 
“Schindler's List" of slavery and its after- 
math, the first serious black film to cross ra- 
cial lines at the box office in America this 
decade. Released on October 16th, when 
America's audiences turn to Oscar-worthy 
films, *Beloved" seemed destined for suc- 
cess. Yet now that the film has flopped, ev- 
eryone seems to know why it was doomed 
to fail all along. 
The film's opening followed an all-out 
media blitz from Disney. Commercials 
blanketed screens across the country. Jona- 
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view to winning ortry to settle. But MrClin- 
ton was, it seems, never properly told that 
he might also default. He could have as- 
serted his absolute innocence and ex- 
plained that he was choosing to default 
since litigation would impinge upon the 
valuable time needed to perform presiden- 
tial duties. Mr Dershowitz estimates that 
the damages upon default would probably 
not have exceeded $50,000, far less than the 
$850,000 the president will pay now. 

As Mr Dershowitz summarises, “it was 
an entirely avoidable decision to have him 
testify under oath—not once, but twice— 
that turned a sex rumour into a possibly 
impeachable offence.” Mr Dershowitz is 
not displaying after-the-fact wisdom. Six 
months before President Clinton fatefully 
testified, the professor conveyed the same 
advice on television. 





than Demme, a stylish cult film maker of 
the 1970s turned Oscar-winning director of 
“Silence of the Lambs” and “Philadelphia”, 
worked the interview circuit. 

Most promisingly of all, the film had in- 
tense hype from its producer and star, 
Oprah Winfrey, America’s top Tv talk-show 
host, who had spent ten years trying to 
bring “Beloved” to the big screen. She has 
proved near-infallible with crossovers into 
other fields, providing the biggest boon to 
America’s flagging publishers with her on- 
air book club and selling millions of cook- 
books and fitness guides associated with 
her name. For this occasion, Disney’s book 
division published a coffee-table hard- 
cover by Ms Winfrey, “Journey to Beloved”. 


MOREOVER 


She herself lost 20Ib and graced the covers 
of American Vogue. 

Despite an intense campaign, “Be- 
loved” landed at number five on its open- 
ing weekend, bringing in only $8m and 
trailing the universally panned “Bride of 
Chucky” and “Practical Magic”. Reviews 
were positive but not overwhelming. The 
film tells the story of Sethe, a former slave 
who in the aftermath of America’s civil war 
is visited by the ghost of her daughter, 
whom she had murdered in infancy to save 
her from slavery. Ms Winfrey's perfor- 
mance as Sethe garnered tepid praise, but 
Thandie Newton from Britain, playing the 
title character, received widely differing re- 
actions including unflattering compari- 
sons with Linda Blair in “The Exorcist”. The 
film was given credit for its ravishing 
camerawork, lush score and for several 
powerful scenes, but not one critic gave it 
the crucial “must-see” that films of its ilk 
need. Many deemed it a noble effort, but 
weighty and ponderous nonetheless. 

The news got worse. In its second week 
“Beloved” had a 50% decline in ticket sales. 
Fourth-quarter net income at Disney fell, 
pushed down by a write-off for the roughly 
$80m “Beloved” and another failed black- 
star vehicle, “Holy Man” with Eddie Mur- 
phy. Not only were whites not seeing the 
film, black audiences were largely re- 
stricted to women over 35. In its second 
week, black attendance levels dropped 
even lower, and the film failed to draw 
crowds in the critical suburban malls. 
Worse yet, long-term revenue for the film is 
mostly limited to domestic potential as 
films with African-American themes gener- 
ally fall flat in crucial overseas markets. 

The main problem is the film itself: 
most audiences are not eager to endure 
nearly three hours ofa cerebral film with an 
original storyline featuring supernatural 
themes, murder, rape and slavery. Yet quite 
apart from popular drawbacks of it own, 
the failure of “Beloved” is taken as a bad 
sign by those hoping to create serious popu- 
lar films about the black experience. At the 
second annual meeting of the Black Film- 
makers Foundation last month the mood 
was glum. Black film makers feared that 
studios would stop paying for their films. 
Black comedies seem to succeed. But recent 
serious films with a black theme such as 
Spike Lee's “Clockers” and even Steven 
Spielberg’s “Amistad” have not succeeded 
at the box office. 

Disney, the director and the producer 
are all still hoping that “Beloved” will at- 
tract more viewers as critics’ awards roll in 
and a revamped advertising campaign is 
launched in December. But the Oscars are 
still months away. And with the holiday 
film season on the horizon promising 
many dozens of new releases, the chances 
for eventual success seem slim. 

— —À 





103 


2 Lame hs 


= 


NT W YF 


zy wa ae Jd per peT i 


MOREOVER 
Odd couples 


Meet bookish Mel 


LOS ANGELES 


T IS hard to think ofa subject that is less 
likely to excite Hollywood than the mak- 
ing of a 19th-century English dictionary. 
And it is hard to think of an actor who is 
less likely to want to play the role of a 
bearded lexicographer than Mel Gibson, an 
Australian hunk who made his name ap- 
pearing in such pre-literate blockbusters as 
“Mad Max” and “Lethal Weapon”. Yet a 
book about the compilation of the first Ox- 
ford English Dictionary has recently been 
“optioned” in Hollywood for a film that 
Mr Gibson will co-produce. 
The deal is yet another surprising chap- 
ter in the history of Simon Winchester' re- 


cent book “The Professor and the Mad- 
man” (HarperCollins; $22), published in 
Britain as “The Surgeon of Crowthorne” 
(Viking; £10). Mr Winchester is a globe-trot- 
ting journalist who has had somewhat 
mixed success with previous books. (One 
sold only 11 copies.) But with “The Professor 
and the Madman” he has hit paydirt. A 
bestseller on both sides of the Atlantic, the 
book is also the talk of Hollywood. 

A pre-publication bidding war for the 
film rights was won by Seaside, a produc- 
tion company co-owned by Luc Besson, a 
leading French film maker. But since then 
interest in the project has grown. Mel Gib- 
son is more bookish than the “Mad Max” 
films suggest and has a particular passion 
for dictionaries and history. So keen is he to 
play James Murray, the OED's editor, that 
his production company, Icon, is entering 
a co-production deal with Mr Besson. And 


Robin Williams, a comedian most fondly 
remembered as Mrs Doubtfire, has decided 
that he must play William Minor, one of 
Murray's most prolific contributors. 

All this excitement has less to do with 
an outbreak of lexicographical mania in 
Tinseltown than with the fact that Mr Win- 
chester's book has all the ingredients of a 
blockbuster. Minor was a madman and a 
murderer who sent submissions to Murray 
in Oxford from a mental asylum, which the 
other-worldly compiler mistook for a coun- 
try house named “Broadmoor”. Minor 
formed a close friendship with the wife of 
the man he murdered and may have gone 
mad because he was forced to brand the 
faces of Irish deserters during the American 
civil war. Towards the end of his life he de- 
cided to cure himself of his addiction to 
masturbation by cutting off his own penis. 








F A nation fusses too much about its 
great men, it isa sure sign that its soul is 
disturbed and needs soothing. During the 
| harsh and humiliating decades under 
Moscow's thumb after 1945, the Poles 
clung to the memory of Marshal Jozef Pil- 
sudski (1867-1935) who had in 1918 rebuilt 
independent Poland out of the Polish 
fragments ofthe collapsing Austrian, Ger- 
man and Russian empires. As a young 
man, Pilsudski had been imprisoned in 
| Siberia as a member of a socialist under- 
| ground organisation, Narodnaya Volya 
(People’s Will), for his part in a plot to as- 
sassinate Tsar Alexander III. Later, as he 
himself put it, he got off the red tram at a 
stop called “Independence”. In commu- 
nist eyes, his mortal sin was that, at the 
| gates of Warsaw in 1920, Polish forces un- 
der his command beat back Bolshevik ar- 
mies carrying the revolution to Germany 
| and the rest of Western Europe. 
| Communist attempts to obliterate Pil- 
sudski’s memory failed. An underground 
cult grew around him. So much so that in 
the porches of Catholic churches in Po- 
land you could buy Pilsudski’s pictures, 
even though he had not been a friend of 
the church and had been divorced to 
| boot. Since 1989, unsurprisingly, official 
Poland has been catching up on honour- 
ing Pilsudski. Even former communists 
have shown keenness to take part. 

On Sunday, November 8th, three days 
before the 8oth anniversary of Poland’s 
independence, President Kwasniewski, 
an ex-communist, accompanied by Pil- 
sudski’s daughter and Warsaw’s mayor, 
laid a wreath under a huge new bronze 











Poland’s disputed past 


The nation’s hero was no democrat, a Warsaw visitor reports 


statue of Pilsudski outside 
the Belvedere Palace where 
he used to live. 

This is Warsaw's sec- 
ond monument to him. Yet 
the crowd that had turned 
out to watch the 40-minute 
ceremony numbered only 
400, a thin turnout reflect- 
ed in the newspaper cover- 
age ofthe ceremony. A crop 
of press articles about Pil- 
sudski struck a sober, even 
critical note. A common observation was 
that, on the whole, the Polish people, feel- 
ing secure at last in their borders and 
comfortable with a new democratic or- 
der, no longer needed to cling to the 
memory of “the Marszalek". 

Nobody is disputing Pilsudski's place 
in Polish history as the man of the mo- 
ment in 1918. Just as some Poles had 
fought in the 1914-18 war on the Russian 
side in the hope of thus securing indepen- 
dence, Pilsudski with his volunteer le- 
gions had fought on the Austrian and Ger- 
man side. But in 1917 he courageously 
refused to take the oath of loyalty to the 
German emperor, was imprisoned in 
Magdeburg and in November 1918, as the 
defeated Germans began to pull back to 
Germany, was able to return to Warsaw as 
a martyr for Poland's freedom to pick up, 
in Lenin's phrase "the power that was fly- 
ing in the streets". 

But his attempt to forge a federation 
with Lithuania, Belarus and Ukraine in 
order to enhance Poland's security caused 
a backlash and opened the way for the 





Bolsheviks’ Drang nach 
dem Westen, very nearly 
costing Poland its newly- 
won independence. Even 
today, Pilsudski’s is still not 
a name to drop lightly in 
Lithuania, whose capital 
city, Vilnius (Wilno in Pol- 
ish), Pilsudski’s legionaries 
captured in 1920—a spe- 
cial gift for their beloved 
leader who was born and 
went to school there. 

What jars most in to- 
day’s democratic Poland is 
Pilsudski's profound and 
lasting lack of interest in 
democracy, which he 
sneeringly referred to as “sejmocracy”, af- 
ter the Polish word, Sejm, for parliament. 
Even if you accept the contentious argu- 
ment that the Poles were not *ready" for 
democracy (or independence) back in 
1918, it surely did not speed their political 
education that an immensely charis- | 
matic and popular leader showed virtu- 
ally no feel for negotiation or compro- 
mise. Democracy and its institutions 
bored this morose man to distraction. In 
1926 he tried to solve Poland's mounting 
problems by staging a military coup and 
establishing a system of "guided democ- 
racy" which, after his death in 1935, paved 
the way for the notorious and incompe- 
tent "regime of the colonels". 

Even in a more critical generation, no- 
body with an ear for the Polish language 
can wholly resist the questionable magic 
of Pilsudski's oratory, shown to its full se- 
ductive power in, for example, a famous 
1928 speech to his legionaries in Vilnius. 
Perhaps the brooding figure commemo- 
rated in bronze outside the Belvedere Pal- 
ace should really have been a writer. 
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Australian wines 
A corking success 


MELBOURNE 


Australia’s phenomenally successful wine growers are trying to lose their repu- 
tation for making “lumberjack” or “Dolly Parton” wines 


N THE early 1960s a former airline em- 

ployee decided to namea new wine after 
what was then a new and exciting aircraft. 
Today the Boeing 707 is part of history, but 
Penfold's Bin 707 remains probably the best 
Australian wine made from the Cabernet 
Sauvignon grape. This lack of respect for 
tradition has helped Australia propel itself 
ina few short years into being a major wine 
exporter and a feared force in the world 
wine industry. In the words of Ray King of 
Mildara Blass, one of the four companies 
that dominate the wine industry in Austra- 
lia, “We have created our own myth and 
magic about Australian wine and wine 
makers." In the past 30 years, according to 
Brian Croser, a leading wine maker, “the 
Australian wine industry has virtually rein- 
vented itself.” And, not coincidentally, has 
proved “a great ambassador for Australia”. 

For the base of the success is very Austra- 
lian, a combination of enthusiasm, a will- 
ingness to try anything, a desire to produce 
their own style of wines and a total icono- 
clasm. This is best exemplified by the way 
that thousands of tons of grapes destined 
even for the best wines are routinely 
shipped thousands of miles in refrigerated 
trucks, a practice unheard of in Europe. To- 
day you can find surprisingly good exam- 
ples of almost every grape variety and type 
of wine, from port to sparkling wines, pro- 
duced somewhere on the continent, as well 
as a profusion of new wine regions. Some 
of these were virgin territory 30 years ago 
but are now major producers of fine wines; 
other regions are just emerging. 

The mythical status is totally new. Three 
grape varieties, the white Chardonnay, and 
two reds, the Cabernet Sauvignon used in 
claret, and Shiraz (better known under its 
French name of Syrah), now dominate Aus- 
tralian wine production. Yet at the end of 
the 1960s there were only a few hundred 
acres of Cabernet Sauvignon, virtually no 
Chardonnay and, as late as the early 1980s, 
the federal government was paying grow- 
ers to uproot precious old Shiraz vines. 

The revolution began at home. In 1966 
nearly four in every five bottles sold in Aus- 
tralia was of fortified wines. Today the pro- 
portion is down to a fifth and declining, 
and at the recent Wine Australia show in 
Melbourne thousands of ordinary Austra- 
lians displayed a more sober and more gen- 
uine interest in the wines than often shown 
in similar shows in Britain or France. 

But what has worried many wine mak- 
ers in Europe has been the fact that exports 
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of Australian wine have increased 100 
times in 20 years, reaching over A$850m 
($540m) this year. This is well on target for 
the 2000 figure of A$1 billion envisaged in 
a discussion document called “Strategy 
2025” that shocked the wine world two 
years ago. Since then the ex- 
port pace has not slowed. 

To Australian eyes, the 
wine business in the Old 
World was ripe for the tak- 
ing. David Combe, an ex- 
diplomat and now export 
director of Southcorp, 
which sells a third of Aus- 
tralia’s wine, says that the 
industries in France, Italy 
and Spain were “heavily 
subsidised, lacked econo- 
mies of scale, developed 
few real brands and were 
shackled by rigid tradi- 
tions (not always ob- 
served). Even today, while 
many great wines come from these coun- 
tries, most are very ordinary, poorly made 
andaimed at the low-price end of domestic 
and export markets" By contrast even 
cheap Australian wines tend to be user- 
friendly: fruity, drinkable and reliable. 

It has also helped that the industry is 
dominated by four big groups, Southcorp, 
Orlando-Wyndham, BRi-Hardy and Mil- 
dara Blass, none run by wine makers. They 
have all developed big international 
brands (the Jacob's Creek range from Or- 






Wines built like Dolly . . . 


MOREOVER 


lando-Wyndham is probably the biggest 
and most international brand of wine in 
the world) Moreover, they have been sensi- 
ble enough to take under their wing many 
smaller "boutique" wineries, thus ensuring 
that their customers can move up the lad- 
der from basic bestsellers like Jacob's Creek 
and Lindeman's Bin 65 Chardonnay. For 
although the success has been helped by the 
steady decline of the Australian dollar the 
companies are steadily pushing their prod- 
ucts up-market. 

Unfortunately wine drinkers are a rest- 
less lot and could grow tired of the “block- 
buster” style of many Australian wines, 
some of which rely too 
much on the taste of oak 
from the casks in which 
they are put to mature 
(“lumberjack wines” in the 
local jargon) or too big and 
blowsy (“Dolly Parton win- 
es”). There is also a danger 
of an increasing reliance 
on grapes from over-pro- 
ductive regions like River- 
lands where, according to 
local legend, “you plant a 
nail and grow a crowbar’. 
Already there is a looming 
surplus of Chardonnay 
and the investors who have 
rushed to invest in new 
vineyards will catch a cold—as did their 
predecessors who plunged into other Aus- 
tralian booms. 

Fortunately, Australians as a rule are in- 
dividualist-and bloody-minded—enough 
to ensure a variety of styles. And provided 
that they continue to “make wines we want 
to drink" they will continue to prosper. Sig- 
nificantly these words were spoken by a 
young winemaker, Steve Pannell, who won 
all three places in a recent competition for 
Australia's best Shiraz. 








... leave drinkers looking for subtler varieties 
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Stokely Carmichael (later Kwame Ture) 


Mx people move from 

left to right politically as 
they grow older. Stokely Carmi- 
chael did the opposite—and his 
trajectory both marked and in- 
fluenced the course of black mil- 
itancy in the United States. 

He was, he recalled, *a good 
little nigger" when he entered 
Howard University in 1960. His 
contemporaries there remem- 
ber him as a slim, strikingly 
handsome freshman—“a Nu- 


erate views". Yet in later life his 
politics were as fiery as the new 
name he took: Kwame Ture. The 
forename celebrated Kwame 
Nkrumah, the pan-African so- 
cialist who led the Gold Coast, a 


independence and called it 
Ghana; the surname celebrated 
Sékou Touré, Nkrumah's fellow- 
traveller who granted Ghana's 
president-for-life refuge in Gui- 
nea after he was ousted by mili- 
tary coupsters. 

Only hagiographers can de- 
tect consistency in Mr Car- 
michael’s politics. He came from 
Trinidad to the United States at 


grant parents in New York, and 
was obviously super-bright. He 
was enrolled as a pupil in the 
Bronx High School for Science, a 


gifted children, and universities 
fell over themselves to offer him a place before he chose to go to 
Howard, a virtually all-black college in Washington, Dc. 

He was soon involved in students’ civil-rights activism, and 
enthusiastically committed to passive resistance to oppression 
and to solidarity with similarly inclined white students. But the 
bashings and jailings he and other peaceful demonstrators suf- 
fered in the American South caused him to question the faith he 
had placed in the prophet of non-violence, Martin Luther King. 


The parting of the ways 

His doubts centred at first more on tactics than aims. Like many 
other northern blacks, he felt the Baptist preacher, and southern 
blacks generally, put too much stress on moral and legal rights 
and not enough on power and politics. Instead of “mobilising” 
blacks and their white allies into massive demonstrations to win 
concessions from the federal government, he thought King 
ought to be “organising” blacks to win power for themselves. 

By the time he was elected chairman of the Student Non- 
Violent Co-ordinating Committee (SNCC) in 1966, Mr 
Carmichael’s moderation was fading fast. He was on the way to 
becoming as committed to separatism as any Verwoerdian. The 
shooting that year of James Meredith, the first black American 
admitted to the University of Mississippi, on his solitary “free- 





Stokely Carmichael, a radical American- 
African, died on November 15th, aged 57 
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dom march" from Memphis to 
Jackson was a bloody milestone 
on his path to extremism. It pro- 
voked Mr Carmichael, a spell- 
binder on the stump, to coin the 
phrase "black power" and whip 
up a crowd in Greenwood, Mis- 
sissippi, to chant it. But for Mr 
Carmichael the ultimate outrage 
was the gunning down by a 
white sniper of Martin Luther 
King at the Lorraine Motel in 
Memphis in 1968. 

While rioting mobs ram- 
paged through American cities 
and buildings were torched 
within a few blocks of the White 
House, he called a press confer- 
ence to fan the flames."White 
America will live to cry since she 
killed Dr King," he told report- 
ers. With the help of 55,000 sol- 
diers order was finally restored 
in urban America, but not be- 
fore ten people were killed, 1,097 
injured and 6,124 arrested. 

By then Mr Carmichael had 
left sNcc (pronounced snick) to 
become "the honorary prime 
minister" of the Black Panthers, 
a more militant organisation 
founded by Huey Newton, Bob- 
by Seale and Eldridge Cleaver. 
But even the Panthers were 
judged insufficiently radical. He 
parted company with them in 
1969 when they opted to seek 
support among whites. 

Accompanied by his first 
wife, Miriam Makeba, a "click singer" of Xhosa and Zulu folk 
songs, he left the United States for Guinea, the only former 
French African possession to spurn General de Gaulle’s offer of a 
continuing association with France. He had rejected the United 
States and urged other black Americans to do the same. Their 
mass emigration, he said, would benefit Africa. "Africa would 
not need to depend on foreign technicians to service and main- 
tain sophisticated imported equipment. African technicians ex- 
ist. They are in America... The land in Africa, not America, is 
ours. Our primary objective should be Africa." 

As a leader of the All-African People's Revolutionary Party 
that Nkrumah founded, Mr Carmichael cut, if truth be told, a 
rather ridiculous figure. For most Africans he was, as an Ameri- 
can, however black, a foreigner. His habit of packing a pistol and 
dressing up in the green fatigues of a Guinean soldier amused 
them. They were baffled by his anti-Semitism—“the only good 
Zionist is a dead Zionist ... we must take a lesson from Hitler'— 
and by his calls for all-out war against Israel. 

It is hard to believe Mr Carmichael meant all his mouthings 
to be taken seriously. He liked to stir things, to make people sit 
up and take notice. By his dying day he was not much more than | 
a nonentity in Guinea, where he always answered the telephone 
saying: "Ready for the revolution" 
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Take Charge of Your Future! 
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1999 Spring & Summer Schedule 


NEW YORK 
INSTITUTE 
OF FINANCE 





Programs run worldwide 
on the following topics: 


CAPITAL MARKETS 
CORPORATE FINANCE 
DERIVATIVES 
FINANCIAL MODELING 
FINANCIAL RESTRUCTURING 
FOREIGN EXCHANGE 
FUTURES & OPTIONS 
INTERNATIONAL FINANCIAL LAW 
INVESTMENT BANKING 
MERGERS & ACQUISITIONS 
PORTFOLIO MANAGEMENT 
PROJECT FINANCE 
RISK MANAGEMENT 
SECURITIES ANALYSIS 
TECHNICAL ANALYSIS 
TREASURY MANAGEMENT 
VALUE-AT-RISK 



























Your Direct Line to Success. Fax: 





(ale) 344-3463 
































TITLE: | = E 
Send me information now on: 
FIRM: - — l 2i yee ia 
| lal Seminars in New York 
ADDRESS: | C] Seminars in Frankfurt 
= | C Seminars in Boston, 
' | San Francisco, Washington, D.C. 
POSTAL/ZIP CODE: COUNTRY: a 7 : 
l V Seminars in Asia 
‘TELEPHONE: ua — FAX: | Ql. Books/Self-study/CBT 
E-MAIL: L. 





NEW YORK 
INSTITUTE 


OF FINANCE 


www.nyif.com 
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The world's leading financial education institution since 1922. 













New York * Boston * San Francisco « Washington, D.C. * Singapore » Hong Kong * Frankfurt 
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MASTERS 


We are looking for 
outstanding women in an 
exceptional peer group 


SLOAN SCHOLARSHIP FOR WOMEN WITH LEADERSHIP POTENTIAL 


If you have the leadership qualities which make you eligible 
for the Sloan Fellowship Masters Programme, don’t let 
financial constraints hold you back. London Business School 
is offering a scholarship, worth £10,000, to self-sponsored 
women who are accepted for the 1999/2000 programme. 
The scholarship will be awarded on the basis of financial need 
and demonstration of your leadership potential. You may 
apply alongside your application for admission to the 
programme or, if you have already started the admissions 
procedure, you may still apply for the Scholarship any time 
before 1 June 1999. 


THE SLOAN FELLOWSHIP MASTERS IN MANAGEMENT 
This exclusive programme is for candidates in their thirties 
and forties who are already successful, highly-motivated 
managers or professionals. The programme is offered by only 
three world-ranking business schools and is designed to 
prepare high achievers for the most seníor positions in any 
organisation - including running your own. 

'The London Business School Sloan Masters offers a first 
class faculty and an international peer group of the very 
highest quality, whose maturity and diversity are a key 
element in the Sloan philosophy. Together you will sharpen 
your management skills and develop your business vision. 








Our next Information Session: 


London - Thursday 26 November 1998 at 6.30pm 
London Business School, Sussex Place, Regent's Park 





For full details of the Sloan Programme and the Scholarship for Women 
with Leadership Potential, attach a business card, return the coupon or 
contact the Sloan Marketing and Admissions Manager, Linden Selby: 
London Business School, Sussex Place, Regent's Park, London NWL 4SA. 
Telephone: +44 (0)171 706 6825 Fax: +44 (0)171 723 1153 

e-mail: sloaninfo@ibs.ac.uk Web site: www.Ibs.ac.uk 
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London Business School exists to advance learning and research in business and management 














































MBA (Full-time Two-year Program) 
Executive MBA (One-year Part-time Program for Experienced Managers) 


an ee 


(LAUREA) FROM AN ACCREDITED FOUR YEAR INSTITUTION 


KOC 
UNIVERSITY 





JELILI 
FIAT OPENS THE DOORS TO NEW BUSINESS HORIZONS... 


KOÇ UNIVERSITY 
MBA DEGREE PROGRAMS 








The Graduate School of Business aims to prepare business leaders of 
tomorrow by providing a rigorous, innovative and integrated curriculum 
taught by world-class faculty. 
Interactive learning 
Emphasis on analytical and communication skills 
Study team approach 
Interaction with top level executives from the Turkish business and 
industrial sphere 
State-of-the-art information systems technology 

FIAT OFFERS FULL SCHOLARSHIP FOR 


FOUR TOP QUALITY STUDENTS 
REQUIREMENTS: ITALIAN CITIZENSHIP, B.S. OR B.A. 




















TOEFL AND GMAT SCORES ARE REQUIRED 
ADMISSIONS ONGOING 
CLOSING DATE: May 28,1999 


Koc University 
The Graduate School of Business 
Cayir Caddesi, 80860 Istinye, Istanbul Turkey 
"Telephone (212) 229 30 06 ext: 455 Fax: (212) 229 19 71 
e-mail: mba@ku.edu.tr 
Web site: http:/ /www.ku.edu.tr 





Amsterdam 
Institute of Finance 


offers in cooperation with the faculty of 


INSEAD 
Upcoming Courses 1999 


Measuring and Implementing 


Economic Value Added (Feb. 15-17) 
Advanced Corporate Finance 
- Mergers and Acquisítions (March 15-19) 


- Financial Restructuring - Going Public 
- Financial Innovation 


(March 22 -26) 
(March 29- April 2) 


Advanced Valuation Topics 


- Advanced Valuation (May 3-4) 
- Valuing Commercial Banks (May 5-6) 
- Real Options 
Negotiation Analysis (May 10-11) 
Portfolio Management 
- Global Asset Allocation (May 19-21) 
- Fixed Income investment (May 25 - 28) 
- Equity Investment (May 31 -June 5) 
- Real Estate Investment (June 7-8) 


For information, please visit our Web site, or contact Ms, K. Arnold. 





AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +31-20-5200165 - fax: *31-20-5200161 


e-mail: info@aif.ni - internet: www.aif.nl 
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The Oxford 
Advanced 


Management 
Pro eramme | 


Prasenits a global overview of the business enterprise and its strategic challenges. Oxford’s 
four-week AMP provides a unique opportunity to stand back and pursue your own learning 
agenda, assisted by a top class team of individual tutors and in the company of some of the 
most international and high calibre senior executives. 


10 January - 7 February 1999 


For further details return to Maureen Campbell, Templeton College, Oxford, OX1 5NY, UK 


Job Title: 
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Fl] LASALLE UNIVERSITY e DA 5 ap-3! | R 
Earn Your Degree Now! AES AN N S » GMAT © GRE 



















BS, MA, MBA, Ph.D. BACHELOR + MASTER'S « DOCTORATE : Taking the GMA 
Send resume tor no-cost evaluation or fax Credit for Work & Life Experience ^ I ised. a i Pins T 
a (905) 883-2750! | 1-504-626-8904, Dept. 136 TIS, 2900 Madri (pan) 














Pep eie ase] | 620 Lotus Dr N.« Mandeville, LA 70471 USA ki 1176 I Fax: +94 91 401 0673 We CAN help! 


f) Suite 398-W | 
ago herp distance edu 2605007" IL Details from GTAC Associ 
sociates 
E New Mexico 87110 USA, ; 
buquerque, New Mexico 871101. LASALLE EDUCATION Corporation i | FREEPOST, London W5 4BR 


MONTICELLO UNIVERSITY EE effective cours Tel: 0181-993 3983 


Prestigious Distance Learning e Professional Experience Credits 
international Acceptance 
Bachelors e Masters e Doctorate e Juris Doctor 


Law © Business + Education e Diplomacy & Int'] Studies « Arts & Sciences à . 
(913) 661-9977 Tel, « (913) 661-9414 Fax « info@monticello.edu » www.monticello edu MA in International Political Economy and MA in International Relations 


Administrative Services: 8600 W 110th St. Suite 206, Overland Park, KS. 66210 USA The University of Warwick is one of the UK's top five research institutions, and 
€ - | the Department of Politics and International Studies is the site of the new UK 
| | Research Council funded Centre for the Study of Globalisation and 
Th * ti I busi Regionalisation, under the Directorship of Professor Richard Higgott. This 
e way to an internationa usiness career... provides a premier location for teaching and research on International Political 
Economy and International Relations. The Department of Politics and International 
Learn internationally by travelling, within Studies has around 30 academics and its graduate programmes attract around 100 
this one year programme, between highly students and professionals from over 30 countries around the world. 
respected institutions in different 
European countries: 
The University of Stirling, Scotland, UK 


The CERAM School of Management, Nice, France | 
The University of Groningen, The Netherlands, 















ey, 





The Politics & International Studies Department 
R is now inviting applications for 
WARW, ICK the October 1999 entry to the 


EU 

























































Please request a copy of our detailed brochure for more information: 





The Graduate Secretary (Ref: Econ/1) Email: resab@esv.warwick.ac.uk 
Telephone: + 44 (0)1203 523486 Fax: + 44 (0)1203 514221 


Department of Politics & International Studies, University of Warwick, 
Coventry CV4 7AL, England 


Web Site: Http//www.warwick.ac.uk/PAIS/ 











A 12-month, full-time programme, 
leading to a Master of Science.degree. 
Specialisms in 
International M 
Course Mane ag 
IBP Office, 

Faculty of Management 
and Organization 


Requirements: 
A good bacheli 
The Netherlands. 


tel ++ 3150 3637343 t | | CONSE ; 
fax ++ 31 50 3632341 : (psv Accredited bythe — 
E .. Distance Education Training Council : : 





in FRANCE, in BELGIUM 


GERMAN 


in BELGIUM 





in BELGIUM in JAPAN, in BELGIUM 











66 HOURS PER WEEK 
IN THE TARGET LANGUAGE 
Study: 
up to 45 private and/or group lessons 

and pedagogical activities 


CERAN LINGUA 
Avenue du Chateau, 280 | 
B-4900 SPA (BELGIUM) 
Tel.: + 32- 87-79 11 22 
Fax : + 32- 87-79 11 88 





















* ADULTS from 19 years 

* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 

* JUNIORS from 11 to 18 years 








Since 1975 













& 
- FRENCH in BELGIUM urs : g in i S A: Languagenc Internet : 
- ENGLISH in ENGLAND Putting into practice with our teachers: 1 (413) 58 ni http//wwwe.ceran.com i 
m BELGIUM ; at breaks, meals and evening socio-cultural activities Fas, i a 384-3046 
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APPOINTMENTS | 





MASTERS « 








ORS « 
iite No classroom attendance » Distance learning. 
* Distinguished tacuity « Accelerated degree programs 
* Credit for work experience + Students from 96 
countries and 30 states in the USA. 



















Readers are recommended 
to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. The Economist Newspaper 
Limited shall not be liable to.any person for 
loss or damage incurred or suffered as a 
result of his / her accepting or offering to 
accept an invitation contained in any 
advertisement published in’ the Economist. 








UNIVERSITY DEGREE 


Birkbeck College is a premier research institution located in Bloomsbury. The |... 
i Department of Economics, which has a 5 ranking, is creating a new chair in | ^ 
order to enhance further its performance in research and teaching. : 
Applicants should have a distinguished research record, which may be.in any 
field of economics or finance, and will be expected to make a significant]: 
contribution to the continuing success of the department. : 


For details and application forms, please send a large (A4) sae to the Personnel 
Office, Ref: EC018/H, Birkbeck College, Malet Street, Bloomsbury, London | 
WCIE 7HX. Closing date: Friday 11 December 1998. 


The Department's website can be visited at: http://www.econ.bbk.ac.uk 





| BIRKBECK COLLEGE 
UNIVERSITY OF LONDON 












PROFESSOR OF ECONOMICS 









































k 

For Life, Academic & Work Experience 
Degrees for people who want to be more effective 

and secure in their jobs or professions. 

Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 

utilizing your ne arid work experience, College equivalent credits are 

given for your: company training, Industrial 

courses, seminars ai i business d 
















th : . 
legal degree | We accept college credits no matter when taken. 
and ‘Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 


at your own pace through horne study. 
Send/tax detailed resume for a NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 


MAS you know 
qp experience ix 
Bo ell the best 















] teacher.. But 14808) 597-1909 
qD degrees open CALL: Ly 423-3244 ext. 137 UK: 0800-960-413 
doors, Fax: (310) 471-6456 — E-Mail: admissions@pwu.com 






http://www.pwu-hi.edu 






The RAND Graduate School 


The world’s leading producer of Ph.D.s in 
policy analysis invites applications for 
1999. RGS uniquely combines world-class 
courses, on-the-job training in policy 
|| research, and the "out of the box" intellec- 
| tual culture of the celebrated think tank. 
















| Graduates take leading positions in acade- 
| mia, government, business, consulting 
| firms, NGOs, and the military. All students 
| are fully funded, including tuition, health 
insurance, and a stipend based on OJT. 


See www.rgs.edu 


310-393-0411 x7690 
The RAND Graduate School 
P.O. Box 2138 
Santa Monica, CA 90407-2138 





















RAND is an equal opportunity, affirmative action employer 


THE ECONOMIST NOVEMBER 215T 1998 


the same standards, women's applications will be given preference 





person will be given preference. 





Technische Universität Berlin 






Bj 
Ed 
: 
Vacancy - No. of Advertisement: FO-267 


The Zentrum Mensch-Maschine-Systeme (ZMMS)/ | 
Center man-machine-systems-studies 
at the Technical University Berlin 


invites applications for the Head of a Junior Research Group "Models of 
Operators in Dynamic Man-Machine-Systems”. Parttime work is possible. 


Within the program "Junior Research Groups" the Volkswagen Foun- 
dation provides outstanding young scientists the opportunity to con- 
duct cooperative interdisciplinary and independent research at an ear 
ly stage in their careers (see also http://www.volkswagen-stiftung.de). . 
The salary and benefits for the head of the group are provided accor- ^ 
ding to BAT la (a german ranking for public services). A funding period 
of five years is envisaged. The work is expected to start at March t, 
1999. The grant includes funding for four PhD students, equipment | 
and infrastructural expenses. Qualifications for the position as head ofo 
the group includes PhD. Experience in a field related to modelling and 
advancement of theories of human behavior and human information 
processing as well as of technical system approaches, preferably 
man-machine-systems is required. The project aims at setting up. and 
evaluating modelling approaches of the behavior of air traffic control 
lers, pilots, car drivers and plant operators from a general point of view. - - 
The candidate should have experience in organizing research projects -. 
and should aspire a university career. Teaching experience is desirable, => 
the PhD-examine should not date back more than five years. 































































Please send your written application with your curriculum vitae, list of 

publications including papers considered to be most important, a 
description of your main interests, research activities and three refe- | 
rences not later than December 29, 1998 to Prüsident der Techni- 
Schen Universitat Berlin - ZMMS ~ Sekr. TIB 4/5-3, Gustav-Meyer- 
Allee 25, D-13355 Berlin - Germany - (fon: 4«49-30/314-725 93, 
fax: ++49-30/314-725 81). We have to inform you, that your applica- 
tion enclosing all your data will be presented to the foundation as well 
as to the experts involved. 





























TUB seeks an increase of the women quots and therefore explicitly 
invites women to send their applications. In case of qualifications of 






(this is applicable to fields — each with respect to salery«, remu- 
nerations- or wage groups ~ in wich more men than women are em- 
ployed). 








in case of qualifications of same standards, seriously handicapped 


RIJKSINSTITUUT VOOR VOLKSGEZONDHEID EN MILIEU 
NATIONAL INSTITUTE OF PUBLIC HEALTH AND THE ENVIRONMENT 


research for 
man and environment 


MIVA | 
| 












National Institute of Public Health and the Environment (RIVM) The Netherlands 


The Global Outlooks section of the Department for Environmental and Nature Assessment (MNV) within 
RIVM's Environmental Division is seeking a candidate for the position of 


Environmental Economist m/f 


The Department for Environmental and Nature Assessment (MNV) coordinates both nation- 
al and international environmental policy assessment at the RIVM. The international tasks 
are commissioned by the Dutch Ministry of Housing, Spatial Planning and the Environment 
and often by-financed by relevant international organizations. The function of the Global 
Outlooks section is to support negotiations within the Framework Convention on Climate 
Change (FCCC) and set up a system of global environmental assessments (Global 
Environmental Outlook) under the auspices of UNEP. Activities take place within national, 









































EU and international scientific networks. 


Job specifications: 

è You will, as successful candidate, func- 
tion within a project team, contributing 
to integrated analysis of environmental 
problems at international level, Your 
specific remit will be to strengthen poli- 
cy-supporting scenario studies, for 
example, in relation to climate policy 
and its connection with policy in other 
areas of environment and sustainable 
development, 

Activities include: 

€ carrying out and reporting on analyses; 

@ supervising other team members; 

e stimulating collaboration with other 
organizations, focusing on macro eco- 
nomic aspects of international environ- 
mental policy; 

e extending current research with global 
RIVM models (such as IMAGE, TIMER) to 
the European level; 

You may be expected to work simultan- 

. eously on more than one project 


Job qualifications: 

@ An university education in economics, 
preferably at PhD level. Ability to func- 
tion in broad settings. 

e Affinity with approaches to environ- 
mental issues from both the economic 
and physical sciences point of view. 

€ Sound knowledge of and experience 
with mathematic simulation models and 
their application to the development of 
environmental policy. 

@ Good communicative skills; ability to 
work in a team. ` 

@ Fluent in English; proven ability in 

English-language writing skills for scien- 


tific and policy-support target groups. 
Experience with international policy and 
scientific networks is an advantage. 
Working experience in an industrialized 
country or multinational organization is 
an adventage. 


Salary: 

You will be remunerated to a maximum of 
NLG 9537 per month (gross earnings, full- 
time; Dutch civil servant status) depending 
on expertise and experience. In addition 
you can expect 8% holiday pay and a con- 
tribution to your health insurance 
premiums. 


Appointment: 

Although we would prefer this position to 
be filled on a part-time basis, a full-time 
appointment can be considered. The post 
is probationary for up to 24 months, after 
which you can expect a permanent 
appointment provided your functioning 
has been satisfactory. You will based in 
Bilthoven, The Netherlands. 


For further details and information please 
contact Dr. Bert Metz, Tel. +31 30-2742639, 
e-mail: bert.metz&rivm.nl or Jan Bakkes, 
Tel. «31 30-2743112. 


Please apply within three weeks in writing 
to LW. van Gelderen, Personnel Officer, 
Environmental Research Division, RIVM 
(internal mail code 58), .O.Box.1, 3720 BA 
BILTHOVEN, The Netherlands, under no: 
MNV-117. n 
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THE UNITED REPUBLIC OF TANZAN 
MINISTRY OF WORKS 


CO-ORDINATION OFFICE FOR DONOR ASSISTED PROJECTS (CODAP) - 
VACANCIES 
(A) CONTRACT MANAGEMENT AND ADMINISTRATION EXPERT (1 NO) 


(B) FINANCIAL MANAGEMENT EXPERT (1 NO) 


1.0 The Goverment of the United Republic of Tanzania through the Ministry of Works under IDA/IRP II financing intends to provide support and Technical assistance to CODAPI in core skills E 
such as Contract Administration /Management, Financial Management and Training. 


2.0 Now, the Ministry of Works invites application from suitably qualified candidates for the above mentioned posts which are tenable in Dar es Salaam. 
3.0: CONTRACT MANAGEMENT AND ADMINISTRATION EXPERT 
3.) SKILL REQUIREMENTS 


Applicants must havea degree. in Civil Engineering or Equivalent aialtiéesoes, trained in Contract Administration and should have at least fifteen (16) years experience i Management af . 
Large contracts. Must be knowledgeable and have proven record in Procurement, Contract Management and Administration. 


51:32: SCOPE OF POSITION 


This is an active advisory job. The job holder will provide day to day active technical support and advise IRP Project Co-ordinator in the field of procurement; Contract Management and 
Administration, » 


“3.3 KEY DUTIES AND RESPONSIBILITIES 


3.3.1 Harmonise standards and procedures and disseminate to the prime Implementers for use in the procurement of works, goods and services in the ministry, Suck and monitor: Moa in de 
all sections to ensure that all sections abide by the standard and 


Review, check and monitor procurement circles and establish check lists) of the process and timing in the Ministry on all docurnents for timely dispatch wäll donors i in genit and the,” 
World Bank in particular. 


Review and check adequacy In relation to contents and timing ote current monthly, quarterly, annually physical and financial reports prepared by CODAP for Integrated. Hou bist (RP) : 
including comparison between planned and ‘actual progress and identification of delays and recommendations for remedial actions, 


Establish and implement a system that will assiet CODAP to check and monitor the specific contract implementation ensuring abidance to Intended contracts targets (quali t 
Impart expertise to senior CODAP staff, 
Performs such other related duties as the IRP Project Co-ordinator may assign from time to time. 
34 PACKAGE 
The contract will be for a period of about 9-12 months. A suitable remuneration package will be offered. 
4. 0 FINANCIAL MANAGEMENT EXPERT 
| 41 SKILLS REQUIREMENTS 


This position embraces both managerial arid technical aspects. The job holder will require professional accounting qualification and appropriate experience of computerised sceounting 
systems plus 15 years experience in the area of accounting exposure and in working with donors funded projects in particular with the World Bank procedures, special accounts, - 
disbursements and procurement would be an advantage. ; 


4.2 SCOPE OF POSITION 
This is an active advisory position, The job holder will provide day to day active financial management support and advise Financial Administration and controller, 


.3 KEY DUTIES AND RESPONSIBILITIES 
4. a ] | Review the existing IRE financial monitoring database to address the operation of an integrated accounting system that would deal with such key t issues as: 
(4). internal controls and. accounting system required for sound financial management 


e monthly financial reporting system; individual budget, total component budgets estimated budgets per period, actual costs, 
procurement status, commitments, contributions per donor per component, physical progress. flow of funds: and other related information, 


The system should also provide standard reports on physical progress and financial transactions, as well as other standard indicating the physical progress of the work compared to wget 
and the corresponding actual versus estimated costs... 


“Review and check the existing financial report formats and develop In a comprehensive framework for annual financial reporting within the required time (fora should be bašed'on the 
Loan Administration Initiative + LACI) 


impart to, supervise and assist the Financial Accounting Section of CODAP during the Introduction and implementation stages of developed systems, guidelines and procedures. 
“Assist CODAP Finance Accounting staff in periodically reviewing, checking and revising the budgets for various components under the project. 
-Performs such other duties as the IRP Project Co-ordinator or Financial Accounting and Controller may assign from time to time. 
44 LANGUAGES: Fluency in both written and spoken English. 
4.6 PACKAGE 
The contract will be for a period of about 9.12 months. A suitable remuneration package will be offered, 


< Letters of applications with Curriculum Vitae, copies of relevant certificates and addresses of two contactable referees should be sent to: 


Permanent Secretary, 
Ministry of Works, 
Contract Control Unit, 
Helland House, Room 101, 
P.O. Box 9423, 

Dar as Salaam, 

Tanzania. 


TEL: 25851 111663-9 FAX 255 51 113019 


To reach the above address not later than 14 days affer the first appearance of this advertisement. 
Only short listed applicants will be acknowledged and invited for an interview in Dar es Salaam. 
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Executive earning $50K-500K+. Career searching into, within or out of 
Asia/Europe/U.S.? A new position is closer than you think! Free info: 
www.CareerPath.co.uk E-mail: cpasia@bkk.loxinfo.co.th 
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Department of 





Foreign Affairs 


Committee Specialist 
Two year period appointment 
(with the possibility of extension) 


The Foreign Affairs Committee requires a Committee 
Specialist to provide analysis of foreign affairs topics. 
The Committee's remit embraces the policy, 
administration and expenditure of the Foreign and 
Commonwealth Office. While detailed knowledge of 

at least one area of foreign policy is required, you will 

be called on to provide briefing over the whole spectrum 
of the Committee’s responsibilities. The Committee has 
no responsibility for the work of the Department for 
International Development. 


The Committee Specialist will be a member of a team of 
five. Principal duties will include giving assistance to the 
Clerk of the Committee in preparing briefing material, 
drafting reports and conducting analysis for the 
Committee in support of its inquiries. Other work might 
involve organising briefings or presentations for the 
Committee and accompanying the Committee on visits 
abroad. The person appointed will work as part of a 
small, friendly and interdependent team. 


Applications are invited from candidates with at least a 
2:1 degree or an equivalent professional qualification in 
a relevant subject, together with at least two years’ 
relevant practical experience. Knowledge of statistics, 
economics or foreign languages would be an advantage. 
Ref: C4045. 


International Political Risk Insurance 


“The Overseas Private Investment Corporation, a Federal government agency located in 
$ Washington, D.C. provides political risk insurance to encourage and assist U.S. private.’ 
investment ii developing nations. 
Insurance Officer (Aun. #6-99), $39,270 - $51,049, counsel/advise U.S. investors in devising 
means of protecting them, through political risk insurance, from the risks of currency 
inconvertibility, expropriation, and political violence. 

This position requires U.S. citizenship, ability to obtain a. security clearance and availability for 
travel. Closes December 2, 1998. Must call (202) 336-8682 for vacancy announcement which 
outlines specific duties and qualification requirements. A full text copy of the announcement is. -f 
also available on the OPM Federal job webpage: 

www.üsajobs.opm.gov. (Specify series 1101, Ann. No. 6-99). EOE. 






















House of Commons 


the Clerk of the House 


Treasury Committee 


Specialist 
Two year period appointment 
(with the possibility of extension) 


The Treasury Committee requires a Committee Specialist 
to provide analysis of economic and financial questions. 
The Committee's remit embraces a wide range of topics 
including fiscal and monetary policy, public spending 
and financial services regulation. While detailed 
knowledge of at least one of the areas within the 
Committee's remit is desirable, you will be called on to 
provide briefing over the whole spectrum of the 
Committee's responsibilities. 

The Committee Specialist will be a member of a team of | 
seven. Duties will include giving assistance to the Clerk 
of the Committee, principally in preparing briefing 
material and drafting reports for the Committee in 
support of its inquiries. 

Applications are invited from candidates with at least a 
2:1 degree or an equivalent professional qualification in 
a relevant subject, together with several years' relevant 
practical experience. An interest in public administration 
would be an advantage. Ref: C4048. 


according to qualifications and 













Starting salary for both posts will normally be in the range of £19,087 - £26,456 pa, 
experience. The House of Commons offers a non-contributory pension scheme in respect of personal benefits, and 
leave is generous. The appointments will commence in February 1999. 


required of all House of Commons staff, and the persons appointed will be expected not 
for the duration of the appointments. Applicants must be of British Nationality. 


For further details and an application form (to be returned by 9th December 1998), write to Capita RAS, Innovation 
Court, New Street, Basingstoke, Hampshire RG21 7]B or telephone 01325 745170 (24 hours). Fax 01256 383786 / 
383787. Internet: http:/ / www rasnet.co.uk/ Please quote the appropriate reference number. 


The House of Commons is committed to equal opportunities. 
Applications from disabled candidates will be welcomed. 


Strict political impartiality is 
toengage in political activities 
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TRAINEE OIL/ENERGY TRADERS 


Excellent career opportunities within the oil, gas and electricity division of a 
leading global energy and agricultural commodity trading house. This long 
established company has trading offices worldwide. it also owns and 
operates substantial industrial assets which complement the trading activity. 


“Hl Trainee traders will immediately sit on the London trading desk with senior 
{i traders and managers, receiving rigorous on-the-job training, The role of the 
desk is to-trade and transport physical energy commodities internationally 
- While managing the substantial price risks inherent in volatile markets. 


ideal candidates will be graduates: 


* Numerate with the ability to analyse supply, demand and trade flow 
fundamentals 


s[p* Highly motivated with strong initiative 


* Excellent communicators 
* Computer literate 
* Proficiency in a second European language preferred 


Salary competitive, prospects exceptional. 


P.O. Box 4090 

The Economist Newspaper Ltd 
25 St James's Street 

London 

SWIA 1HG 








AEF SOFRECO tmo tmm | 
E . : 


Credit Specialists 
Short and Long Term Assignments 
For agriculture and institutional support projects. 
Experience gained in Central Europe and NIS, on EU. funded projec and din: 
establishment of rural credit institutions, rural credit facilities, lending criteria and ; 
process loan applications. Training capabilities. European experience welcome: 
Working language: English. Russian welcome. EJU. citizenship, 


Land Lawyers & Economists 
Short and Long Term Assignments 


Candidates must have a thorough experience of land reform in NIS and Central Europe | 
with proven results, Training capabilities. International standards of reporting Ability ta: | 
work in transitions economies. à 
Working language: English. Russian welcome. 


Short, medium and long term assignments in Central Europe, the former Soviet Union ^ 
and other countries. Knowledge of French or Russian appreciated. 4 


Candidates with relevant experience should apply tex 
SOFRECO 
Ms M. Diniz - 92-98 blvd Victor Hugo » 92115 Clichy cédex - France 
Fax (33.1) 41.27,95.96 - e-mail: sofreco@compuserve.com 


LESOTHO HIGHLANDS DEVELOPMENT AUTHORITY 


| Setinthe heart of the spectacular Mountain Kingdom of Lesotho, gez 


"NT Y successors. Work experience in a developing country would bean: F 


] and close to the legendary mountainous "Barrier of Spears" - a 
| high-tech multi-billion Dollar water project providing hydro- 
| power for Lesotho and water for the Republic of South Africa. Av 

|.] joint venture by the Lesotho.and South African. Governments, 

;controlled through the Lesotho Highlands Development 


Authority (L.H.D.A.), the magnitude and complexity demands 
financial control of the highest order. These two-year contractual 
positions, based in Maseru, call for both unquestioned technical: 
expertise, and a commitment to train and develop competent local. 


advantage and fluency in English is essential. 


These are high level positions calling for true professionals with a spirit of adventure 
and a genuine desire to exploit proven skills in a challenging environment 


| Head of Commercial Finance 


, An exceptionally challenging and interesting position for a 
banking or treasury management expert in international fi- 
| nance, ideally including the raising and management of long 
| term. capital project finance. 
| Overten years sound experience is essential, as is an interna- 
tionally recognised financial qualification, and the following 
“| may be regarded as key knowledge areas: 
| & The international. financial markets, including export 
-. credits and long-term commercial loans 
CF The management of the foreign exchange and risk as- 
pects of borrowings 
[| 2 Sourcing of finance in the Southern African money and 
capital markets 
Managing of borrowings, drawdowns, and co-ordinating 
| | . local capital market strategies and activities 
| ^ A high level of computer modelling ability. 
Ref. FL026 


Financial Planning Specialist | 


An intellectually and technically stimulating position calling 
for a well qualified graduate with a CA, MBA or other 
appropriate qualification and a high level of computer lit- 
eracy. 


In-depth knowledge of modelling software is. vital, as is 
ability to develop long-term cost and financing plans; projec- 
tions and cash forecasts. 1 E 


Ideally from a major corporate, or capital project background, 
candidates must have a minimum of ten years sound expe 
ence in corporate financial planning and either of: commerci 
lending or capital project finance. Working knowledge of | 
financial markets and the intricacies of capital project finance 
would be a distinct advantage. 


Ref. FL027 


Outstanding tax-effective expatriate packages will be negotiated, 


including housing and education allowances, relocation expenses and air fares, social amenities, 
sports facilities and secure living conditions. 
Urgent applications by not later than 30 November 1998 to Mr Roy's office, telephone (+27) (11) 269-8880, or send a 
comprehensive CV, (no copies of certificates or references) to P.O. Box 652394, Benmore, South Africa, Fax (+27) (11) 269- 
3881. Alternatively, e-mail your CV to rosb@mst.co.za quoting the relevant reference numbers. 


MSL 


WV CORE EONO 
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THE QUEENS AWARD FOR 
INVESTOR IN PEOPLE = EX PORT ACHIEVEMENT 


Univers 


BUSINESS 
SCHOOL 


SENIOR RESEARCH 
FELLOW/RESEARCH FELLOW 


(three-year post) 

The Open University Business School has two main areas of activity - teaching 
and sesearch. The School is one of Europe’s largest providers of management 
education, offering Professional Certificate, Diploma and MBA qualifications. 
More than 25,000 students are taking our courses in the UK, the rest of 
Europe ond other countries. The School received on ‘excellent ' rating in the 
lost HEFCE Teaching Quality Assessment exercise, gained the Queen’s Award 
for Services to Export in 1997 and has Investor in People status. 

In research, OUBS achieved a 3a rating in the 1996 Research Assessment 
Exercise, then then it has made a major increase in its capability in this area, 
with external awards from ESRC, EPSRC, Design Council, European Union, the 
private sector and internal sources. As part of the continuous process of 
developing its research, the School now wishes to appoint a Senior Research 
Fellow or Research Fellow to conduct a research project, and contribute to the 
growth of research, in one of the following areas of existing research activity 
in the School: 


© Human Resources 

* |nfernationa! Strategy 

* Management of Knowledge and Innovation 

 Brond Management and Marketing 

© Performance Management 

* Management Learning 

© Public Interest: and Non-Profit Management 

* Small and Medium Enterprises 

e Enterprise Modelling to Enable Change (in a Business Environment) * 
{* please note that this post would be offered only at Research Fellow level] 
Applicants should normally have o PhD ond relevant research experience. 


Applicants for appointment at Senior Research Fellow level should have evidence 
of successful leadership of research projects. The salary scales are Senior Research 
Fellow: £27,515 - £34,464 pa; Research Fellow: £15,735 - £23,651 pa or 
£21,815 - £29,048 pa according to qualifications and experience. 

To obtain an application package and access details for disabled 
| applicants please contact the School Office, Open University 

-. Business School, Walton Hall, Milton Keynes MK7 6AA or 
telephone Milton Keynes (01908) 652965, Fax 01908 
655898, e-mail: OUBS-Recruitment @open.ac.uk 


Closing date for applications 8 December 1998. 
Interviews will be held on 21 December 1998. 



















marnie 
Disabled applicants whose skills and experience meet the 
requirements of the job will be interviewed. Please let us 
know if you need your copy of the further particulars in 
- large print, on computer disk, or on audio cassette tape. 
-Hearing impaired persons may make enquiries on Milton 
- Keynes [01908] 654901 (Minicom answerphone]. 







“Equal Opportunity is University Policy. 





UK and EUROPEAN 
NATURAL GAS MARKETS 


Senior Market Analyst 


Excellent career opportunities for individuals with superior 
analytic and commercial capabilities to join the London 
based team building a leading energy business in the 
European electric, natural gas and oil markets. This long 
established energy and agricultural trading house has 
trading offices and industrial assets worldwide. 





























The individual will lead the development of complex 
quantitative analyses of the UK and European natural gas 
markets used to support trading and asset acquisitions. The 
successful candidate will have a post graduate degree in a 
technical discipline with a quantitative orientation such as 
Economics, Operations Research, or Mathematics (or the 
equivalent experience) together with strong analytical 
skills, and a good knowledge of optimisation techniques. 
The successful candidate will have a broad knowledge of 
and 5 to 10 years of experience in the economic and 
operational aspects of supply and demand for the UK 
and/or European natural gas industry. 

























Salary competitive prospects exceptional. 










P.O. BOX 4088 
Classified Advertising Department 
The Economist Group 

25 St. James's Street 

London 
SW1A 1HG 







































ISPI 


The Institute for International. Political Studies based in Milan (Italy) is an 
independent think tank connected with the Ministry for Foreign Affairs which 
contributes to its financing together with the Italian business community. ISPI is 
now accepting applications for three: 


RESEARCH FELLOWS 


in the following areas: 





1. Mediterranean Studies 
2. Latin American Studies 
3. European Union’s Budgetary Studies. 


The ideal candidates must have: 


* High level training in interdisciplinary applied research on international 
economic and political issues and relations (Master and substantial experience, 
or PhD). 

* Previous research experience in one of the specified fields would be a strong 
plus. 

* A strong command of English and knowledge of the Italian language are 
required. Command of French (position 2), good knowledge of Spanish or 
Portuguese (position 3) are required, 

Twelve month renewable contracts are available starting in 1999. The salary will 

be in the range of 15,000-17,000 ECU. It may exceed this limit depending upon 

qualifications and experience. 

Application, with complete curriculum vitae and a plioto, must be submitted by 

December 30, 1998 to: 

ISPI 
Palazzo Clerici - Via Clerici, 5 
20121 MILANO - ITALY 
Fax +39-02-8692055 
E-mail: istispi@tin.it 


| 
i 
| 
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| 
| 
| 
| 
| 
| 
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| Senior Public Health Specialist 
— HEALTH AND POPULATION DIVISION 


The Department for International Development is responsible for taking forward the strategies and actions set out in the Government 
White Paper on International Development “Eliminating World Poverty" (November 1997}. Given that ill health isa major contributor 
to poverty, the Department has an extensive programme to improve the health of poor people in poor countries. This aims to ensure that 
people can access reproductive health care, experience lower maternal and child mortality, and suffer much less from less major causes of 
illness and disability. 

DFID therefore has an extensive portfolio of work in the field of public health. Working with multilateral organisations, national 
governments and other agencies, it seeks to reduce suffering due to malaria and tuberculosis, to eradicate polio, control river blindness, 
eliminate lymphatic filariasis, address non-communicable disease, tackle substance abuse issues, and promote better health through 
improved water, sanitation and environmental intervention. DEID supports the generation of knowledge and products in these areas, 
particularly by groups based in poorer countries. 


As'Senior Public Health Specialist, you will report to the Chief Health and Population Adviser and work as a member of the specialist team 
«in the Health and Population Division. You will have a recognised Postgraduate qualification in Public Health or the equivalent, at least 5 
years’ experience in International Public Health with particular relevance to the needs of poor countries, experience of advising 
Governments and International Agericies at senior level. You will have the capacity to provide specialist advice within, DFID and partner 
Organisations. You will have an understanding of the particular issues associated with water sanitation or unhealthy environment, diarrhoea, » 
infectious disease, childhood, non-communicable disease, nutritional disorders and sexually transmitted infections and HIV. You will be: 
well able to work with other Government Departments - particularly the Department of Health - on shared interests, including the UK's .- 
work with the World Health Organisation. You will be able to establish effective working relationships with the World Bank, The European’. 
Commission (and counterparts in other EU Member States), UN funded agencies - including UNICEF - and academic groups and : 
colleges in the UK concerned with international public health issues, 
Your duties will include providing advice within the Health and Population Division, and among members of the widely disbursed Health © : 
and Population Professional Group within DFID, on a day to day basis. You will be expected to contribute to strategy papers and provide: 
guidance on aspects of international health as requested. You will work with other professional groups on public health issues - including °°" 
those concerned with water, sanitation and environmental interventions, social development specialists, economists and educationalists, you 
will be comfortable exploring ways in which reforming health sectors can best address public health issues. RT 
The post will be.based within DFID headquarters 94 Victoria Street, London. Some travel will be necessary (up to 25% each year), 
particularly to Asia, Africa and the headquarters of organisations concerned with international health issues. [RU 
Salary will be negotiable depending on experience and expertise. Help may be available with the costs of relocation up to a limit of £5,000 
Applicants should either be nationals of the Member States of the European Economic Area (EEA) or Commonwealth citizens who have 
an established right of abode and work in the United Kingdom. De 
The contract is for a period of 3 years on Home Civil Service (pensionable) terms with the possibility of extension or permanence, 
Closing date for receipt of completed applications is 2nd December 1998. ui 
For further details and application form please write to Appointments Officer, Ref AH304/2A/TE/TE, Abercrombie House ^. 
Eaglesham Road, East Kilbride, Glasgow G75 8EA, stating Ref: AH304/24/JF clearly on your envelope or telephone 01355) 
843428. E-mail: N-McDonald@dfid.gnet.gov.uk or A-McInnes@dfid.gnet.gov.uk 


DFID is an equal opportunities employer and applications for this post are sought from men and women. 


wb -— Department for 
gun International 
| Development 


PUBLICATION 








Junior Assistant 
London Based 


Recent graduate required for six-month l TREWORCOWIDE GUIbE | 
ongoing contract in City Economics Department || | Did you wonder why many en TO SERVICED APARTMENTS | 


Corporate Governance in China 


: i firms including GITIC are 
| from January ‘99. Computer-literacy and some || "7s oudns GITIC are bust? _FREE COLOUR GUIDE 
| knowledge of economics essential. Persei tornei odi $ 
T ggressive ion during the mid-80's inthe face 

Please call Jaysen Nundoosingh/Richard de Sowing pha SOE vom. Te bck ain ms 

past and current challenges and poinis the way ahead for The Apartment Service 

| Chazal corporate governance issues, Tel: +44 (0) 181-944 1444 

$ Fax: +44 (0) 181-944 6744 


Second edition June 1908 " “HE. 
on 0 1 7 1 -422 2 21 3/ 21 05 Visit Amazon.com or your favorite book site/store DEMN dah dde mrk 
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Senior Lecturer in 
Accountancy 


Applicants with a PhD, a proven record of published research, 
and strong teaching skills and ability are sought for this 
position in the Deparunent of Accountancy and Business Law. 

Full details about the position, and method of application, 
are available by visiting (www.nzjobs.co.nz/massey). 

Closing date: 11 December 1998. 






L4 


Massey nive! 


Equality of opportunity is University policy 
Private Bag 11-222, Palmerston North, New Zealand 











































Department of Management Studies 


PROFESSOR OF 
STRATEGIC MANAGEMENT 


The University intends to proceed to the appointment of a 
Professor of Strategic Management with effect from 
1 October 1999 or'such other date as may be arranged. The 
successful candidate will complement recent appointments in 
Strategy and Marketing. As part of the process applications 
are invited from those who share our enthusiasm for 
research and teaching and who have the ability to make a 
significant contribution to management studies in the 
University. 

The Professor will be expected to contribute to and develop 
our range of strategy courses at postgraduate and 
undergraduate levels and in the short course programme. A 
leading contribution to the Department's research activity is 
required and the post holder will be a core member of the 
senior management team and will be expected to lead the 
Strategy group. Given the distribution of teaching loads in the 
Department, he or she can reasonably expect to spend the 
; major part of his/her time in research. We therefore seek 

Bim, applicants with a proven record of research and teaching. 
Salary will be subject to negotiation. 

Informal enquiries may be made to Professor 
Douglas Macbeth, Head of Department on 
0141330 5411. 

For an application pack please see our 
website at www.gla.ac.uk or write quoting 
Ref: 533/98CJ/TE to the Director of Personnel 
Services, University of Glasgow, Glasgow G12 8QQ. 
Closing date: 15 January 1999. 


< The University is committed to equality of opportunity in employment. 
The University of Glasgow is an exempt charity dedicated to teaching 
- and research, 
















_ The | 
fs Economist 


TO ADVERTISE. WITHIN THE CLASSIFIED SECTION, CONTACT: 








Philip Wrigley Suzanne Hopkins 
London New York 
(44-171) 830 7000 (1-212) 541 5730 

















The creme always rises to the top, 
so why shouldn't you? 


Looking for the way to achieve that higher level of income? f 
you're an international senior executive, over 40, and currently 
earning +100K per year, we can assist you in attaining your 
goals. At Resume Broadcast International, our team will manage 
your career search with the expertise you have come to expect. 
Our commitment is not just 40 hours per week, but 24 hours a 
day, 365 days a year. Contact us at Tel: (909) 866-4213, Fax: 
(909) 866-4244 or E-mail 102224.3306@compuserve.com 

today and watch the doors to opportunity open tomorrow. i 


Resume 
Droedcast t 
international 






Resume Broadcast International 

PO BOX 2892, Big Bear Lake, California CA92315, USA. 
Tel: +4 (909) 866 4213, Fax: +1 (909) 866 4244 

Email: 102224.3306 @compuserve.com 









University 
of Durham 


DURHAM UNIVERSITY BUSINESS SCHOOL 


Programme Manager - Executive 
Education 


£24,591 - £29,048 p.a. 


You must be able to demonstrate a record of involvement with executive 
education, management development or process consultancy, together with 
experience of liaising with senior executives from a wide range of influential 
organisations, Recent experience in researching and designing executive 
education initiatives would be an advantage. 


The successful person will also be a graduate (a post graduate degree would be 
an advantage), possess excellent written, verbal communication skills. You 
must have a flexible and enthusiastic approach to work. 


Further details and an application form may be obtained from The Director of 


Personnel, University of Durham, Old Shire Hall, Durham DH1 3HP 
(tel: 0191 374 7258, fax: 0191 374 7253 or e-mail; Acad. Recruit&durham.ac.uk). 


Closing date: 14 December 1998 Please quote reference: A028B. 





BUSINESS BUSINESS & 
OPPORTUNITIES PERSONAL 


DELAWARE (USA) 


OFFSHORE COMPANIES CORPORATIONS - 


* Ready. made companies 

* Full corporate administration 

* Trade services (L/C, shipping) 

* Banking/Accounting services 

* China business development services 


Contact Stella Ho for immediate 
services & company brochure 


3511 Shvenide BÀ, HOSE e DE USA 
307-477-9800 * 800371 CORP e 
Emak copodelrag com + internat: 


U.S. Bank Account 





NACS LTD 
Room 1108, Albion Plaza 
2-6 Granville Road, TST, 

Kowloon, Hong Kong 
E-mail:nacs@hk super net 
Tek (852) 2724 1223 
Fax: (852) 2722 4373 





Opening Service 


CALL ANYTIME Tel: 1.800.423.2992 
(toli free) or 4302,996.5819 
Fax: 1.800.423.0423 (USA/Canada only) 
or Fax: +302.996.5818 
E-mail: inc infoGdelbusinc.com 
internet: htty;//www.delbusinc.com 
Delaware Business Incorporators, Inc. 
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SINESS OPPORTUNITY "BUSINESS & PERSONAL 













ANNOUNCEME 





| The St Andrews Prize 


Submissions for this international 
environmental prize are now 
invited. Entries of no more than 
3,000 words on the subject of the 
urban environment are required by 
the closing date of 31 January 
“1999, 












|. The winner of the 1999 Prize will 
.. receive a medal and a cash prize 


. of US $25,000 IB o e EA 


| x The winner will be invited by St Salvators College 
] Sir Crispin Tickell, Chairman of the ia A : t Andrews 
| Trustees, to participate in the KY16 9AL 

|. StAndrews Environmental Seminar Scollond 


| on 20 & 21 May 1999. 
| Tel: + 44 (0)1 334 462161 
Details available from the Prize Website Fax: 444 (0)1334 462030 


http:/ /www.st-andrews.ac.uk/prize — email: prizeGs-andrews.ac.uk 


OFFSHORE COMPANIES 


TRUSTS & FOUNDATIONS 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has.specialised in the establishment and 

administration of offshore companies and other structures with emphasis 

on tax mitigation, asset protection and privacy, . 

* Incorporation in ALL TYPICAL INCORPORATION FEES 
offshore jurisdictions 2 

* Post incorporation services | VSRR u. 

* Bank accounts opened | '9'6 OF WAR s 

* Trust services 

* Banks & insurance — | EME e 
companies formed 

* Migration consultancy 


INTERNATIONAL COMPANY 


SERVICES LIMITED 
The Offshore Professionals 
www.ICSL.com 












FRANCHISE 









+ [4 
Franchise Opportunities 
with the first name 
= language services 















The global marketplace has created 
| increased demands for English instruc- 
tion as well as other language services 
and travel products worldwide. Berlitz, 
the leader in language services is now 
“offering unprecedented opportunities to EN : 
qualified investors to become part 1-800-626-6419 































of i rnati f ov. LS. ONE i " 
Hp Parona IER TK Shaver 400 : im n duis $ Paul Brennock FCIS, Sovereign House, St Johns, isle of Man, IM4 3AJ 
Call today for a free video and brochure. OUTSIDE US. 2| | Tek +44 1624 801801 Fax: +44 1624 801800 E-Mail: iom@ICSL.com 
1-609-514-9675 = LONDON, UK CZECH REPUBLIC SWITZERLAND 
NOH var enc dh FAX x Peyman Zia Charles Zidek Astrid Fuenzalida 
8 2n E Tel: +44 171 493 4244 Tel: +420 2 573 20706 Tet: 41 22 311 3080 
Fax: +44 171 481 0605 Fax: +420 2 538 928 Fax: +41 22 310 4879 
E-Mail: uk&Picsl.com E-Mail: firstcom(Otraveller cz E-Mail: ICSL 2 cortex.ch 
Cum UKRAINE USA CARIBBEAN 
Helping the World Communicate 2 Mark Rayner Jerry Bakerjian Paul Winder 
H Tek --380 44 464 1191 Tol +1 954 943 1498 Tel: +1 649 94 62828 
; z Fax: +380 44 464 1193 Fax: +1 954 943 1498 Fax: +1 649.94 62825 
*( & "tus oni; d P 2 egal . = 
eet Cie eee ad 3] [EMail CSL@gukieviua a E-Mail: usa@icslcom E-Mail: tci@icsl.com 
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OUTPUT, DEMAND AND JOBS America’s industrial production fell 0.1% in October, 
leaving it only 1.4% higher than a year earlier—the smallest 12-month increase since January 


1992. American retail sales rose 6.0% in the year to September; Japan’s were down 3.6%. 
Britain’s were up 1.0% in the year to October. 



















































































% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
,,  Bmths! year 1998 — 1999 3mths! 1year 1 year latest yearago 
Australia. 431 «3902 +36 +20 +10 1902 + 28 Q 77 Ot 84 
Austria na +40 Q + 2.7 +24 +44 + 60 Jul + 34 Avg 45 ot |, 4d 
Belgium . 426 «3502 428 *22 na + 0.1 Sep* + 67 Wl 12.5 0x 13.4 
Britain. — #20 +25 05 +26 + 0.7 + 6.2 $p$. 68 
Canada ` *18 +3192 +30 +18 810a, 91 
Denmark + 08 41602 427 420 6.2. Sep 73 
frame £326 «43102 30 + 23 112 Sp 12,5 
Germany * 04 417027 427 +20 106 Oct — 118 
Way 5 0 0 009231 *t110Q O t 17 € 21 2123 jul 12.0 
Japan . -33 - 1809 -26 - 08 43 sep — 34 
Netherlands + 34 + 3802. * 37. + 27 39 Otte 5.4 
Spain + 35 «39 2 + 38 +34 + 185 Sep* 20.5 
Sweden “#92 442 Q 429 + 2.5 + + 56 ot — 68 
Switzerland + 13 42202 *21 + 16 +47 Q* — ) 32 0d — 48 
UnitedStates + 33 + 34 0 + 34 417 * 24 414 0a  — *50 sp — 46 Ot , 47 
Furo1 = 4 08 42302 + 28 +23 +45 + 43 ul + 29 jtf 109 sep — 117 





*ot segsonally adjusted. "Average of latest 3 months compared with average of previous 3 months, at annual rate. #New series, Blun-Aug, claimant count 
tate 4 696 i6 October, **Aug-Dct.! Economist estimate: weighted average of countries fisted above, 





PRICES AND WAGES America’s consumer-price inflation remained at 1.5% in the year to | 


October; Britain's slowed to 3.1%. Swedish consumer prices fell 0.4%. In the same period 
American producer prices fell 0.7%; Switzerland's were down 2.6%. Germany’s fell 4.7%, the 
biggest decline for over 11 years. Japanese workers’ pay slipped 0.1% in the year to September. 







































































% change at annual rate The Economist poll 
Consumer prices consumer prices forecast — Producer prices* Wa: 

; 3mths! year 1998 — 1999 .. 3mths! 1 year 3mths! — 1year 
Australia +10 +13 0 +11 + +49 +33% 
Austria ni + 0.7 Oct £12 + 0 na — 
Belgium -11 + 09 oa +10 + +09 +24 3 
Britain #2.2 € 3.1 Oct *31 +i na na = 
Canada -07 +07 Sep +10 + *20 *32 Aug 
Denmark £08 175p — * 19 + +49 + 42 May** 
France - 04 + 0.5 Oc +08 + + 18 + 24 Ap* 
Germany ~ 04 + 07 Od £10 442 0 7909 = 47 Oct Na  * 19 Aug 
italy 410 + 37 od +17 + +30 +28 Sept 
Japan ~ 22 ~ 0.2 Sep £03 - na  - 01 Sep 
Netherlands +42 +18 Oct +20 420 ç -31 = 2.7 Sep — +51 + 3.7 Sep 
Spain +24 + V7 Oct td + E91 f 2.0 Q2 
Sweden na ~ 0.4 Oct +06 41 ~ O04 + 32 Aug* 
Switzerland > 3.2 nil Oct + 0.1 +07 ha + 05 1997 
United States +16 +15 Oct £17 423 +33 + 36 Oct 
Euro-11 -04 + 1.0 Sep £13 +14 na + 2.2 gat? 





*Not seasonally adjusted. Taverage of latest 3 months compared with average of previous 3 months, at annual rate. **New series, "Economist estimate: 


weighted average of countries listed above 











COMMODITY PRICE INDEX 


Tighter regulations on vehicle 





emissions are driving car manufacturers | 
to switch from platinum to palladium cat- | 
alysts. Palladium use in auto-catalysts is | 


set to rise 30% to 4.2m ounces this year, ac- 
cording to Johnson Matthey, a precious- 
metals trader. But demand from the elec- 
tronics industry is forecast to fall 7% to 
2.4m ounces as consumer demand for 
electronic goods slows and the industry 
moves to using more nickel. World de- 
mand for palladium, at a record 8.2m 
ounces, is set to outstrip mine supplies by 
1m ounces this year. Russia's supplies are 
forecast to fall 4% to 4.6m ounces; it has 
been selling stocks to keep pace with de- 



































mand for several years. 

1990-100 % change on 
Nov 10th Nov 17th* one one 

: ee Ph, year 

Dollar index 

All items 88.3 883 + 10 -180 

industrials > "P 

All 76.0 + 9.1 ~ 17.8 

Naf ^ 889 900 + 18 -166 

Metals — 674 674 - 12-188. 

Sterling index 

Allitems —— 949. — — 940 +27 -1U2 

Rod — 107 193 .35 -W4 

industrials —- m rx 

A 

Nfat 

Metals — 

SDR index 

All items 86.4 85.8 -194 











* Provisional. f Non-food agrículturals 





MECONOMIC GROWTH In its June 
Economic Outlook the OECD forecast that 
its members’ economies would grow by 
an average of 2.4% this year and 2.5% next. 
Now, not surprisingly, it is gloomier: 2.2% 
this year, 1.7% in 1999—although it has 
raised forecasts a bit for four countries in 
the chart. The OECD observes that "while 
the possibility of a generalised recession 
may have diminished, a number of down- 
side risks are still present.” It says that gov- 
ernments must resist protectionism, that 
Japan must resolve the problems in its 
banking sector and that monetary policy 
in America and the euro area should lean 
towards easing. It sees no need for looser 
fiscal policy for now. But, should recession 
loom, America and some others would 
have room for manoeuvre. 




















THE ECONOMIST NOVEMBER 21ST 199: 


i 


FINANCIAL INDICATORS 











STOCKMARKETS. . Wall Street rallied ahead of the Federal Reserve's latest interest-rate cut 
on November 17th. The Dow Jones Industrial Average moved back above 9,000 for the first 


time since July. Zurich rose 2.9%. 















































































E BORROWING COSTS. Sweden has 
the highest real short-term interest rates 
(4.25%) of the countries shown. Real inter- 
est rates are a good measure of the tight- 





























































| | 
| | 
| | 
| Share price indices % change on | i 
| 1998 one one record Dec 31st 1997 ness of monetary policy. Broadly speak- 
| Nov 18th high low week year high in local | ing, they equal nominal interest: rates 
fone iMm Am eee | minus the expected rate of inflation. But, 
| Australa RO SCR 2.8814 24582 MES | because inflationary expectations cannot 
i. Austria 3,106.3 1,628.6 982.1 1 B 
o A — | be measured directly, the chart uses recent 
| Belgium —— ^ 31551 ^ 36321 24050 } | i : 
| Britain — 754740 61790 45487  - 01 | actual inflation to calculate real short- 
| ‘Canada 63430 7,8223 53357 + | term interest rates. Over a short period (in 
| Denmark 605.0 7788 — 5670 - : | this case three months), this method is 
| fame — 1123130 — 27997 — 18731 UM 6 189 a | fairly accurate. In Japan, the nominal rate 
| Germany s en ae i me A ES fe od98.. | (0.45%) is lower than the real (0.65%), be- 
| way o 13050 pista Losa ee | cause prices are falling. Britain's nominal 
| Netherlands 10536 — 13156 | rate is highest, butits real rateisonly third- 
| Spain. 793.3 9476 | highest, because its inflation is worst. 
| Sweden 31770 — 39556 

Switzerland 6,8509 84120 
| United States — 90411 ^ 9,3380 

World* 10711 — 1,1430 896.5 











*Morgan Stanley Capital international index includes above markets and eight others, in dollar terms. 








MONEY AND INTEREST RATES America’s Federal Reserve cut interest rates by a quarter 
of a percentage point on November 17th, its third cut in less than two months. America’s 
broad-money growth quickened to 10.8% in the year to October; Japan's remained at 3.9%. 























Money supply* Interest rates % p.a. (Nov 18th 1998) 
% rise on yearago over-  3-mth money market banks bond yields Eurocurrency 
Lolo LLJaOW broad ^ night — latest — yearago prime gov't’ corporate 3 mths bonds 
Australia — — 73 +76 Sep — 500 4.86 4.85 875 (AB! 482 
Austria +69 +21 ag 337 363 385 6.50 na 5.82 
Belgium *10 +54 Aug 337 359 374 735 —. 





275. 













































3.89 





























| x 387 419 
| a ER e iris ERE : 232. 287 136 198 
| United States +16 “4108 05 475 $15 362 800 — 491 669 ^ 522 462 








be “Narrow: MA except Britain MO, broad: M2 or M3 except Britain M4. Sources: Banco Ambroveneto, Banco Bilbao Vizcaya, Belgian Bankers’ Assn, Chase 
| Manhattan, CAIB Investment Bank, Commerzbank, Crédit Lyonnais, Credit Suisse First Boston, Den Danske, Deutsche, Generale, i.P. Morgan, Paribas, Royal 
Bank of Canada, SE-Baniken, Svenska Handelsbanken, WEFA Group, Westpac, Datastream/ICV. Rates cannot be construed as banks’ offers, 
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| TRADE. EXCHANGE RATES AND RESERVES America's merchandise-trade deficit narrowed to $20.6 billion in September, but the 12- 
| month total widened to $234.3 billion. Over the same 12 months Japan's trade surplus rose to $119.3 billion. Its current-account surplus also 
; increased, to $117.3 billion. Germany's current account moved into deficit, by $0.8 billion, in the year to September. 

























Trade balance*, $bn — Current account , $bn Exchange rate Currency units per $ 
latest latest 12 latest 12 mths trade-weighted? 

[LL month months O o 

| Australia. — - 054 Sep - 39 ^  - 162q 

` Austria - 0.96 Aug58 ~ 59 - 3.3 Aug 





















* 183 i884 4 “12.5 iun 
















+ 39.3 Aug 


Germany + 7.22 sæ + 75.2 
14 jul 
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Switzerland + 0.12 Sep 
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0.60 
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B WHERE TO DO BUSINESS. Until re- 
cently Hong Kong was the best place in the 
world to conduct business, but between 
1999 and 2003 it will drop to 12th-best, ac- 
cording to the Economist Intelligence 
Unit (ru), a sister company of The Econo- 
mist. The rru has rated the business envi- 
ronment of 60 countries using indicators 
such as market potential, tax and labour- 


market policies, infrastructure skills and | 


the political background. These are then 


combined into a score on a scale of 1(very | 


bad for business) to 10 (very good). Over | 


the next five years the Netherlands seems 


likely to be the most business-friendly | 


country. Perhaps surprisingly, Britain 
ranks second in both the past five years 


and the next five. Many EU countries are | 


moving up. the league table because of 


their improved macroeconomic perfor- | 


mance and continued deregulation. 
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ECONOMY High interest rates have pushed Brazil into recession. Brazil's Gp» fell 0.1% in 
the year to the third quarter, following its biggest quarterly decline since 1995. Israel's GDP 
growth slowed to 1.8% in the same period. Its annual inflation rate rose to 6.6% in October, 
showing its highest monthly rise since January 1989. 











____% change on year earlier , Latest 12 months, $bn Foreign reserves, $bn 
GDP Industrial Consumer Trade Current latest Year ago 
production prices balance account 
China + 75623 +106 Of — —- — 15 Sep 4449 Sep 3297 1997 1413 134.1 











Hong Kong 
india. 
Indonesia 


-13.6 Sep 
or 8.3 Sep 
2:204 qui 




















+144 02 


(£353 sep 











-115 Q2 
232.5 Q2 














+ 6.0 1997 
2209 





18.6 Jul 


























+ TAB Mma 160 Jul 
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Rd rà 

A + * A D: 

Czech Republic - 24 02 O18 sep + 820 26 a 124 sep 109 — 
Hungary + 5.1 a2 +13.9 Sep + 123 0a 98 ww 8&3 
Poland EEEE - 120a + 990a (261 Ag 19.6 
Russia - 99 «o alid oa. + 564 oc 82 Aug 19.6 





“Estimate. "includes gold, tVisible and invisible trade balance. §New series. #Year beginning April 1st. 





GERE pU RS i ENR UA oM LURMMMRSENRAROOAMARRNE (0000000000008 WONDER COE a aea 
FINANCIAL MARKETS Share prices in Sao Paulo climbed by 10.1% in the week to Novem- 
ber 18th, thanks to the rMr-led rescue package for Brazil. Colombia's stockmarket ended a 
strong run with a 2.4% fall on November 17th: investors took a dislike to the government's 
plan to bail out ailing banks and mortgage debtors. 











Currency units Interest rates — Stockmarkets % change on 
per $ per £ short-term Nov 18th Dec 31st 1997 
Nov 18th yearago Nov 18th % p.a. one in local in $ 
week currency terms 
China 8.28 8.28 13.9 7.48 1,366.6 


7.73 13.0 
37.5 


























indonesia 7600 3510 — 12717 
Malaysia 3.80 349 ^ 6.36 6.84 
Philippines 39.9 35.2 66.8 11.88 






































38096 
9,190.2 














"396,095 
29.8 

















Sources: National statistics offices, central banks and stock exchanges; DatastreanviC V; EU: Reuters; Warburg Dillon Read; LP. Morgan; Hong Kong 
Monetary Authority; Centre for Monitoring Indian Economy; RIEL: EFG-Hermes; Bank Leurni Le-Israef, Standard Bank Group; Akbank; Bank Ekspres, 


| Deutsche Bank; Russian Economic Trends. 
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We treasure what makes 


every country unique. 
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It is a simple principle that guides how we work. As one of the worlds largest 
petroleum companies, Chevron has established close and trusting partnerships with 
more than 70 nations. Partnerships that have been nurtured by observing local customs 


and learning local languages. At Chevron, we've 


Chevron 
long understood that the best way to work together Chevron 








is to respect what makes each country unique. The symbol of partnership. 


http://www.chevron.com 





Physical harassment. Deportation. Imprisonment without trial. 

In some countries, these are the rewards that await those whi 
attempt to tell the truth. 

Many governments consider that honesty is not the best policy 
Indeed, some will go to any lengths to conceal their record. 

The national press is censored. Foreign media are banned. Th 
reasonable question becomes a treasonable offence. 

Such secrecy makes life difficult for us, but not impossible. 

At the Economist Intelligence Unit, we monitor the politica 
economic and trading conditions of more than 180 countries. 


We have built up a unique worldwide network of more than 5C 





rseas contributors, 
i lead to another. 


intelligence-gatherers, some of whom have risked their livelihoods. 





even their lives, to assist us. 

Their findings are rigorously checked by our own regional experts, 
then edited into a range of EIU publications. 

For details, call Amy Ha in our Hong Kong office on (852) 2802 7288 
or Lela Abdullah in our Singapore office on (65) 536 2240. 

Alternatively, you can visit our website at http://www.eiu.com 

Whether vou are a minister or manager, we can provide you 
with insights and analysis you are unlikely to discover elsewhere. 


Unless, of course, you are prepared to jump "The Economist ELU 
; : ~ Intelligence Unit 4^ 
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LETTERS 


Str—Your article on shareholder- 
voting (October 3lst) asks the 
reader to "imagine a democracy 
where almost nobody votes and 
a coterie of tycoons runs the 
country". Well, think of America, 
where voter turnouts are notori- 
ously low and anyone seriously 
trying to get elected to public 
office needs either to be a mil- 
lionaire or to have one bank- 
rolling hisor her campaign. 
Your concern about the exis- 
tence, in much of Europe, of “a 
capitalist economy in which 
owners have almost no say over 
who manages their capital and 
how" raises a wider issue about 
the relationship between democ- 
racy and capitalism. Although 
you say that the owners of capital 
should have more control over 
who manages it, the behaviour of 
financial markets over the past 
year or two suggests that the 
“managers of capital” need to be 
made more accountable, not 
only to their shareholders, but to 
the people whose lives are dra- 
matically affected by their deci- 
sions. Imagine a place where the 
concern for the “democratic 
rights” of the owners of capital 
extends to a concern for the 
democratic rights ofall citizens. 
Sydney MARK BERGER 





Wall Street bulis 


Sig—There was a major error in 
Alan Mecklers letter (November 
14th). The Wall Street Journal 
interactive edition did not have 
600,000 unique monthly visitors 


The Economist, 25 St James's Street; London SWIA 186 


when it was a free site. Rather, it 
had this number of registered 
users (some of them unique and 
many of them one-time visitors) 
over a full year as. a free site. In 
fact, today, the number of aver- 
age daily users of the interactive 
journal as a paid site is nearly 
twice the highest level itachieved 
as a free site. 


RicHARD TOFEL 
Dow Jones & Co 


New York 





Bungling chaebol 


Sir—Your leader on South 
Korea’s chaebol (November 14th) 
points to corruption as a prob- 
lem that “still needs tobe cleaned 
up”. But the real problem with 
the chaebol has been poor quali- 
ty business decision-making. 
They have made many invest- 
ment decisions that a class of 
first-year MBAS would have reject- 
ed. South Korea will not recover 
until the managers who made 
these decisions are removed or 
educated. Corruption, if there is 
any, is a sideshow. 
ANDREW CAMPBELL 
Ashridge Strategic 
Management Centre 


Directionless Europeans 


Sir—Your illustration (“Europe 
swerves left", October 31st) 
depicts the gu as a car that over- 
turns to the right when it has 
elected to turn left. You may, 
however, have overestimated its 
ability to turn at all. A car driven 
by the European Central Bank 
and politicians, each wanting 
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FAX : 0171 839 2968 


turns controlling the front wheel, 
would illustrate your leader bet- 
ter. Such a car may grind to a halt, 
but would probably not over- 
turn. Whatever, 1 am happy to be 
outofit. 
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Church of cards 


Sir—Like many others, your arti- 
cleabout the future ofthe Church 
of England (November 7th) con- 
fuses. evangelism with evangeli- 
calism. Evangelical Christianity, 
home of Alpha and Nicky Gum- 
bel, is so attractive because it 
offers certainty in an uncertain 
world, Cut-and-dried answers 
just wait to be discovered in the 
pages of the Bible. Unfortunately, 
questions about life, the universe 
and everything require a more 
sophisticated response than the 
superficial certainties which Mr 
Gumbel and his friends offer. 
Still less does their version of the 
faith reach out beyond their mid- 
dle-class audience, failing in the 
ministry of evangelism which 
you correctly highlight as a prior- 
ity forthe church. 

As a trainee priest in the 
Church of England, | am more 
convinced ofthe basic honesty of 
a religion which embraces doubt 
as a necessary part of faith, 
admitting the limits of what 
mere human beings can know 
about the fundamental truths of 
our existence. This faith is, quite 
incidentally, more likely to 
ensure thesurvival ofthe church. 
Cambridge Jonn PAUL Hoskins 


Dances with bears 






E-MAIL : letters@economist.com 


The few existing casino-enriched 
tribes are not spreading their 
wealth, preferring to spend their 
gaming profits on their own 
needs. Yet, expecting them to 
share this new-found wealth is 
akin to asking Maryland to share 
its lottery proceeds with New 
York state. 

The bulk of support and grass- 
roots assistance programmes for 
struggling Native Americans 
comes from small individual 
donations through charities like 
ours. Sadly this support has fall- 
en dramatically. Our affiliate, 
Running Strong for American 
Indian Youth, reports a 50% drop 
in donations largely due to the 
myth that casino profits negate 
the need for such fund-raising. 
This makes an already desperate 
situation even worse. 

PAUL KRIZEK 
Christian 
Relief Services 


Lorton, 
Virginia 


Night-mayor 


Sir--Bagehot (November 14th) 
states that Tony Blair “has every 
reason to deny Ken Livingstone a 
platform” as mayor of London 
because of his past and, perhaps, 
his present hard-left credentials. 
But although Mr Blair may have 
reason to wish that Mr Living- 
stone does not become mayor, it 
is grossly undemocratic for him 
to try to deny him the Labour 
nomination by rigging the selec- 
tion process. If the case against 
Mr Livingstone is so good, let Mr 
Blair make it to London’s Labour 
voters so that they will not nomi- 
nate him ina fair primary. 

London. ANTHONY RALSTON 
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Regulatory Affairs 


A range of opportunities for Regulatory experts and 
Economists in telecommunications in the UK and Overseas 


Cable & Wireless is one of the world's leading You must have experience in supporting a wid« 
international telecommunications service providers range of commercial initiatives in a global and 


Our businesses provide over 17 million customer: rapidly changing environment. These are high 


in over 70 countries with a complete range of profile and demanding roles and regulatory 


expertise in the international telecommunication: 
integrated communications services. We are F , 
: market will be essential. Specific experience of 
focused on growth, increased efficiency and building : f F 
regulatory iss in one of the following regions 
ur brand identity in our chosen markets 
the Caribbean, Middle East, US and Europe - will 


ire currently seeking to enhance the be a considerable advantage 


capability of our regulatory team by appointing You must have a first degree, and a further 


high calibre regulatory experts and economists qualification in bw, economics or telecommunications 
to develop and implement our regulatory From your 5-8 years’ plus experience in either a 
strategy for the support of our growing global gulatory or economic position in the 

ind regional business telecommunications sector, you will have a 


thorough knowledge of the marketplace and a 

We have a range of opportunities for regulatory 

, commercial orientation. Excellent 

ivisors 3 orn c sts sitions " 

Ov any nomic analysts, with positions communication and advocacy skills are essential 
based in London, Brussels and Jamaica. These rok 

Please send your CV together with a covering 

will have a regional focus supporting busine: in 

R letter indicating your current salary and a 


> Europe the Middle East and the Caribbean. You daytime telephone number, to Sue Alford 
Human Resources, Cable and Wireless plc 


= regulatory tssues and devising innovative solutions Rochdale House. 128 Theobalds Road. London 


will be instrumental in providing leadership on 


1s well as developing, communicating and WCIX 8RX. The closing date for applications 


CABLE & WIRELESS implementing Group-wide policie I Ith December 1998 


EVERY YEAR THE WORLD BECOMES 
A SMALLER PLACE 


In 1992, a group of the world's leading search and selection firms came together to form 


INAC. This International Network of Associated Consultants is a unique federation of 
executive recruitment consultancies with member firms now covering both Western and 
Eastern Europe, Southern Africa and North and South America. Our aim is a simple 

one - to combine the expertise we have developed in our respective 

national markets to provide a truly international and unrivalled 


recruitment service at middle and senior management levels. 





For more details about the range of services available please call 
Michael Herst at HW Herst Austin Rowley, the London INAC 
member on: +44 (0)171-629 1223 * www.inac-global.com 


|. 
INTERNATIONAL NETWORK 


INAS) 


ASSOCIATED CONSULTANTS 


BELGIUM * BRAZIL * FRANCE * GERMANY * ITALY * POLAND * PORTUGAL 
SOUTH AFRICA * SPAIN * UNITED KINGDOM * USA 
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The Office of the Chief Economist (OCE) of the Inter-American ' 
Development Bank, the oldest and largest regional multilateral 
development institution based In Washington, DC, is in search of 
candidates for: 


Senior Research Economists 


OCE is a cohesive group of economists that performs research on key 
development policy Issues; supports the research of a network of nearly 250 . 
research institutions in the region; publishes annually. The. Economic and 
Social Progress Report, a thematically-focused comparative Socioeconomic 
analysis of the countries of the region, coordinates the Latin. American 
Network of Central Banks and Finance Ministries; participates in the lending 
and country-support strategy of the Inter-American Development Bank. 






















Requirements: Education: Ph.D. in Economics. Experience: At least eight 
years. of professional or academic experience in open economy 
macroeconomics, economics of regulation, or economics of social policies. 
:Jn'addition to applied research on Latin America, the positions involve policy 
advice to high-level. policy-makers in the region. Candidates must work in 
teams and have excellent oral. and written communication skills. Familiarity 
with. Latin American. policy issues is a plus. Languages: Proficiency In 
English; fluency in Spanish is highly desirable. 


‘Interested candidates are invited to submit their. CV, professional and 
academic references. and a letter of purpose explaining their intended 
contribution to. OCE, by December 15. 1998, Correspondence should be 
addressed to: 













Attention: GGP-SRE-TE; 
Inter-American Development Bank. Stop E0507; 
1300 New York Avenue NW, Washington, DC 20577 USA 
or FAX (202) 623-3014. 

For additional information on. the Office of the Chief Economist, please visit 
OCE online at Attp:/Avww.iadb.org. 

As a reflection of its commitment to, its borrowing member countries, the 
Bank may require staff to accept assignments in both country offices and: | 
headquarters. Only applications which best match the requirements of the 
position will be acknowledged. 


The IDB encourages gender equality in its hiring practices. 











Management Consultants 


Cast isan, intemational management consultancy providing technical 
assistance in Industrial Restructuring and Privatisation, Industrial 
Development and SME Development, Institutional Building, Export 
Promotion and. FDI. programs. Cast has significant experience in 
international technical. assistance. programs financed by the European 
Commission (Phare, Tacis, MEDA) and the World Bank. 


Cast is currently updating and expanding its register of international 
consultants in response to ever increasing business opportunities in the 
Mediterranean, Latin America and China. 


We are seeking highly qualified Project Managers and Sector Experts 
with a minimum 15 years experience of international programmes of the 
European Commission and World Bank. Candidates should have 
relevant experience in the following industrial manufacturing sectors: 


* Textile and Clothing * Leather and Leather Products 

* Woodworking and Furniture * Mechanical and Machinery 

* Food Processing * Tourism 

All candidates should be fluent in English and/or French and/or Spanish with 


proficiency in Arabic and Chinese advantageous. Excellent computer skills, 
EU and above mentioned area citizenship are prerequisite. 


Interested candidates should register for project opportunities by sending 
detailed CVs with references (EU format) by fax or e-mail to: 


Cast Management Consultants 
Via Vecchio Politecnico 3, 20121- Milan, ITALY 


Tel: (39).02 77796.1 Fax: (39) 02 77796.255 
E-mail: castint@ micronet.it 





Manager: Economic Regulation and Competition Policy 


The Civil Aviation Authority is responsible for the safety and economic regulation of the British Civil Aviation industry. 


The position: 

Package in excess of 
£560,000 plus 

performance-related 
bonus scheme 


key outputs:- 


You will lead and manage a team of around ten people, together with contractors, to produce the following 


* The five yearly price and conduct reviews of BAA's London airports and Manchester Airport. 
* Advice on the pricing, efficiency and capital expenditure plan of the National Air Traffic Control Service ple 


(and potentially, undertake the five year price review of NATS following the proposed public-private 


partnership for NATS). 


CENTRAL LONDON 
Economic The attributes sought: 

REGULATION 
GROUP 


* Advice on competition policy issues and complaints in the aviation industry (including, potentially, the use of the 
CAA’s concurrent competition law powers). 


* You will have demonstrated leadership and management abilities and competencies. 
* You will be able to lead, integrate and develop your team to ensure that high quality financial, economic and 
legal skills are available and are applied to the production of the above outputs. 


* You will have demonstrated a proactive, problem-solving approach and be able to communicate effectively and 


manage key relationships well. 


The contract: 


opportunities for the right candidate. 





* You are likely to have a post-graduate degree in one of the above disciplines. It would be desirable that you 
have experience in the economic regulation field. 


We envisage a five year pensionable contract with attractive levels of remuneration including bonus 


Please send your CV with a covering letter to: Lucy Clarke, HQ Personnel, Room T1309, CAA House, 
45-59 Kingsway, London WC2B 6TE. Applications to be received by: 17th December 1998. 


THE CAA IS AN EQUAL OPPORTUNITIES EMPLOYER 
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XECUTIVE FOCUS 


Zone Manager Cote D'Ivoire 


Equatorial Africa 
Based Abidjan 


Excellent package 


Rothmans Intemational is one of the world’s leading 
tobacco companies, with operations in over 160 
countries and territories around the world and a group 
turniover in excess of £8 billion. The company has an 
impressive portfolio of quality brand names. Rothmans, 
Peter Stuyvesant and Dunhill are in the workd's top 15 
international cigarette trade marks. 


The continent of Africa represents an area of 
considerable strength for the Group and despite major 
marketing challenges, there is enormous potential for 
business development. 


The role of Zone Manager Cote Divoire is a key one 
within the Equatorial Africa Business Unit. This high 
profile position has full responsibility for the important 
markets of Cote D'Ivoire, Gabon and Burkina Faso, in 
addition to the Cemac countries of Congo Brazza, 
Cameroon, Tchad and CAR. Leading a team of four 
expatriate managers you will be tasked with the 
delivery of a range of business objectives. You will 
ate the future strategic direction of all 

jal, political and marketing activities in this 

in order to bring the most benefit to the 
company, in what is a constantly changing and 


demanding market environment, This will include 
Continuous contract negotiation with joint venture 
partners, product specifications, quality controls and 
appropriation of marketing budgets. You will also 
identify new business opportunities that will add 
commercial value to the region. 


A graduate, you are likely to have at least eight years 
experience from a major FMCG company. You are 
currently a General Manager or ideally an Area 
Manager in charge of more than one market, You 
must display an affinity with the region and ideally 
have lived and worked in Francophone Africa. Man 
management and control of a large marketing budget 
are key requisites. You will have advanced strategic 
and analytical skills in combination with excellent 
negotiation and communication abilities. An 
appreciation of manufacturing processes, importation, 
taxation and an understanding of the laws of the 
region will be of added advantage. Fluent French and 
excellent English are essential. 


In addition to a highly attractive basic salary, there is à 
comprehensive range of benefits and, where 
necessary, full relocation benefits. 





Please write immediately in the first instance with CV and current remuneration to The 
Nichols Consultancy, 10 Eghams Court, Boston Drive, Bourne End, Bucks, 
$L8 SYS ENGLAND, Fax on: (+44) 1628 810829 or email on: tim@nichalsconsultancy.com : 


EMERGING MARKETS : 


ECONOMETRIC MODELLER 
LONDON 


We invite applications from candidates with a post graduate qualification who have a strong grounding in 
econometrics and extensive applied modelling experience. Some programming experience in C/C++ would be 
desirable, though not essential. Financial market experience would also be desirable, although candidates from 
international financial institutions, economic research organisations or academic institutions are encouraged to 
apply. The selected applicant will work under the Chief Emerging Markets Economist and help develop 
econometric trading models for emerging market financial assets. Candidates should be willing to work under 
close direction while at the same time be able to perform key tasks without requiring intensive supervision; 


This is an unusual opportunity to have a direct impact on trading decisions. Ref: EM8089/E 


RESEARCH ASSOCIATE 
NEW YORK 


We invite applications from economists who are familiar with standard econometric techniques and have some 
quantitative experience. The selected candidate will be responsible for developing and maintaining an emerging 
markets database comprising both financial market and macroeconomic variables, and supporting the analytical and 
applied work of the emerging markets economics team. Previous experience with database construction and 
Ut à management, and some programming experience would be desirable, though not essential. Ref: RABOB9/E 
OSITLIONS: ; : 
To apply for either of these positions, please send a covering letter and full Curriculum Vitae in 
strict confidence, quoting appropriate reference to the Managing Director, ACP Recruitment 
Consultants, 2 London Wall Buildings, London Wall, London EC2MSUX. 
Tel: 0171 588 3576. Fax: 0171 638 9216. 
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World Vision 


World Vision is a Christian organization and one of the leading 
aid agencies, working in over 100 countries and assisting over 
50 million people in their struggle against poverty, hunger 
and injustice. 


National Directors 
in Africa 


(Current vacancies and other positions to open over next 6 months) 


We are seeking professionals who desire to use their proven 
senior leadership and management experience to partner with 
people and communities in vulnerable circumstances through 
emergency relief and long-term development programmes. 


As National/Programme Director you will lead, develop and 
manage the implementation of all aspects of World Vision's 
relief and development work in country, You will represent 
World Vision to project partners, international and local 
government representatives, and other private agencies, In 
addition, you will be responsible to develop and implement 
country strategies, annual operating plans, management plans, 
and budgets to ensure accordance with World Vision standards. 


Good business management and interpersonal skills, ability to 
build relationships at all levels and implement effective 
performance management are important requirements. 
Excellent communication skills, both verbal and written, as well 
as negotiation and administrative abilities are also required. 
Must be in full accord with the organization's core values. 
Requires a 3-5 year commitment. 


REGIONAL REQUIREMENTS: 


West Africa — French speaking, significant multi-cultural 
leadership. Proven team leader, demonstrated ability to create 
effective working environments, and facilitator. Minimum of two 
(2) years on the ground development experience in West Africa. 
Current vacancy in Franco phone country. 


Southern Africa ~ Portuguese speaking, strong marketing and 
development skills, proven analytical/problem solving abilities, 
minimum of five (5) years on the ground relief experience in 
Africa, Familiarity with US AID grants is critical. 

Immediate vacancy in Angola. 


East Africa - Knowledge of Swahili, Arabic or French a plus. 
Experience with relief and development programming in 
conflict zones. Able to work effectively in war zones with limited 
or no formal infrastructure. 

Immediate vacancies in Sudan and Somalia. 


Our compensation packages are commensurate with leading 
international NGOs. Only top professionals need apply. 


Send CV to: Africa Recruitment Manager 
World Vision, Box 56527, Nairobi, KENYA. 


Fax: 254-2-442201 E-mail: jacqueline brown wvi.org 
For information visit our website: http://swww.wvi.org/contact.html 


BANK OF BOTSWANA 
DIRECTOR, RESEARCH DEPARTMENT 
The Bank of Botswana invites applications from 
suitably qualified persons for the position of 
Director, Research Department. The incumbent 
will be the Head of Research Cadre and responsible 


to the Governor, through the Deputy Governor, for 
the direction and management of the Department. 


Qualifications and Experience: 


The applicant must possess a Master's or higher 
degree in Economics, plus at least four years of 
suitable work experience at the level of Deputy 
Director in a research or academic institution; 


The successful candidate must possess particular 
strength in macro-economic research, especially in 
such areas as monetary, fiscal and international 
economics. He/she should be able to conduct, 
supervise and direct research, as well as assist in 
policy formulation. Work experience in a Central 
Bank, a Ministry of Finance and Development 
Planning or an appropriate international 
organisation, and knowledge of quantitative 
techniques would be an added advantage. 


REMUNERATION PACKAGE 


The Bank offers a competitive compensation 
package which includes: 


Attractive Salary; 

Contributory Pension Scheme for citizens; 

Tax free Gratuity for non-citizens; 

Optional Contributory Medical Aid Scheme; 
Various Staff Advances (Motor Vehicle and 
Housing Loans); 

Reasonable relocation costs, where necessary; 

Car Allowance at 15 96 of Basic Salary; 

Group Life Assurance and Group Accident Cover. 


Applications, including a Curriculum Vitae, the 
names and addresses of three referees, certified 
copies of educational certificates, as well as 
academic transcripts should be received by 
December 11, 1998 and sent to the address 
below.- 


The Director 

Administrative Services Department 
Bank of Botswana 

Private Bag 154 

Gaborone 

BOTSWANA 


Fax: 09 (267) 301100 
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TRADE LAW AND POLICY ADVISORS 
IN THE FORMER SOVIET UNION 


] The Commercial Law Development Program of the US Department of 
Commerce seeks experienced attorneys and economists to serve as 
advisors to Trade Ministries in the former USSR, Positions are currently 
available in Russia and Moldova and a position will be available in 
Ukraine mid-1999, 


Resident Advisors will be stationed in-country for one year or more. They 
will provide technical assistance on GATTAVTO and other trade policy 
;issues. Salaries are commensurate with those of US Government officials 

with comparable responsibilities, and overseas benefits are provided as 

appropriate. Successful candidates will have significant expertise in 

4GATTAVTO issues (particularly accession), outstanding managerial and 
interpersonal skills and knowledge of the region. Prior Resident Advisors 
generally have had 10 to 30 years of relevant trade law and policy 
experience. Significant experience in public and private sector policy- 
oriented work, overseas experience, and local language proficiency are 
highly desirable. US citizenship and a JD or Masters degree in economics 
or a related field are required. 


Applicants should submit a cover letter specifying their areas of technical 
expertise, the position(s) for which they wish to be considered and à 
resume by close of business on Monday, December 14, 1998, to: 


Commercial Law Development Program, Office of the General Counsel, 
US Department of Commerce, Mailstop 5876, 
14th and Constitution Ave., NW, Washington, DC 20230 
(Attn: Resident Advisor Program). 


Facsimile submissions are welcome; send to fax number (202) 482-3244. 
Applications will be considered and positions filled on a rolling basis. 
Only successful candidates will be contacted. Application materials will 
not be returned. The US Department of Commerce is an equal opportunity 
employer; minorities encouraged to apply. 





The Inter-American Development Bank, 


in Washington, DC, has an opening for an: 


Environmental Economist _ 


To work in Washington, DC, with Mexico. Central America, Dominican 


Republic and Haiti, As part of the division's environmental team, Individual 11. 


will: a) identify, analyze, and evaluate project financing requests related to 
sustainable forestry, land use and conservation planning, watershed 
management. and related rural development issues in the Region; b) 


undertake analytic studies of public policies with particular impact. on T: 


environmental quality in these countries; c) provide strategic advice to 


government officials on innovative mechanisms to finance conservation and: |. 


pollution control, including emissions. permits and trading, eco-tourism, 
green labeling, and other market Instruments; and d) assist with 
environmental review of projects financed by the Bank in.the Region. j 


REQUIREMENTS, Master's degree In Economics or related discipline: 


(Ph.D, Preferred), with a minimum of six years of relevant experience. 
English and Spanish fluency required. Knowledge of environmental analysis 
techniques such as geographic information systems, remote-sensing 
instruments and interpretation of environmental data is required; as well as 
with methods used to evaluate economic costs and benefits of projects, 
including cost-benefit analysis, contingent valuation, and hiedonic pricing. 


Applications must be received by December 15, 1998. Send resume in 
duplicate with a cover letter and salary history to: 


Inter-American Development Bank. Stop E0507, NA-EE-TE 
1300 New York Avenue NW, Washington, DC 20577- USA 
or FAX (202) 623-3014. 


As a reflection of its commitment to its borrowing member countries, the 
Bank may require staff to accept assignments in both country offices and 
headquarters. Only applications which best match the requirements of the 
position will be acknowledged. 


The IDB encourages gender equality in its hiring practices. 


PYRAMID RESEARCH 


The Econ§mist Intelligence Unit 


Pyramid Research is the telecommunications research division of the Economist Intelligence Unit, a member of the Economist Group. We are growing our 


existing business and expanding into new regions. To accomplish this growth and expansion, Pyramid is looking to fill several key positions. 


| Research Director, Eastern Europe, CIS, Africa and The Middle East 
| This person would be responsible for managing and training a team of 4 people covering the telecommunications markets in Africa, The Middle East, 
Eastern Europe and NIS. Responsibilities include product development, forecasting, client presentations and database management. 


| The ideal candidate would possess: 


* "Masters degree in Economics, Public Policy, International Business, or related field. 


ioie Minimum of three years experience in telecoms, or related industry 


a «Regional experience in Africa, the Middle East, Eastern Europe, or the CIS countries. 


- | Research Director, Western Europe 


* Ability to set and achieve deadlines 
* Proven Managerial experience 
* Fluency in French, Arabic, Russian, or Hungarian a plus. 


This person would be responsible for developing and managing a three person team covering the telecommunications market in Western Europe. 
Additional responsibilities include product development and definition, forecasting work, database management and client presentations. 


The ideal candidate would possess: 


«Master degree in Economics, Public Policy, international Business or related field 
* Minimum of three years experience in the W. European telecoms industry 


* Fluency in German, French, Italian or Spanish is a plus 


Research Director, North America 


* Proven managerial experience 
* Solid understanding of telecoms technology 
* Ability to set and achieve deadlines 


We are looking for someone to expand the companies research capabilities into new technology areas. This individual would be responsible for managing a 
team of two covering the telecommunications market in North America. Additional responsibilities include product strategy and definition, forecasting work, 
database management and client presentations. The ideal candidate would possess: 


* Masters 


degree in Economics, Public Policy, International Business or related fieid 
* Minimum of three years experience in the US telecommunications industry 


* Ability to set and achieve deadlines 
+ Solid understanding of Datacommunications technology 


: Pyramid Research is an equal opportunity employer offering a competitive benefits package. 


Please send resume and salary history to: Karen Caines, Human Resources 
Pyramid Research, 58 Charles St, Cambridge, MA 02141 


PYRAMID RESEARCH 
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Or send it to: Jobs@pyr.com (word 6.0) FAX: 617-494-8898 www.pyr.com 


the oldest and largest regional multilateral development institution based: |) 





World Trade Organization, Geneva 


Senior Lawyer - Appellate Body 


The World Trade Organization in Geneva is seeking a senior trade 
lawyer to provide legal support to the Appellate Body, which hears 
appeals from WTO dispute settlement panels. Under the supervision 
of the Director of the Appellate Body Secretariat, the incumbent 
will assist the Appellate Body Members in the conduct of appeals; 
prepare legal opinions and analyses of the WTO Agreement and 
dispute settlement procedures; and research and draft reports and 
legal materials as required in the fields of international trade and 
public international law. 





Applicants should have an advanced university degree in law, 
including studies in international trade law and public international 
law, generally; a minimum of 10 years of relevant practical 
experience, preferably including litigation; excellent knowledge of 
legal and economic issues relating to the WTO Agreement; and 
practical experience with international courts or other judicial or 
quasi-judicial bodies. Excellent knowledge of English is required, 
including ability to draft legal documents accurately, concisely and 
clearly. Ability to work in French or Spanish is an advantage. 


The appointment. will be for a fixed term of two years. Conditions 
of service are of an international standard, and include a full 
expatriate package. An application form may be requested from: 


Personnel Division, 
WTO, Centre William Rappard, 
Rue de Lausanne 154, 
1211 Geneva 21, Switzerland 
Tel. +41-22-739.57.02 
Fax: 441-22-739.57.72 
WTO Website: www.wto.org 


Applications should be received by 11 January 1999, 











Property Division President 


A major Asian conglomerate is seeking a seasoned senior-level 
executive to become the Division President of its multi-billion dollar 
property development division. The position will have overall 
responsibility for several subsidiaries involved in planning, 
construction, marketing, sales and management of commercial and 
residential properties. A major short-term objective will be to review 
the division's development plans and marketing strategies with the aim 
of stimulating interest and demand and identifying opportunities for 
joint ventures and strategic partnerships. The successful applicant must 
have a proven track record in successfully developing large-scale 
properties, excellent industry contacts and substantial experience in 
project management and property finance. 
















While previous experience in Asia would be an advantage, it is 
essential that the individual be capable of working in a multicultural 
environment and adapting concepts and ideas to meet local needs and 
prevailing conditions. 








Anyone with less than ten years of industry experience handling multi- 
million dollar projects in a seníor managerial post is unlikely to have 
the requisite experience for this position, While a relevant educational 
background is important, comparable experience in property 
development will be given equal consideration. 









The remuneration package will reflect the importance of the position 
and will be attractive to the right internationally recruited person. 





This is a unique opportunity for an individual with the ambition to help 
develop and manage a high profile company of national importance. 





For more information, or to submit your application, please send a 
cover letter, detailed CV and salary history to 
jmccoy@alumni.ksg.harvard.edu. Only short-listed candidates will be 
notified. Consideration of applications will begin immediately and will 
continue until the position is filled. 







TANZANIA: HEALTH AND NUTRITION PROJECT 


INVITATION FOR *EXPRESSION OF INTEREST" TO PROVIDE CONSULTANCY SERVICES IN TANZANIA 
NATIONAL HEALTH ACCOUNTS EXERCISE 


The Government of the United Republic of Tanzania with funding from IDA credit under the Health and Nutrition Project, is planning to conduct a National 
Health Accounts (NHA) exercise that will provide comprehensive data on the sources and uses of health sector expenditure in the country. The results of the 
NHA exercise will be used by the Government, donors and other funding agencies to improve resource planning and budgeting in the health sector, The 
Ministry of Health is inviting interested and capable consultants to submit statements of interest in the conduct of the Tanzania NHA. 


The expected consulting assignments involve: 


(a) Technical assistance to generate, collate and analyze data on government health expenditure, donor health expenditure, private sector health 
expenditures, and household health expenditures. The selected consultant is expected to work with Tanzanian government and private - sector institutions 
and staff in data gathering and analyzing and institutionalizing the NHA so that it becomes a regular activity. 

Development of a spreadsheet or database model to capture and analyze the sources and uses of Tanzanian health expenditures. 
Development of a manual to document the NHA data-gathering and analytical processes and to document the definitions, formulae, ratios and other 


technical information used in the NHA. 


(d) Holding of workshops to orient Tanzanian counterparts in the conduct of the NHA, explain NHA methodologies, monitor data-gathering activities, 
analyze results and disseminate and use findings for Tanzanian planning and budgeting. 
(e) Synergy with similar activities in the rest of the world to expose Tanzanian counterparts to state-of-the-art NHA technologies and processes and to forge 


relationships with partners from other countries. 


Qualifications: The contract will be awarded to a reputable institution or firm, internationally recognized with great exposures to health related researches or 
any other solid knowledge of survey/research techniques and experience in designing surveys and researches in developing countries. Proposals must 


indicate the qualifications of the personnel to be engaged in the consultancy. 


The consultant will provide technical advise to the National team in gathering information and data on health expenditures. 


Terms of appointment: The contract will be for six months. It will involve an extensive travelling in Tanzania with a possible residency in Dar-Es-Salaam. 
The Tanzanian NHA is planned to be conducted soonest and all activities must be completed by June 30th, 1998, 


Shortlisted applicants will be sent detailed TORs for their proposals. 


Deadline for the submission of "expression of Interest" is 18th December, 1998 at 02.00 p.m. local time. 


Permanent Secretary, Ministry of Health, 
P.O. Box 9083, Dar-Es-Salaam. 
United Republic of Tanzania (Att. of Project Coordinator, Health and Nutrition Project, Comp.1) 
_ Fax No. 255-51 139951 
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‘PYRAMID RESEARCH 


The Economist Intelligence Unit 
Director of Marketing 
: Pyramid Research, the telecommunications research and consulting 


livisionofthe Economist Intelligence Unit, is seeking an innovative 
and dynamicindividual to spearhead our growth. 


c[Withoverallresponsibilityfor our marketing activities worldwide, the 
_ | main goal will be to meet and exceed the marketing contributionof 

_ pour Report and Newsletterbusiness. Duties will include managing 

- | and training a staff of 4; recruitmentand retention of customers; 

_ | management of book agents; development and implementation of 
- | vigorous marketing plans and budgets; and liaison with our growing 
| | sales department. 


|The ideal candidate would have: 
-aminimum of 3 years’ experience as a marketing manager in a 
related industry 
5 years experience with direct marketing 
familiarity with database marketing, listselection, testing and 
fulfillment, PR and electronic marketing 
excellentcommunicationskills (languagesa benefit), and proven 
writing and editing skills are essential. 


PyramidResearchis an equalopportunityemployer. To learn more 
aboutus please visit our website at www.pyr.com. 


Please send resume and salary history to: 


PYRAMID RESEARCH Pax er-né epy com (word 60) 








Wharton 


Dean 


The Wharton School of the University of Pennsylvania invites nomi- . e 


nations and applications for the position of Dean. As the chief execu- 
tive of the School, the Dean is responsible for overseeing thé stand 
ing faculty of nearly 200, associated faculty of 65, eleven academic 
departments, and 18 research centers. The Dean also oversees the 
School's top-ranked degree programs: the undergraduate program 
with 2,500 students; the MBA program with 1,800 students; and the 
doctoral program with 200 students; as well as the School's executive 
education division with 9,000 participants annually. The Dean reports 
to the Provost of the University of Pennsylvania and interacts directly 
with the President of the University. — — 

The Wharton School, established in. 1881 as the nation's first col- 
legiate school of management, is recognized around the world for its 
broad strengths across many disciplines and for its innovative leader- 
ship in business education. It is one of the four undergraduate and the 
12 graduate schools of the University of Pennsylvania, With enrollment 
of more than 4,500 students in its degree programs, and 70,000 alumni 
in 120 countries around the world, Wharton is among the largest, most 
diverse, and most global of the major world business schools. 

The Dean should have a record of distinguished scholarship 
and professional achievement; significant academic leadership or 
executive management experience is required. The successful candi- 
date should expect to assume office on or before July 1, 1999. Letters 
of inquiry, application and nomination should be accompanied by a 
curriculum vitae. Correspondence may be sent to: 

Wharton School Dean Search Committee 

c/o Office of the Secretary, 100 College Hall 

University of Pennsylvania, Philadelphia, PA 19104-6380 


The Wharton School 
University of Pennsylvania 


DIVISION CHIEF FOR LOAN ACCOUNTING - 
AND BORROWER SERVICES 


- The World Bank, the leading multilateral organization in global 


“economic development, has a position available for a Division Chief for 


loan Accounting and Borrower Services. 


"The position is located in Washington, D.C. and is a key member of the 


Loan Department's Management Team. The Loan Accounting and 


Borrower Services Division (LOALA] is responsible for administering the 
loan accounts of IBRD and IDA borrowers on which there is respectively 


about $1070.S. billion and $78U.S. billion outstanding. Disbursements 
ate about $25U.S. billion and debt servicing about $180:S. billion per 
annum. The Division provides loan information to Bank units for 


operational, financing, disbursement and corporate accounting purposes. 


It also provides technical assistance to Borrower and Bank staff. 


The Division Chief provides the intellectual leadership for the primarily 
“professional accountant and business graduate staff. You will present 


challenges, include the development of new lending products based on 


currency pools, financial instruments and derivatives and incorporation 
of the Euro into the Bank’s lending activities. 


Selection Criteria 


* Qualified professional accountant (relevant Advanced degree preferred]. 


* Minimum 10 years business experience (preferably with a public 
accounting firm, major international financial institution or bank). 
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* Practical knowledge of systems applications, internal controls and 
accounting for complex financial instruments including hedge 
accounting, mark to market and familiarity with evolving accounting 
literature (esp. IASC and US GAAP] is expected. 

* Experienced Manager of multinational staff with good teamo, and. 
motivational skills as well as initiative and vision. Language skills; =< 
beyond English, are an advantage. Goad communicator at all levels: > 
inside/outside the Bank. 


Women and developing country nationals are particularly 

encouraged to apply. 

Applicants should send a detailed curriculum vitae, in English; within.2 
weeks of this advertisement, to: 


The World Bank 

Staffing Center, Room 85-039 

(Ref. DC/LOALA) 1818 H Street, N.W. 
Washington, D.C. USA 20433 

Fax: (202) 473-0901 

Email: ocsrecruit@worldbank.org 
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“T know it's late, but Id like some 
sushi. How far do I have to sof i 


wv Hotely m 





You needn't ever leave the comfort of your Four Seasons room to be transported by a talented chef. Room e 
service menus abound with regional selections: from deep dish pizza to striped bass without unwanted Se 
calories, to homemade chicken soup at | a.m. For the same breadth of choice in another unequalled ; j 
setting, visit our restaurants donnat stairs. The demands of bus siness demand nothing less. P hone Fot R SEASONS 
your travel counselor or in the U.S., 1-800-332-3442. Visit our web site: www.fourseasons.com P ode and Resorts 


Defining the arl of service al 40 hotels in 19 countries. 
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Ex-dictators are not immune 








OR General Augusto Pinochet, his regular 
_ 4. jJauntto London is this year turning intoa 
. nightmare. First an aching back forces him to 
| seek medical treatment. Then, as he lies still 
groggy after surgery, a squad of London po- 
<< licemen barge into his hospital room to de- 
liver an arrest warrant issued at the behest of 
some pesky Spanish magistrate. The British 
. government rudely i ignores his claim of dip- 
lomatic immunity. A respite comes when 
Thomas Bingham, England's Lord Chief Jus- 
tice, rules that the general enjoys legal immu- 
nity as a former head of state. But now, after 
weeks of legal argument, the judicial commit- 
tee of the House of Lords, Britain's highest 
court, surprises everyone, not least the general, by overruling 
Lord Bingham and declaring that he can be extradited to 
Spain after all. As if to add insult to injury, they do this on his 
83rd birthday. Is there no rest, or respect, for retired dictators? 
_ Until recently that question would not have sounded ab- 
surd. Plenty of dictators have enjoyed comfortable retire- 
ments, no matter what bloody deeds they committed while in 
power. They had little to fear from judges or lawyers. It looks 
«vas if those days are now coming to an end. The split 3-2 deci- 
-sion ofthe Law Lords reflects the complexity of the legal issues 
‘involved, and the unprecedented nature of the Pinochet case 
- (see pages 19-22). The decision of whether to extradite the gen- 
eral to Spain to face charges of crimes against humanity ulti- 
mately rests with Jack Straw, Britain's home secretary. But 
whatever General Pinochet's fate, the Law Lords’ ruling is a 
a giant step towards establishing the rule of international law. 
|o Overthe past 50 years, nations have agreed a range of trea- 
S ties outlawing the systematic murder, torture and arbitrary 
. imprisonment perpetrated by General Pinochet and his sort. 
. Many of these treaties explicitly rule out immunity for any 
- Official, including a former head of state. But these provisions 
. have rarely been translated into national laws or applied by 
national courts. The perverse result has been that anyone who 
- commanded the murder of thousands had nothing to fear 
_ from the law, while the murderer of a single person could be 
. pursued to the ends of the earth. 








Trials for tyrants 

General Pinochet's arrest, and the Law Lords’ judgment, are 

the latest signs that countries are no longer willing to tolerate 

this. The setting up of the Yugoslav and Rwandan tribunals 
. five years ago were the first attempts by the international 
community since Nuremberg to put on trial those accused of 

egregious human-rights abuses. This week the British govern- 
- ment backed the idea of setting up a similar tribunal to try 
Saddam Hussein in the unlikely event that he is ever appre- 
hended after being toppled. Last July 120 nations backed the 
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establishment of a permanent international 
criminal court. 
In General Pinochet’s case, individual 
countries have also shown themselves more 
willing than ever before to put a tyrant on. 
trial. Relatives of victims and survivors of. 
General Pinochets brutal regime are scat- 
tered throughout Europe. At their urging, ` 
prosecutors across the continent have 
launched proceedings. France, Switzerland 
and Belgium are now also seeking the gener- 
al's extradition. Authorities are pursuing in- 
vestigations against him in Germany, Luxem- 
bourg, Sweden and Italy as well. 
Nevertheless, the attempt to bring the 
world's greatest criminals to justice is only just beginning. It 
may be years before the planned permanent international 
criminal court is established. As the close decision by the Law 
Lords makes clear, much also remains to be done to give na- 
tional judges the tools to apply international law. 
But the biggest hurdle will be persuading those who op- 
pose the entire effort as Utopian, or dangerous. Their most 
common objection is that, once former leaders are subject to 
trial, every leader will have to fear being ensnared by the same 
legal net. Yet the chances of this happening are remote. As the. 
Pinochet case has shown, mounting an international pros- 
ecution is enormously difficult even when there is plenty of 
evidence of wrongdoing. What's more, international arrests 
and extraditions remain as much a political as a legal pro- 
ceeding. Courts can only rule whether they are legal. Political 
leaders everywhere have the final say about whether they go. 
ahead. Ifa rogue prosecutor somewhere demands the extradi. 
tion of Margaret Thatcher or George Bush on bogus charges, 
politicians have the power to veto the move. 





The price of impunity 


A more substantive objection is that General Pinochet’s arrest 
in Britain or extradition to Spain may upset a fragile transi- 
tion to democracy in Chile, and discourage future dictators 
from handing over power. Some of the general’s supporters in 
Chile have predictably expressed outrage at news of the Law: 
Lords ruling. There could yet be violence. Eduardo Frei, 
Chile's democratically elected president, pledged to continue 
his government's efforts to get General Pinochet released. Un-.: 
like British judges, Mr Straw will have to weigh the conse- 
quences for Chile of extraditing the general to Spain. He 
should stand up to official protests. Most Chileans want the 
general called to account. If Mr Straw genuinely believes that 
Chile’s democracy will collapse under the strain, that might 
justify sending General Pinochet home. So far, though, there is 
no evidence for believing this (see page 47). 

Moreover, there is a strong countervailing argument: the 
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ease with which dictators have escaped any consequences for 
their crimes has encouraged more to seize power and to com- 
mit further barbarities. Latin America, in particular, has been 
plagued by military coups. If a dictator forces democrats to 
grant him an amnesty at home, as General Pinochet did, that 


is where he ought to stay. The rest of the world is not bound to 
grant a blanket endorsement to such bad bargains. Putting ex- 
dictators on trial carries short-term political risks. But this 
bloody century has shown that the long-term risks of impu- 
nity have been far more terrible. 





War of the worlds 


The merger of two of Microsoft’s keenest rivals does not undermine 


the government’s antitrust case against Bill Gates’s firm 


HIS week’s merger of America Online and Netscape 

Communications—the two pioneer firms that have done 
most to create the Internet as a mass-market medium for con- 
sumer services—is dramatic enough in itself. That both they, 
anda third company involved in the deal, Sun Microsystems, 
are the key government witnesses in the biggest antitrust case 
for a generation makes it even more so. And the question that 
is inevitably being asked, most loudly by Microsoft, the com- 
pany that the Department of Justice has accused of bullying 
behaviour and of abusing its near-monopoly of the pc operat- 
ing system, is whether this so changes the competitive land- 
scape that the trial should now be abandoned. 

Microsoft's counsel, William Neukom, claims that it 
proves what Microsoft has said all along: the computer indus- 
try is constantly shifting, competition is relentless and no sin- 
gle company can control the supply of technology. Microsoft 
is also eagerly drawing parallels between its case and the long 
antitrust war waged against IBM in the 1970s and 1980s, 
which lost relevance as power shifted—notably to Microsoft. 

But there are two problems with this argument. The first is 
that it has no bearing on the legality of previous anti-competi- 
tive conduct by the software giant. The second is that, rich in 
both symbolism and potential as the AOL/Netscape deal is, it 
does not instantly create a new powerhouse, let alone one 
that will significantly diminish Microsoft's overwhelming 
market power. Just about the only thing that has changed is 
that Netscape’s drawn-out struggle to survive as an indepen- 
dent competitor to Microsoft is no longer an issue. 


Awindow on Microsoft 
If anything, indeed, Netscape’s desire to do a deal with AOL 
simply confirms how ruthlessly successful was Microsoft’s 
strategy to eliminate it as a competitor (see page 69). Deprived 
of income from browsers by Microsoft's policy of giving away 
its rival Internet Explorer and then making it inseparable 
from the Windows operating system, Netscape has had to cre- 
ate alternative revenue streams. But its two remaining busi- 
nesses are not as strong as it claims. In the market for heavy- 
duty software that underlies corporate web pages and the 
processing of Internet transactions, it has suffered thanks to 
fears about the long-term viability of any company “targeted” 
by Microsoft. Although its heavily trafficked Netcenter “por- 
tal” site has, as the default page for Netscape's browser, pro- 
duced good revenue growth it too was threatened by the prob- 
able ultimate victory of Microsoft’s Explorer. 

There is in any case a terrible irony about the manner of 
Netscape’s demise as an independent company, which goes 
to the heart of the antitrust case. Two of the charges levelled 
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against Microsoft are that it entered into exclusive contracts 
and used its control of the desktop unfairly to disadvantage 
Netscape. Three years ago, Microsoft was determined that as 
many Internet and on-line service-providers as possible 
should distribute its Explorer browser exclusively; and it was 
prepared to make it worth their while to do so. 

The biggest by far was AOL, but it regarded Microsoft as a 
deadly rival because of the recently launched Microsoft Net- 
work (MSN) on-line service. AOL’s chief executive, Steve Case, 
had a number of bruising encounters with Microsoft. In one, 
he claimed, Bill Gates threatened either to “buy or bury AOL”. 
Mr Case feared that MSN would overtake AOL because the 
distribution of its software with Windows made it uniquely 
easy for subscribers to sign up. 

Yet by the spring of 1996, Microsoft was prepared to sacri- 
fice MSN to further its war aims against Netscape. In exchange 
for an exclusive deal to use Internet Explorer, Microsoft gave 
AOL its heart’s desire—equal billing with Msn on the desktop. 
Whatever AOL’s qualms about such a marriage of conve- 
nience, it has not looked back since; yet for Netscape, the pres- 
sure of competing with Microsoft has proved intolerable. In 
an interesting twist, AOL wants to continue with the equal- 
billing arrangement despite buying Netscape. Not for noth- 
ing has the Windows desktop been described as the world’s 
most valuable piece of real estate. 

As to the power of the combined AoL/Netscape, it will 
control two of the three most-visited sites on the web. More- 
over, AOL's strength in the consumer market (over 14m sub- 
scribers, with another 2m from its Compuserve subsidiary) 
should complement Netcenter's greater appeal to the busi- 
ness market. But marrying a media and a software company 
will not be easy. The introduction of Sun Microsystems, as a 
distribution partner for Netscape's software and a collabora- 
tor with AOL in developing cheap new Internet-access devices 
that use its Java programming language, is an extra complica- 
tion. Sun is vital to the deal’s success—but with no equity in- 
volvement, it is hardly locked in. 

AOLhas proved time and again that it is a formidable and 
highly flexible company, with a knack of reinventing itself 
when necessary. Netscape brings with it battle-hardened ex- 
perience and a deep understanding of the Internet. But 
against Microsoft's market domination, vast financial clout 
($17 billion in cash at the last count), technological prowess 
and strategic brilliance, there is no room for error. In short, 
and contrary to Microsoft's claims, the competitive land- 
scape that led to the government's antitrust case has not 
changed significantly as a result of this merger. 
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Most mergers disappoint. So why do firms keep merging? 


RISES come and crises go, but merger waves seem to go 

on forever. This week, as stockmarkets returned to heady 
levels, a swathe of big mergers as striking as any from earlier 
in the year were announced. Beyond the excitement, how- 
ever, the right question to ask is whether any of the mergers 
will make long-term sense. 

To generalise is, naturally, hazardous: each merger de- 
serves scrutiny on its own merits. Thus this week’s British 
takeover of BTR, a fading conglomerate, by Siebe, an engineer- 
ing firm, could prove sensible because it offers cost-savings; 
so, ifit happens, might a merger of Exxon and Mobil (see page 
70). But the takeover of America’s Bankers Trust by Germa- 
ny's Deutsche Bank, which has already lost a packet in invest- 
ment banking, looks bad (see page 89). Yet there are good 
common reasons for considering all the cases in this latest 
outbreak of merger mania with extreme scepticism. 

History is one. Academic studies of all of the big merger 
waves of this century have shown clearly that, although share- 
holders of acquired firms have tended to benefit, those in the 
acquiring firm have lost. That is mainly because the new 
merged companies perform badly. Efficiency gains from 
economies of scale or cost-savings prove elusive; the losses 
and managerial trouble associated with trying to make the 
merged companies work are all too concrete. But although 
this finding is widely accepted, even by ambitious managers, 
they often retort that they have learnt their lesson. 

There is, sadly, little evidence that they are right. That to- 
day’s mergers seem strongly correlated with the resilience of 
the stockmarket is itself a bad sign: when takeovers using 
highly rated paper are easy and cheap, the strategic thinking 
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behind them tends to be easy and cheap too. Those earlier 
studies suggest that mergers dreamt up late in the economic 
cycle and at the top of a bull market tend to fare particularly 
badly. As if to confirm this, few of this week’s mergers envis- 
age big cost-savings as their main objective (the link-up of two 
American insurers, Unum and Provident, may be an excep- 
tion). Even when cost-reduction is a target, the plans for realis- 
ing it are often worryingly sketchy. 

Indeed, the motivation behind many of the mergers is it- 
self disturbing. All too often it is a case of imitation: some- 
body else has done it, so we should too. Or it is a generalised, 
defensive fear: globalisation, say, or the arrival of Europe's 
single currency, are changing the economic landscape and 
making firms’ lives more uncertain—creating a strong incen- 
tive for the insecure to leap into bed with one another, the 
better to prevent their beds from being taken away altogether. 
Yet another disturbing piece of evidence is the troubles that 
have affected many of the mergers announced earlier in the 
year. The marriage of two drugs giants, Glaxo and SmithKline 
Beecham, was called off even before it reached the altar; two 
big financial mergers, between Citicorp and Travelers and be- 
tween BankAmerica and Nationsbank, have recently run into 
well-publicised management problems. 

None ofthis means that all mergers are bound to be disas- 
trous. In plenty of industries, ranging from computer soft- 
ware to finance, size and global reach can be advantageous; 
and strong managers can often squeeze greater efficiency out 
of badly run rivals. But it does suggest that, especially in to- 
day's febrile market, all promises should be taken with a large 
pinch of salt. 





New Lords for old 


Farewell, Lord Bumbledom, hello Lord Crony? 


HEqueen's speech at the opening of Parliament is usually 

heard in silence. This year, however, something unprece- 
dented happened. When the queen announced that the gov- 
ernment would soon legislate to deprive hereditary aristo- 
crats of their right to vote in the House of Lords, there were 
sounds of approval from the Mrs at the back, and growls of 
anger from the Lords at the front. If you tell an assembly of 
turkeys that Christmas is nigh, you might expect to get a few 
squawks of disapproval. But Tony Blairs method of ending 
the absurd anachronism that gives the peers voting rights 
looks almost as if it is designed to maximise controversy. For 
itis planning to get rid ofthe hereditaries, before saying what 
it will put in their place. 

Instead of a definite scheme for a new second chamber, 
Labour is setting up a royal commission to decide on the next 
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stage of reform. Such a drawn-out plan lays Mr Blair open to 
charges that his real aim is to create a new “House of Cronies”. 
The Tories making these accusations are themselves open to 
charges of bad faith—they have been late and reluctant con- 
verts to Lords reform. But it is worth noting that well before 
Mr Blair took office, the Constitution Unit, an independent 
think-tank, gave warning that abolishing the voting rights of 
hereditaries before a blueprint for a reformed House of Lords 
was in place would be likely to make the reform process more 
partisan, and less likely to lead to a stable solution. 


A house of independents 


Even so, as things have turned out, Mr Blair's position may 
actually be the best option out ofa set of bad ones. The reason 
is not that a House of Cronies is a good idea, but rather that an 
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explicitly transitional arrangement looks necessary, given : 
that so many other elements in. Britain's constitutional ar- 


rangements are in flux—Scottish, Welsh and Northern Irish 
parliaments, possible electoral reform, elected mayors, possi- 
ble regional assemblies for England, and more. Even if a sup- 
posedly long-term arrangement were to be agreed upon, it 
would be unlikely to last long since so many of the other 
checks and balances are likely to change. 

A transitional arrangement must nevertheless satisfy 
three tests. First, it must be an improvement on the present 
arrangements; not only in the technical sense that the house 
no longer contains hereditary members but also that it is 
more able than the present one to use its powers of scrutiny 
and delay. Given Mr Blair's vast Commons majority, an effec- 
tive check from the upper house is more necessary than ever. 
Second, it needs to be set up with a *sunset" clause requiring 
its abolition and replacement after a set period, perhaps 
seven years, preferably on the basis of a referendum. This will 
not prevent it from living forever, but to make it do so will 
then require an explicit, open vote. And, thirdly, it ought to be 
a system that can be treated by the royal commission as a 
working experiment in one form of permanent solution. 

The government says that it will announce its transitional 
proposals in a white paper, but they will include the estab- 
lishment of an independent commission to nominate and 












vet new life peers. The important issue will be the relation- 
ship between this commission and the prime minister: the 
more members that he continues to appoint (or “nominate”), 
the stronger will be the “crony” accusation. It would be far 
better if this commission could be genuinely independent, 
perhaps even with commissioners elected in some way, or if it 
were a commission ofthe House of Lords itself. Better still if it 
were to make its nominations according to some openly pub- 
lished rules. 

And what might a longer-term arrangement look like? 
That depends on what has happened in the meantime. If the 
Commons were to remain with its current electoral system, 
and ifthe devolved assemblies turned out not to be as power- 
ful as is often assumed, then it might well make sense to in- 
crease the power ofthe Lords, adding veto and initiative pow- 
ets to its current ability only to revise and delay. That would 
require democratic legitimacy, so members would have to be 
elected in some way. If, however, something close to a fully 
federal system has emerged, with real power and legitimacy 
devolved to regional assemblies and mayors, and with a 
more proportional electoral system for the Commons, then a 
powerful upper house may come to seem not only unnec- 
essary but dangerous, for it would risk gridlock. In which case, 
the upper house could be done away with; or the transitional 
arrangement, if it works, could be made permanent. 





Europe’s new economics 


With a month to go before monetary union begins, governments are asking what 


it means for economic policy 


T OUGHT to be astonishing, but somehow it isn’t. Europe’s 

governments are only now deciding how economic policy 
is going to work when the euro comes into being at the begin- 
ning of next year. The Maastricht treaty and its subsequent 
clarifications decreed a highly independent central bank 
with a mission to achieve inflation of less than 2%, together 
with a fiscal “stability pact” (of uncertain status) to keep bud- 
get deficits small. That left many crucial details to be filled in. 
But what is going on now is not a matter of fine print. The 
economic character of the entire project is in flux. 

Both elements of the post-Maastricht formula, the mone- 
tary part and the fiscal part, are being challenged. Europe’s 
new centre-left governments, led by Oskar Lafontaine, Ger- 
many’s finance minister (Chancellor Schróder is presumably 
busy with more important matters), want the new central 
bank to aim for broader goals in the conduct of monetary 
policy. Some favour a new approach to fiscal policy, includ- 
ing a programme of additional, concerted European borrow- 
ing. And many want to extend the notion of fiscal-policy har- 
monisation, the better to prevent “tax competition” and 
achieve a “fair” distribution of taxes between capital and la- 
bour. When Britain secured its opt-out from the project many 
argued that it was pointless to “wait and see”: everything one 
needed to know about EMU was in the treaty. They have been 
contradicted in recent days. With five weeks to go, precisely 
what kind of emu Europe is about to create is anyone's guess. 

Be that as it may, what are the merits of these new ideas? 
Mr Lafontaine says that he has no quarrel with central-bank 
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independence; he just wants the ECB to weigh jobs and 
growth alongside inflation when setting interest rates. In one 
way, the advice is superfluous. In aiming for an inflation tar- 
get, monetary policy must implicitly take account of any 
spare capacity (unemployment and idle capital) in the econ- 
omy. But if Mr Lafontaine believes that permanently lower 
unemployment can be achieved by tolerating higher infla- 
tion, and this is what the ECB needs to remember, then he is 
wrong. And ifhe thinks that it will be part ofhis job to second- 
guess the ECB on the short-term balance between inflation 
and unemployment, advising the bank not just to bear em- 
ployment in mind but exactly how to bear it in mind, then he 
has a very odd idea of central-bank independence. 


One for all and all for one 


What about fiscal policy? On this, the post-Maastricht design 
is undeniably flawed. The stability pact addresses a real prob- 
lem: namely, that governments may be tempted to borrow 
too much once EMU starts, because the single currency will 
reduce the interest-rate penalty they would otherwise have.to 
face. But it does this in such a clumsy and potentially harmful 
way-—by imposing a low uniform ceiling—that it is worse 
than no rule at all. Once countries can no longer use mone- 
tary policy to moderate national highs and lows in economic 
activity, fiscal policy will need to assume a greater, nationally 
differentiated, counter-cyclical role. A rule that calls for bud- 
gets to be balanced over the medium term, permitting bigger 
deficits during downturns and requiring correspondingly 
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bigger surpluses in upturns, would make far better sense than 
the stability pact. 

Note however that this calls for little ifanything by way of 
“co-ordination”. Yet the need for greater co-ordination in fis- 
cal policy is the main theme of the new governments’ think- 
ing. This question goes to the heart of what Europe's eco- 
nomic future will be. Oversimplifying, but not outrageously, 
two models are in contention. In one, governments get to- 
gether in various ways in order to govern more “effectively”. 
Differences in tax rates on capital, especially, but also on 
goods and labour are regarded as “distortions”; likewise dif- 
ferences in public spending, especially on infrastructure and 
human capital. Steps are taken to harmonise these policies, in 
the name of better government and a level playing-field. In 
the other model, differences of that sort are welcomed, in a 
spirit of experimentation. If the combination of high taxes 
and high public investment in infrastructure and education, 
say, spurs private investment and raises living standards, that 
approach gains wider support and is tried elsewhere. If not, 
other ideas prevail. In short, governments compete. 
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By and large, the choice comes down to how much faith 
you put in government. Competent, disinterested and benev- 
olent political leaders could be trusted with “co-ordination”. 
Through force of intellect they would discover the best com- 
bination of policies and then work constructively together to 
put them in place. Governments lacking in those virtues, 
however, will be tempted to use co-ordination to shield them- 
selves from the consequences of bad policies. Wasteful public 
spending is sustained by growth-retarding taxes; taxes can 
continue to be collected once intra-European “distortions” in 
tax codes have been ironed out. Competition among govern- 
ments, in such a case, brings great benefits. 

Europe's chief economic problems—high unemployment 
and slow growth—are caused in the main by high taxes, un- 
duly burdensome regulation and excessive (which means 
both expensive and ineffective) public spending. The ques- 
tion to ask of any proposed co-ordination is therefore 
whether it aims to correct those mistakes or protect them. 
What governments have lately been suggesting is protective, 
not corrective. Somehow, that too is less than astonishing. 





The best way out 


The impeachment inquiry into Bill Clinton’s misdeeds has lost 


its will to live. There is an alternative 


Bu has changed, and nothing has changed. On 
November 3rd, America's voters made it clear that, what- 
ever Bill Clinton might have done to conceal his affair with 
Monica Lewinsky, they did not want him removed from of- 
fice for it. On November 19th the special prosecutor, Kenneth 
Starr, admitted to the House Judiciary Committee that his in- 
quiry had come up dry on Whitewater, Filegate, Travelgate, 
andall the other vaguely malodorous dealings that seemed to 
suggest a "pattern and practice" of criminal behaviour by the 
president. As a result, the impeachment inquiry, never hale, is 
dying. And yet, as Mr Starr laid out in compelling detail, the 
crimes he has judged impeachable remain just as felonious as 
before. Should a man—especially a man charged by his office 
"faithfully to execute the laws"—be allowed to lie to a grand 
jury, obstruct justice and tamper with witnesses? 

This newspaper has taken the view that, once caught out 
in such blatant lying, Mr Clinton should have shown some 
shame and respect for his office by resigning. Once it was 
clear that he felt no such shame, we settled for impeachment 
as the constitutionally acceptable way for Congress to investi- 
gate, and if necessary remove, an erring chief executive. It 
seemed possible that the House Judiciary Committee, under 
the eminently decent Henry Hyde, would carry out a careful 
inquiry that would tie up some of Mr Starr's loose ends and 
even uncover new evidence of wrongdoing. 

What has happened has been very different, though not, 
alas, unforeseeable. Impeachment is always a political pro- 
cess as much as a judicial one: it is a dangerous course when 
public opinion is not behind it, and more so when only one 
political party supports it. Aware that they may be digging 
their own political graves, Republican committee members 
arescrambling to finish the inquiry in the two and a bit weeks 
thatare left in the legislative year. This is absurd. MrStarr took 
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four years and $40m to uncover what he did; and, though this 
was vastly too long and vastly too expensive, serious inquiry 
requires much more effort from Congress. Instead, the com- 
mittee called Mr Starr as first witness in a clear attempt to cut 
the process short; and, by failing to question him with any 
incisiveness, showed that its chief interest was to score what 
political points it could, and then shut up shop. 


From Congress to the courtroom 

A shambles like this brings the process of impeachment into 
disrepute. That the affair is ending this way is deplorable, but 
there it is: shutting up shop now looks the best option. There 
are other ways to bring to book a president who has broken 
the law. But all of them become harder, if not impossible, 
once an impeachment has been tried and rejected, as this one 
would be. In that sense, an impeachment inquiry ofthis tepid 
sort simply plays into the president's hands. Its failure will 
look like a victory for him. 

Yet even Democrats agree that there should be punish- 
ment of some sort for the contempt for his office that Mr Clin- 
ton has displayed. Censure is often mentioned, and would be 
easy to get through Congress, requiring only a simple major- 
ity in both houses. But it is probably unconstitutional: Con- 
gress can censure its own members, but not members of an- 
other branch of government. When it was last used against a 
president (Andrew Jackson in 1834), the censure was quickly 
overturned. Besides, censure is an empty gesture. It exacts no 
further penalty, and would also probably immunise the pres- 
ident from subsequent prosecutions. The very fact that the 
White House seems to be angling fora compromise involving 
censure makes the point plain: it wouldn't hurt. 

But a trial would. Presidents, once out of office, are liable 
to prosecution in the courts like any other citizen. Such a trial 
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would be unprecedented, but far from impossible. The evi- 
dence has been gathered; the special prosecutor (who has the 
power to bring charges in an ordinary criminal trial) is more 
than ready; and, as early as January 2001, ex-President Clin- 
ton could be called to answer for himself. The chief crime 
with which he would be charged, perjury before a grand jury, 
is not one that courts take lightly—still less when the perpetra- 
tor was, at the time, the guardian of the country’s laws. 


Ironically, a court appearance in 2001—in the Paula Jones 
case—was exactly what Mr Clinton was expecting before the 
Supreme Court ruled, unwisely in retrospect, that the suit 
should be brought forward. This reckless and mendacious 
man knew he would have to be held to account eventually. 
There seems no reason why he and the country should not 
wait a little longer for the punishment to come. The only in- 
tolerable outcome would be if he were allowed to get away. 





Non-President Yeltsin 


It is time to end the fiction that Boris Yeltsin runs Russia 


HERE was something of the Soviet era about this week's 

television film from Boris Yeltsin's hospital suite. Russia's 
president, stricken with fever, pneumonia and perhaps other 
ailments, gesticulated mechanically at his Chinese visitor, 
Jiang Zemin. Officially, the two men were *reaffirming the 
principle ofa multipolar world", which is code for grumbling 
about America’s far-reaching influence. But no soundtrack ac- 
companied the footage. Mr Yeltsin's handlers presumably do 
not want the world to hear the incoherence into which Rus- 
sia’s first elected leader has lapsed. 

Kremlin courtiers down the centuries have realised that 
tsars in their dotage and decrepit party bosses have their uses. 
They can be starved of information and cajoled into scrawl- 
ing their signatures on documents they hardly understand— 
even declarations of war. The longer a ruler can be kept alive, 
the longer his cronies can hang on. And at times when all the 
alternatives seem worse, people outside Russia have often 
concluded that indecision and drift in the Kremlin, under a 
moribund monarch, is a state of affairs they can live with. 

In the case of Mr Yeltsin this calculation no longer holds. 
The murder of Galina Starovoitova (see page 108), one of the 
liberal politicians who taught Mr Yeltsin what democracy 
meant, suggests that Russia cannot drift much longer. So does 
the refusal of the Communists who dominate Russia’s parlia- 
ment to censure one of their number for an anti-Semitic ti- 
rade. Before he became totally enfeebled a few months ago, 
Mr Yeltsin himself gave warning that the forces of authoritar- 
ian chauvinism were growing in Russia. Russia urgently 
needs a steadier hand than his to keep those forces at bay and 
lead it through the economic dangers ahead (see page 57). 

The transfer of power need not be as scary as some outsid- 
ers fear. If Mr Yeltsin steps down, the presidency will go auto- 
matically for three months to Yevgeny Primakov, the prime 
minister, before a new presidential election is held. He is al- 
ready in practice Russia’s most important politician, al- 
though he would acquire huge powers over foreign and de- 
fence policy as president. Until recently, westerners would 
have been horrified by the prospect of this former cold war- 
rior and spymaster taking charge of Russia. But, since becom- 
ing prime minister in September, Mr Primakov has won cau- 
tious international approval. He has calmed the febrile 
atmosphere of Russian politics, and temporarily eased— 
though certainly not resolved—the economic crisis. He has re- 
sisted pressure to throw non-existent public funds at industry 
or the banking system. After some hard bargaining with pro- 
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vincial governors, the prospect of regions declaring total eco- 
nomic independence has receded, at least for now. 

In foreign policy too, things could be worse. Mr Primakov 
is a friend of Saddam Hussein and has opposed the use of 
force against Iraq, but he has not created insuperable obsta- 
cles to western policy in the Gulf. The realism he has shown in 
recent dealings with the West is in line with his record as for- 
eign minister after 1996: loud complaints about NATO's en- 
largement plans eventually gave way to grudging acceptance. 
On balance, a Russia under President Primakov would be less 
dangerous than a Russia with no real president at all. 


And next? 


Opinion polls suggest that, ifhe were then to run for election, 
Mr Primakov stands a good chance of being confirmed as 
president. But his own appetite to stay on is uncertain. The 
other front-runners—Yuri Luzhkov and Alexander Lebed— 
have more obvious defects. Neither has a deep grasp of mar- 
ket economics (although they both claim to support the idea) 
and perhaps neither can be trusted to resist the temptations 
of populism or assertive nationalism. However, these men 
are at least partly known quantities, with their own records of 
pragmatism and success. 

As mayor of Moscow, Mr Luzhkov has presided over a 
frothy expansion of the city’s economy, albeit flawed by crime 
and cronyism. Mr Lebed can, and often does, claim to have 
stopped two wars—by engineering a ceasefire in Moldova 
and by negotiating a dignified exit for Russia’s troops from 
Chechnya. He is running his province badly. In the past, his 
professions of admiration for Chiles former dictator, 
Augusto Pinochet, and his occasional outbursts of religious 
and ethnic prejudice, have caused alarm. But many western- 
ers consider him clumsy rather than sinister, and a quick 
learner of the facts of international life. 

This assessment may understate the risks of a Lebed presi- 
dency. But these have to be weighed against the risks of Russia 
limping on with a president in name only. What matters 
more than the identity of Russia's leader is the principle that 
the next head of state should be chosen by due constitutional 
process. A democratic transfer of power would be a remark- 
able landmark. In a country as unpredictable as Russia, it is 
mildly reassuring that most people seem at present to assume 
that Mr Yeltsin's successor will be freely elected. The sooner 
this process begins, the better. 
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THE PINOCHET CASE 


Bringing the general to justice 


In a landmark ruling, Britain’s highest court has said Chile’s ex-dictator can 
be extradited to Spain to face charges of murder, torture and hostage-taking 


VER since Augusto Pinochet's surprise 

arrest in a London clinic on October 
16th, he has been at the centre of an extraor- 
dinary legal battle. While General 
Pinochet's supporters, and Chile’s govern- 
ment, expressed outrage, his victims and 
foes rejoiced. And yet the real contest has 
not been on the streets, or in front of the 
television cameras, but in British 
and Spanish courtrooms. More than 
the fate of one 83-year-old former 
despot has been at stake. The argu- 
ments in General Pinochet's case 
have revealed the evolving state of 
international law and its tangled 
relationship with national laws. Can 
General Pinochet be tried for crimes 
committed by his regime? If he can, 
who can try him? 

On November 25th, the judicial 
committee of the House of Lords, 
Britain s highest court, surprised 
both friends and foes of the general, 
as well as most of Britain's legal ex- 
perts, by overturning a lower court 
decision that General Pinochet, as a 
former head of state, had absolute 
immunity from arrest for actions 
made while carrying out the func- 
tions of office. In what will become a 
landmark case in both British and 
international law, the five Law Lords 
ruled in a 3-2 split decision that mur- 
der, torture and hostage-taking are 
not the functions of a head of state, 
and so do not enjoy immunity from 
prosecution. 

What now happens to the gen- 
eral is up to Jack Straw, Britain's 
home secretary, who has until December 
2nd to decide whether to let an extradition 
hearing proceed. MrStraw could let him fly 
home to Chile on compassionate or public- 
interest grounds either before or after such 
a hearing. 

The Law Lords clearly understood the 
unprecedented nature and the gravity of 
the case before them. They are supposed to 
consider appeals only on specific points of 
law, and their hearings are usually dry, 
poorly attended affairs. This time the Lords 
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made concessions not only to the intense 
popular interest in the case, but also to its 
broader legal significance. 

They allowed human-rights groups 
such as Amnesty International, as well as 
some victims of the Pinochet regime, to be 
represented by lawyers, and the Law Lords 
were prepared to listen to a broad range of 
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The face of sovereignty 


arguments beyond the narrow point of the 
appeal When courts face an unprece- 
dented situation, or ambiguous laws, they 
often look for guidance to the writings of 
legal scholars or to how foreign courts have 
coped in similar circumstances, although 
they are not bound to follow either. Both 
scholarship and foreign examples were 
freely cited in the Pinochet case, which 
turned into a wide-ranging legal debate. Al- 
together 55 lawyers participated. The 
packed hearings, originally scheduled for 


two days, stretched to six. 

The Lords were not ruling on whether 
General Pinochet was innocent or guilty of 
any of the crimes alleged, only on whether 
he could be arrested and extradited. In fact, 
the crimes of his regime were not even in 
dispute. These have been well documented. 
In a series of official investigations after 
General Pinochet stepped down, Chile's 
own government found that the intelli- 
gence service and the army, acting directly 
under General Pinochet's command, were 
responsible for 2,095 extra-judicial execu- 
tions and deaths under torture, and 1,102 
"disappearances" of people who have 
never been found. The actual number of 
those tortured or murdered is almost cer- 
tainly higher. During General Pinochet's 
rule, a number of UN bodies and the Inter- 
American Commission on Human 
Rights also documented systematic 
murder, torture and kidnapping. 

In 1978 General Pinochet's re- 
gime issued a decree granting its offi- 
cials immunity from prosecution for 
any human-rights abuses. Before 
handing over power, General Pino- 
chet also insisted on immunity be- 
ing guaranteed in the constitution 
for Chile's new democracy. As a Sen- 
ator for life, he cannot be prosecuted 
in Chile. The government of Chile ar- 
gues that agreeing to the demand of 
General Pinochet and other military 
leaders for immunity was necessary 
toensurea transition to civilian rule. 

Britain's Law Lords did not en- 
dorse or condemn this domestic am- 
nesty, but ruled that according to 
both international and British law, 
Britain itself is not bound by it. 
Other countries have taken the same 
view. Before the Lords' judgment, 
Spain's National Court had already 
backed Baltasar Garzon, the Spanish 
magistrate who requested General 
Pinochet's arrest in London. Arrest 
warrants have also been issued by 
France, Switzerland and Belgium, 
and prosecutors are pursuing cases 
against General Pinochet in Luxembourg, 
Germany, Sweden and Italy. In addition, 
relatives of victims in the United States are 
trying to mount a prosecution there. 


Ticklish questions 

The arguments in the Pinochet case are 
complex, and have set lawyers buzzing on 
three continents. But they boil down to two 
key issues. The first is whether General Pi- 
nochet enjoys *sovereign immunity" as a 
former head of state, a personalised version 


19 


x= 


THE PINOCHET CASE 


of the legal immunity enjoyed by 
states in each other's courts. 

The Lords overturned a judg- 
ment by Thomas Bingham, Lord 
Chief Justice of England and Wales, 
sitting as head of a three-judge panel 
in Britain's High Court. In a narrow, 
careful reading of English statutes, 
Lord Bingham concluded that Gen- 
eral Pinochet enjoys criminal immu- 
nity for all actions carried out in his 
role as head of state—even the order- 
ing of others to commit large-scale 
murder, torture and hostage-taking. 
Because he cannot be tried for 
crimes in a British court, claimed 
Lord Bingham, he cannot be extra- 
dited to Spain, a basic principle of 
most extradition agreements. 

Sovereign immunity is a concept 
with an ancient lineage. Like diplo- 
matic immunity, it was thought nec- 
essary to allow nations to deal with 
each other free of legal harassment. 
In fact, British law nowhere explic- 
itly states that such immunity ex- 
tends to a former, as opposed to a 
serving, head of state (none of the Law 
Lords disputed that a serving head of state 
enjoys immunity). 

Lord Bingham concluded that a former 
head of state enjoys immunity as well be- 
cause one English statute confers on a head 
of state the same legal protections as those 
enjoyed by an ambassador, which a second 
statute spells out as including immunity 
for official acts during his tenure as an am- 
bassador even after he has left his post. The 
accusations against General Pinochet, Lord 
Bingham decided, refer to actions taken as 
head of state, not in a personal capacity, 
and therefore he continues to enjoy immu- 
nity from prosecution for them. Two of the 
Law Lords agreed with Lord Bingham's rea- 
soning in the lower court. 

But many international lawyers vehe- 
mently dispute this interpretation, and 
they succeeded in persuading three of the 
Law Lords to back their view. They cite a 
number of treaties and other international 
instruments which declare that no public 
official, including a head of state, enjoys 
immunity from prosecution for such 
“crimes against humanity"—ie, wide- 
spread or systematic murder, torture or ar- 
bitrary detention. No national amnesty 
such as Chile’s, they add, can grant interna- 
tional immunity. If this were possible, in- 
ternational law would be meaningless, be- 
cause despots would grant an amnesty to 
themselves, as did General Pinochet. 

The lack of sovereign immunity for 
grave international crimes is stated explic- 
itly in the Nuremberg Charter—which Brit- 
ain played a key role in drafting—the deci- 
sions of the Nuremberg and Tokyo war 
crimes courts, and subsequent UN General 
Assembly resolutions affirming these deci- 
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Hands off our hero 


sions as international law. The Genocide 
and Torture Conventions, both of which 
Britain has ratified, state that any public of- 
ficial can be prosecuted. 

In addition, legal scholars argue that 
this lack ofimmunity has become “custom- 
ary" international law, consistently reaf- 
firmed for the past 50 years and recently re- 
stated explicitly in the statutes of the 
Yugoslav and Rwandan tribunals. An arti- 
cle ruling out immunity for heads of state 
or government officials for the gravest 
crimes was one of the few non-controver- 
sial provisions in the treaty agreed in Rome 
in July to set up a permanent international 
criminal court. 

"International law has made plain that 
certain types of conduct, including torture 
and hostage-taking, are not acceptable con- 
duct on the part of anyone," said Lord 
Nicholls for the majority. "This applies as 
much to heads ofstate, or even more so, as it 
does to everyone else; the contrary conclu- 
sion would make a mockery of interna- 
tional law." He went on to cite the Nurem- 
berg charter and judgment and the 1946 
UN General Assembly resolution affirming 
these. "From this time on, no head of state 
could have been in any doubt about his po- 
tential personal liability if he participated 
in acts regarded by international law as 
crimes against humanity." 

In a concurring, and probably decisive 
opinion, Lord Steyn observed that absolute 
immunity would have protected Hitler 
against prosecution for ordering the "final 
solution", a point conceded by General 
Pinochet's lawyers during the hearing. 

The second issue at stake in the Pino- 
chet case has been jurisdiction. Countries 
take many different approaches to extrater- 


ritorial jurisdiction—ie, the claim to 
be able to try cases for crimes com- 
mitted outside their borders. For ex- 
ample, British courts can try the case 
of a murder committed abroad, but 
only if the accused, not the victim, is 
British. Spain and Germany let their 
courts try cases where their nationals 
are the victim rather than the perpe- 
trator. It was because of this anomaly 
that Lord Bingham quashed the orig- 
inal provisional arrest warrant: it 
charged General Pinochet only with 
the murder of Spaniards in Chile, a 
crime for which British courts could 
not have claimed jurisdiction. 

A subsequent warrant charged 
General Pinochet with torture and 
hostage-taking in Chile, and conspir- 
acy to commit murder in Spain. 
Lawyers appearing before the Law 
Lords for victims and human-rights 
groups argued that for crimes 
against humanity such as systematic 
murder or torture there is “universal 
jurisdiction” which overrides the 
various rules that different countries 
apply to ordinary crimes beyond their bor- 
ders. An idea also endorsed by many schol- 
ars of international law, this means that all 
countries have a right, indeed an obliga- 
tion, to try or extradite those accused of the 
gravest crimes no matter where they are 
committed. 


The erosion of borders 


Universal jurisdiction has only rarely been 
invoked. Some states such as Canada and 
Belgium have incorporated the idea di- 
rectly into their law. In the case of Klaus 
Barbie, France’s Court of Appeal explicitly 
endorsed the idea of universal jurisdiction. 
Spain’s National Court did the same when 
it ruled that, contrary to arguments put for- 
ward by the Spanish government, Spain’s 
courts can try General Pinochet, and other 
Chilean and Argentine military leaders, for 
genocide, terrorism and torture. 

Israel tried Adolf Eichmann and John 
Demjanjuk under claims of universal juris- 
diction, which were respected by most 
states. In deciding to extradite Mr 
Demjanjuk, accused of committing horrific 
crimes as a concentration-camp guard in 
the Ukraine during the second world war, 
the United States Court of Appeals for the 
Sixth Circuit explicitly endorsed the idea 
that “there is a jurisdiction over some types 
of crimes which extends beyond the territo- 
rial limits of any nation.” (Mr Demjanjuk’s 
conviction in Israel was overturned on ap- 
peal by the Israeli Supreme Court.) 

In their judgment, the three Law Lords 
in the majority did not express an explicit 
view about universal jurisdiction, although 
their judgment will be seen as supporting 
the concept. Instead, Lord Nicholls stated 
that the acts of torture and hostage-taking 
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TRSUSUSSINS AER POTEA 


THE PINOCHET CASE 


of which General Pinochet is accused are 
covered by the British statutes implement- 
ing two treaties, the 1984 Torture Conven- 
tion and the 1979 Convention Against the 
Taking of Hostages. “This country has 
taken extraterritorial jurisdiction for these 
crimes,” he said. 

In his earlier judgment, Lord Bingham 
had argued that the proper place to try for- 
mer heads of state like General Pinochet is 
not in national courts, but in an interna- 
tional tribunal. Many practising British 
lawyers agree, and this seems logical to 
many laymen as well. Most Spanish and 
British government ministers would be 
happier to hand over a diplomatic hot po- 
tato such as General Pinochet to a collec- 
tion of international judges than to see 
their own courts deal with him. Both coun- 
tries have been strong supporters of a per- 
manent international criminal court. 

General Pinochet himself will never be 
tried by this new court, which will take 
years to set up and which, in any case, will 
not be able to try any crimes committed be- 
fore it begins operating—a provision 
needed to win widespread agreement from 
today’s government leaders, who did not 
want to run any risk of ending up before 
such a court themselves. 

But even future Pinochets may not al- 
ways end up before the international court. 
Jealous of their national sovereignty, most 
countries insisted on a strong “comple- 
mentarity” provision in the treaty. This dic- 
tates that the international court is only 
supposed to complement, not super- 
sede, national courts, and so can take 
up a case only when they are unwill- 
ing or unable to do so. It gives gov- 
ernments ample opportunity to dis- 


pute the intervention of the 
international court on these 
grounds. Paradoxically, because 


these restrictions are so strong, they 
may also work in reverse. Govern- 
ments—especially those like Britain 
with well-established legal systems— 
may find it awkward to explain why 
they are handing over a future Pino- 
chet to the international court rather 
than putting him on trial them- 
selves. 

At the insistence of the United 
States and other opponents of a 
strong court, the court’s jurisdiction 
was also restricted to cases in which 
the accused’s own country, or the 
country where the crimes were com- 
mitted, ratifies the treaty or agrees to 
the court’s jurisdiction. This presents 
a bigger obstacle. It may well place 
countries such as Britain in the un- 
comfortable position of either 
putting a future Pinochet or Saddam 
Hussein on trial, or letting him go. By 
placing so many restrictions on the 
international court, countries have 
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blunted its usefulness. 

Beyond the specific legal issues in Gen- 
eral Pinochet's case, the controversy in both 
Chile and Europe surrounding his arrest 
has raised the broader questions of 
whether it is practical or desirable to apply 
international law to former dictators. Are 
not such cases inherently political, or at 
least subject to abuse for political reasons? 
What is to stop some left-wing European 
magistrate from charging George Bush for 
civilian deaths inflicted during the United 
States invasion of Panama, or Henry Kis- 
singer for the bombing of Cambodia? 
Libya might seek the arrest of Ronald Rea- 
gan for the bombing of Tripoli. Lithuania 
might want to charge Mikhail Gorbachev 
for the Soviet army's assault on civilians in 
1991. The list seems endless. While in office, 
heads of state and senior officials enjoy im- 
munity. But is every retired statesman to be 
subject to the whim of any prosecutor any- 
where in the world? 


Keep travelling, Mr Kissinger 

If international law were applied more of- 
ten, the answer would depend on the facts 
of any particular case. But frivolous or po- 
litically motivated prosecutions would 
stand little chance of getting off the ground. 
General Pinochet's case has shown just how 
difficult it is to mount such a prosecution. 
Even though the crimes of his regime have 
been so well documented, Mr Garzon, the 
Spanish magistrate who launched the case, 
has spent years gathering evidence which 





Thank the Law Lords 
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would hold up in a court of law. A case 
brought by British-based torture victims 
was barred by Britain’s attorney-general 
last month for lack of evidence. Most gov- 
ernments would not allow a prosecution of 
Mr Bush, Mr Kissinger or Mr Gorbachev 
without overwhelming evidence of wrong- 
doing, which might be impossible for most 
prosecutors to obtain even if it existed. 

And extradition remains as much a po- 
litical, as a legal, procedure. Governments, 
not courts, make the final decision on 
whether to extradite accused individuals. 
They can refuse to do so if they believe an 
extradition request is politically motivated. 
That is why the final decision about 
whether or not to extradite General Pino- 
chet will rest with Mr Straw, Britain’s home 
secretary, not British judges. 

For similar reasons, even frivolous ar- 
rests are unlikely. International arrest war- 
rants usually have to be notified to political 
authorities before being served. It is almost 
certain that the Home Office was notified 
about the Spanish request for General 
Pinochet’s arrest, transmitted through 
INTERPOL, before it went to the Bow Street 
magistrate who had to issue the warrant. In 
any case, Mr Straw could have intervened 
at any time to lift General Pinochet’s arrest. 
Politicians are reluctant to do this, at least 
in countries which pride themselves on 
having an independent legal system. But if 
a request to arrest Mr Reagan or Mr Gorb- 
achev came through INTERPOL, it seems 
clear that a senior politician in almost any 
country would be notified instantly. 
Most governments would not allow 
such a warrant to be served without a 
great deal of persuasive evidence. 

Human-rights groups were jubi- 
lant over the Law Lords’ decision, 
which was indeed a triumph for in- 
ternational law. And yet the fact that 
the legal victory was so narrow, and 
so unexpected, shows how much re- 
mains to be done to make the great 
body of international human-rights 
law applicable everywhere. 

The most immediate task is to 
bring national laws into line with in- 
ternational treaties, giving national 
courts direction about how they 
should deal with other countries’ hu- 
man-rights violators. A longer-term 
task is to overhaul the treaties them- 
selves, making them more specific 
and codifying concepts such as uni- 
versal jurisdiction. Governments 
have said repeatedly over the past 50 
years that murder, torture and arbi- 
trary arrest are not acceptable behav- 
iour for any state, and that those who 
pursue such policies should be 
brought to justice. Now the world 
has to give courts the proper tools, 
and authority, to do that. 
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Reluctantly 





Israel began to implement 
the Wye accord, signed 
nearly a month ago. Its army 
withdrew from another 2% of 
the northern West Bank. 
Some 250 Palestinians were 
released from Israeli jails, 
most of them minor crimi- 
nals. Gaza airport opened. 
Binyamin Netanyahu fought 
to keep his right-religious co- 
alition intact. 


A botched assassination at- 
tempt was made on Izzat 
Ibrahim, Saddam Hussein’s 
deputy, in the Shia city of 
Kerbala. The Iraqi regime was 
unperturbed by American 
and British attempts to co-or- 
dinate Iraq's fractured oppo- 
sition-in-exile but a row 
loomed with the UN's inspec- 
tors over documents that 
Unscom says are missing. 





A veteran Iranian politician, 
Dariush Forouhar, and his 
wife were stabbed to death. 
He led the small opposition 
Iran Nation Party, and was 
an outspoken critic of the 
government's human-rights 
record. There was no clear 
suspect, though a number 
were arrested. 





HIV, the virus that leads to 
AIDS, is still spreading rap- 
idly according to the UN and 
has risen 10% in the past year 
to 33.4m cases, 22.5m of them 
in sub-Saharan Africa. Of the 
nearly 6m new cases world- 
wide this year, half are aged 
15-24. Altogether, an esti- 
mated 14m people have died 
from AIDS, 12m in Africa. 
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Zimbabwe said an offensive 
had begun in eastern Congo 
against rebels trying to over- 
throw President Laurent 
Kabila. Another round of 
peace talks on Congo failed 
to secure a ceasefire. 


Historic visit 


[OY 


Jiang Zemin became the first 
head of a Chinese govern- 
ment to make a state visit to 
Japan. The Chinese were of- 
fered an apology for Japanese 
atrocities committed in 
China in the 1930s and 
1940s, but plans to sign a 
joint declaration on bilateral 
ties floundered. A Tokyo 
court, meanwhile, rejected a 
lawsuit brought by thousands 
of allied ex-prisoners of war 
that demanded an apology 
and compensation. 


India's ruling Bharatiya 
Janata Party faced the loss of 
two key provinces in elec- 
tions to local assemblies. 


Ungored 


Citing lack of evidence, Amer- 
ica's attorney-general, Janet 
Reno, decided not to appoint 
an independent prosecutor to 
investigate the role played by 
Al Gore, the vice-president, 

in fundraising during the 
1996 election campaign. 


Jack Kevorkian, America’s 
most famous advocate of as- 
sisted suicide, was charged 
with murder for administer- 
ing lethal drugs to a man suf- 
fering from Lou Gehrig's dis- 
ease. In an attempt to force 
the issue into the courts, Dr 








Kevorkian had arranged for 
the death to be shown on net- 
work television. 


Brazil's recently re-elected 
President Cardoso suffered 
his worst setback in office as 
scandal forced the resigna- 
tion of his communications 
minister. Wire-tapped con- 
versations suggested that the 
minister had tried to influ- 
ence the outcome of the re- 
cent privatisation of Telebras, 
the erstwhile telecoms mo- 
nopoly. Brazil’s economic-re- 
form plan, recently agreed 
with the IMF in return for a 
$415 billion bailout, is un- 
likely to be affected. 


Hopes for a peace accord in 
Chiapas were dashed as talks 
between the Zapatist rebels 
and the Mexican government 
broke down yet again. 


Cold blood 





Tributes were paid to Galina 
Starovoitova, a prominent 
liberal Russian politician and 
opponent of corruption, who 
was shot dead in St Peters- 
burg. President Yeltsin went 
into hospital with pneumo- 
nia, stirring only to greet a 
visiting President Jiang 
Zemin of China. 


The British government must 
now decide whether to allow 
the extradition to Spain of 
Augusto Pinochet, the Chil- 
ean former dictator currently 
under arrest, after the House 
of Lords ruled that he had no 
immunity from prosecution 
on charges of genocide. 
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POLITICS THIS WEEK 


Turkey's minority govern- 
ment, under Mesut Yilmaz, 
fell after a parliamentary vote 
of censure. It had been in 
power for just 16 months. 
Meanwhile, the outgoing gov- 
ernment eased its demand 
that a Kurdish rebel leader, 
Abdullah Ocalan, be extra- 
dited from Italy, saying that 
trial in a third country might 
be acceptable. 


Finance ministers discussed 
how to create jobs and har- 
monise tax in the European 
Union, but soon fell out after 
Socialist politicians spoke of 
the need to avoid “harmful 
tax competition" between 
states. 


The European Union lifted 
its 32-month ban on the ex- 
port of British beef after vet- 
erinary chiefs agreed that BSE, 
or mad-cow disease, no 
longer posed a problem, 
though Germany disagreed. 


Tony Blair became the first 
British prime minister to 
address the parliament of the 
Irish republic. 


French Socialists squab- 
bled after a former prime 
minister, Michel Rocard, 
questioned the honesty of 
their former leader, Francois 
Mitterrand who died in 1996. 





1992 93 94 95 96 97 98* 99° 


Source EBRO “Forecast 


The transition to capitalism, 
and economic growth, in 
Central and Eastern Europe 
slowed in 1998, said the Euro- 
pean Bank for Reconstruction 
and Development. It blamed 
the crisis in Russia and global 
economic slowdown. 
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_ The, 
Economist 


Giving thanks 


| The American economy 
| grew by an annualised 3.9% 


in the third quarter, fed yet 


| again by robust consumer 
| spending, which rose by 0.5% 


in October. With only a 0.4% 
rise in personal incomes, the 
result was a negative savings 
rate for the second month 
running. The Conference 
Board’s index of consumer 
confidence also rebounded 
after four flagging months. 


REN ANS AADAC 


The Dow Jones Industrial 
Average forgot all about col- 
lapsing economies and rose 
to a new record on November 
23rd, buoyed by a combina- 
tion of a third cut in Ameri- 
can interest rates, a rash of 
mergers, a rescue for Brazil 
and a fading credit crunch. 
Shares worldwide followed 
suit, but the Dow then 
paused: growth is healthy 
and inflationary pressures 
low, but corporate profits in 
the third quarter fell. 


Web feat 


Reinforcing its position as the 
world's largest provider of on- 
line services and Internet ac- 
cess, America Online agreed 
to buy Netscape in a share 
swap valued at some $4.2 bil- 
lion. America Online said 
that Netscape’s electronic- 
commerce software, together 
with a three-year alliance it is 
forming with Suri Micro- 
systems, would boost e-com- 
merce. The deal may pose a 
threat to Microsoft's domi- 
nance of the software 
industry. 





Two oil giants, Exxon and 
Mobil, are discussing a 
merger; it would be the 
world's biggest-ever. Exxon, 
the world's largest energy 
group, is likely to be the dom- 
inant partner; it has a fierce 
cost-cutting reputation. 


AlliedSignal failed to gain 
control of AMP, an electrical- 
equipment maker, in what 
had been one of America's 
biggest hostile takeover bat- 
tles for years. AMP found a 
white knight in the form of 
Tyco, an industrial conglom- 


|| erate, which agreed to buy 


AMP for $11.3 billion. 


In Britain's biggest merger of 
manufacturers, two engineer- 
ing giants, Siebe and BTR, 
are to join forces in a £9.4 bil- 
lion ($15.6 billion) deal to 
form the world's biggest con- 
trols and automation firm. 
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The American paper industry 
may at last be consolidating, 
to judge by share movements 
after International Paper, 
America’s largest paper 
maker, announced that it was 
buying rival Union Camp 
for $6.6 billion. 


Vivendi, an acquisitive and 

| increasingly diversified 

| French group, has bought 
Cendant Software of Amer- 
ica, one of the world’s leading 
consumer-software opera- 
tions, for $1 billion. Vivendi 
reckons it can now reverse 
the usual flow and “export 
European cultural content” 
for a change. 


Pearson, a British media 
group (and partowner of The 





Economist) that is buying the 
educational publishing titles 
of Simon & Schuster from 
Viacom for $4.6 billion, has 
taken on more than it ex- 
pected. Hicks, Muse, Tate & 
Furst, a private American eq- 
uity firm, backed out of its 
proposed $860m purchase 
from Pearson of two of Si- 
mon & Schuster's publishing 
businesses. 


Getting there 


Determined to break into in- 
vestment banking in Amer- 
ica, Germany's largest bank, 
Deutsche Bank, is buying 
Bankers Trust, America's 


eighth-largest, for $9.2 billion. 


The marriage would create 
the world's biggest financial- 
services firm, with more than 
$800 billion in assets. Deut- 
sche's shares fell by 6% on the 
day; shares in Daimler- 


Chrysler also sagged until 


Deutsche insisted it would 
not sell any of its 13% stake in 
the car maker to finance its 
purchase. 


The collapse of a Taiwanese 
conglomerate led to a run on 
a bank subsidiary, the first 
time a bank in Taiwan has 
been in trouble during the 
Asian crisis, The government 
fired the board of the Tai- 
chung Business Bank, which 
is controlled by Kuang San 
Construction, and has de- 
cided to monitor the bank 
itself. 


The Italian government con- 
cluded the sale of its 8196 
stake in Banca Nazionale 
del Lavoro, to raise some 7.7 
trillion lire ($4.6 billion) The 
retail offer for the last of the 
big state-owned commercial 
banks was six times over- 
subscribed. 


America's two biggest dis- 
ability insurers, Unum and 
Provident, announced a $5 
billion merger. Together, they 
will control more than a 
third of the Annum market 
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BUSINESS THIS WEEK 


for disability income insur- 
ance, paid to people when 
they are unfit for work. 








Shares in Guardian Royal 

Exchange jumped, valuing 
the British insurance group at 
£3 billion ($5 billion), after it 
said it was in talks to sell part 
or all of the company. 


I may be some time 


The long boardroom battle at 
Britain's biggest retailer, 
Marks and Spencer, may be 
over. Sir Richard Greenbury, 
chairman and chief executive, 
is to cede the chief executive 
job to Peter Salsbury; he will 
remain chairman. Keith 
Oates, currently deputy chair- 
man, is to retire early; he had 
| hoped to get the top job. 





Rupert Murdoch declared his | 
intention to take on the Euro- | 
pean Tv and entertainment 
market with his new-Milan- 
based News Corp Europe, | 
though the linchpin of the | 
new unit is a deal with | 
Telecom Italia that has yetto | 
| be signed. News Corp has | 
i 
I 
| 





i 

| 

| 

| 

l 

i 
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| long wanted a deal to enter 
| the Italian pay-rv market. 
| 

| 

l 

l 

| 

| 


| America’s Food and Drug Ad- | 
ministration and Pfizer 

| agreed on new warnings for | 

| Viagra, an impotence treat- 

| ment, because 130 men who 

| took the drug have died since 

| April. Men with heart disease, | 

| high blood pressure, or some 
eye problems are being 
warned off the drug; ditto 
anyone taking nitrates, a 
combination that has killed 

| 16 men. 
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Tung and the custard tarts 


T HONGKONG 


. Its new rulers hoped to banish Hong Kong's politics. With the economy in 


trouble, that is a faint hope 


VERY day since the last governor of 
Hong Kong, Chris Patten, paid a return 
visit. in October and called into the Tai 
Cheung cake shop, it has done a galloping 
trade, with people queuing up to buy its 
custard tarts. These were Mr Patteri's fa- 
vourite. A nostalgia for governments past? 
The idea is preposterous to the ruling elite, 
who point out that few people seriously 
long for a return to British colonial rule. Be- 
sides, China's treatment of Hong Kong has 
„on the whole been exemplary and light- 
handed since the handover in July 1997. 

Back then, the newly sworn-in chief ex- 
ecutive, Tung Chee-hwa, declared that 
Hong Kong people were now “masters of 
their own house”. Yet popular frustration 
has grown at what is now seen to be an in- 
creasingly out-of-touch, less accountable 
and more patriarchal style of government. 
It has been aggravated by the most severe 
economic crisis in a generation. New fig- 
ures are expected to show the economy is 
shrinking by more than the 5.2% it did in 
the second quarter, year-on-year. Retail 
sales plunged 21% in September, compared 
with the same month a year before. 

^ Though well intentioned, Mr Tung's 
_own style has alienated many people. He 
` works like a Trojan—his staff give him 
the nickname “7-11” for the long 
. hours he puts in—but prevaricates 
.. Orspends much of his time second- 
guessing everyday decisions _ 
which the civil service has long 
-been used to making. One imme- 
; diate effect is that the authority of 
"the head of the civil service, Anson Chan 
. Fang On-sang, has been undermined. Mrs 
Chan is the most respected of any official or 
politician in Hong Kong. She once hoped 
to bethe next chief executive, but will prob- 
ably retire next year. 

Her place as chief secretary may be 
taken by Donald Tsang Yum-Kuen, the cur- 
rent financial secretary. Mr Tsang is not 
one to challenge the views of his masters. 
He is the only civil servant who addresses 
Mr Tung as louhbaan, deferential Canton- 
ese for boss. Already, there is a sense that 
not enough senior civil servants challenge 
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or debate decisions that Mr Tung, or his 
friendly core of businessmen advisers, are 
keen to promote. Thus, Mr Tung's biggest 
policy proposal was an over-ambitious 
programme to build public housing. The 
collapse of the property market, and pres- 



































sures from Hong Kong's big developers, 
have since forced an embarrassing retreat. 

Some civil servants who doubted the 
wisdom of the house-building measures 
have been left to clear up the mess. Mr 
Tung's friends, and some in his cabinet, 
think that the civil service should just take 
orders, and not be involved in making pol- 
icy. But that, says one senior civil servant, 
would just make Hong Kong like any other 
Chinese province. 

The grumblings of a long-privileged 





class? Certainly the civil service, along with 
Mr Tung, has become more high-handed in... 


dealings with the legislature and, by conse- 


quence, with the public. The Basic Law, 
China's mini-constitution for Hong Kong, 
decrees that the executive is accountable to 
the Legislative Council (Legco). Yet nearly: 
all of the government's major initiatives 
havebeen adopted with minimal consulta: 


tion. Even the government's $15 billion.of 


share purchases in August, an unprece- 
dented intervention and one that seemed 
toundermine Hong Kong's free-market cre- 
dentials, was presented to Legco as a fait 
accompli. 

The government's relations with Legco 
could scarcely be worse. Legco's ability to 
propose legislation is severely curtailed 
and electoral rules are rigged to disad- 
vantage popular representation. Since only 
one-third of the 60 seats are elected through 
geographical constituencies and universal 
suffrage, it does not matter to the govern- 
ment that since elections last May these 
have been held overwhelmingly by demo- 
crats. Still, Legco is finding the means to 
frustrate. Its committees have taken to grill- 
ing government officials over economic 
policy, and foul-ups such as the bodged 
opening of Hong Kongs new airport. 
“What we can hope, at least,” says Martin 
Lee Chu-ming, leader of the Dem- 

Ocratic Party, "is to keep 
them honest.” 
Mr Tung promised to : 
banish “politics” from the 
business of government. In- 
stead, both the legislature. 
and the civil service have be- 
come deeply politicised. Ordi- 
*  nary people in Hong Kong appear in- 
_ creasingly to be saying that they want. 
a bigger part in politics too, as shown: 
by the unexpectedly high turnout in 
May's Legcoelections. The democratic. 
constraints imposed on Hong Kong | 
by China ate also becoming increasingly | 
intolerable. Prolonged economic woes 
could undermine the government's credi- 
bility further and bring forward a full- 
blown political crisis. 

More representation could be permit- 
ted. The Basic Law allows for the possibil- 
ity-no more than that—of universal suf 
frage for both the legislature and for the 
post of chief executive after 2007. Mr Tung 
has shown little enthusiasm for leading a 
debate about how to get to that point. A 
host of issues would need to be solved first: 
whether Hong Kong adopts a parliamen- 
tary system like Britain's or a presidential 
system like America's; what role senior civil 
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servants should play; and, the source of the 
current political mess, how to make the ex- 
ecutive more accountable to the legislature. 

One legislator, Christine Loh Kung-wai, 
calls for a constitutional convention to sort 
out these issues. Conservatives have a hor- 
ror that this will lead to pressure to get the 
Basic Law amended to speed up democ- 
racy. But why not? “If on our own we can 
work out a model of government,” says one 
senior official and no rabid democrat, “I 
think China will let us have our way.” That 
sounds plausible. To intervene in Hong 
Kong would embarrass a China keen to 
persuade Taiwan that Chinese promises of 
autonomy mean what they say. 





Indonesia 


A dum-dum 
too many 


JAKARTA 


INCE November 13th, when soldiers 

suddenly fired on student protesters, 
culminating in a series of confrontations 
which left 16 people dead, the Indonesian 
government and armed forces have strug- 
gled to explain themselves. That task got 
harder this week when it was discovered 
that one of the victims had been killed by a 
live round. The armed forces had insisted 
that only rubber bullets and blanks were is- 
sued when demonstrators gathered for a 
special session of the People’s Consultative 
Assembly (MPR). Moreover, the mysterious 
bullet, known as a “dum-dum’”, is a special 
type that fragments on impact and is pro- 
hibited by the Geneva Convention. 


On November 24th General Wiranto, 
the armed-forces commander, testified to a 
parliamentary committee that none of the 
forces under his command are issued with 
such bullets. At a time when Indonesia des- 
perately needs answers, its murky politics 
continue to generate more questions. 
Among them are reports of a number of 
killings in the troubled territory of East Ti- 
mor (see box). 

The initial outburst of violence follow- 
ing the meeting of the MPR has so far been 
blamed on everything from anti-Suharto 
"subversives"—who are intent on bringing 
down the government of President Suhar- 
to's successor, B.J. Habibie—to pro-Suharto 
hardliners who want to make life difficult 
for his replacement. The government con- 
tends that the army and police lost control 
after several days of confrontation with 
overly aggressive students. 

In the days after the shootings Mr 
Habibie outraged students by announcing 
the arrest of a small group of dissidents, 
whom he blamed for provoking troops. 
This week the military attempted to ap- 
pease students by announcing that it 
would court-martial or prosecute 163 sol- 
diers and police for getting out ofhand. The 
discovery ofthe dum-dum bullet, however, 
will lend credence to rumours that snipers 
were present when the shooting started. 

Even more questions loom over the 
country's near future. Although the threat 
of military violence has faded for the time 
being, groups of civilians continue to clash 
with one other. On November 22nd more 
people were killed during riots in Jakarta, 
this time between Muslims and Christians. 

Mr Habibie is trying to calm the stu- 
dents without generating chaos within his 
government. He continues to resist calls to 


More killings in East Timor 


Diù 


| FTER a summer of relative peace fol- 
| lowing promises of greater auton- 
omy by Indonesia’s new president, B.J. 
Habibie, violence has once again flared 
in East Timor. After reports that 44 peo- 
ple had been killed in a crackdown by 
Indonesian troops, UN-sponsored talks 
between Portugal, the territory’s former 
colonial power, and Indonesia were 
called off this week. The talks were due to 
| resume after an Indonesian human- 
rights group promised to investigate. 
Indonesian officials deny there was a 
massacre. They say five soldiers and a ci- 
vilian were killed in clashes with an 
armed resistance group. According to 
one church group, the army surrounded 
the village of Alas after a rebel attack. 
When the soldiers moved in, says the 


group, 36 houses were burned and many 
inhabitants forced to flee. Exact details of | 
what happened remain murky. 

News of more killings triggered an 
angry response in the capital, Dili. Sev- 
eral thousand students occupied build- 
ings belonging to the provincial govern- 
ment. They demanded the withdrawal of 
all Indonesian troops and for them to be 
replaced with a UN peacekeeping force. 

Indonesia, which invaded East Ti- 
mor in 1975, said in August that it would 
pull its combat troops out of the territory. 
But some Timorese claim the military 
presence has grown. “As long as the army 
does not accept the idea of a political set- | 
tlement for East Timor, they will not let 
their stranglehold relax,” says a promi- 
nent member of a Catholic organisation. 











sack General Wiranto, a moderate who is 
considered to be a useful counterweight to 
other groups within the cabinet. He is, how- 
ever, promising to keep investigating Mr 
Suharto and the wealth he is said to have 
amassed. This week, Mr Suharto turned 
over to the government his interests in 
seven foundations worth $528m. 

Mr Habibie also says he will stick to the 
timetable for parliamentary elections next 
spring. The provisional date, which still 
needs to be approved by legislators, is June 
7th. But whereas the initial plan was for the 
MPR to pick a new president six months 
later, Mr Habibie now says that he will be 
willing for this to happen a month or so af- 
ter the elections. A bold promise, if true: a 
poll released this week by Tempo, a popu- 
lar Indonesian magazine, says the top op- 
position leaders, Amien Rais and 
Megawati Sukarnoputri, garnered 61% sup- 
port between them, with only 7% of the re- 
spondents backing Mr Habibie. 


——— 





Pakistan 


Desperate justice 


KARACHI 


HE prime minister of Pakistan, Nawaz 

Sharif, believes he has found a way to 
bring order to the seemingly lawless city of 
Karachi. On November 2oth he said that 
those accused of terrorism or other serious 
crimes would be tried by military courts. 
“These courts will take decisions not in 
months, not in weeks but in days,” he said. 

The move has dismayed many Paki- 
stanis. Although the army has ruled Paki- 
stan for almost half of its history, the coun- 
try now has a freely elected government 
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and a civilian judiciary. A military court 
has few of the checks and balances of a civil 
court. It reaches its verdict within 72 hours, 
subject to an appeal to another military 
court. Even the Supreme Court has no 
power to intervene, however severe the 
sentence. 

At least 600 people have died this year 
in gun battles in Karachi, Pakistan's chief 
port and commercial centre. The police 
blame the killings on battles between rival 
factions in the Muttahida Qaumi Move- 
ment, or MQM, which draws support from 
those, or their kin, who left India at the time 
of partition in 1947. But the police and 
their colleagues in the paramilitary Rang- 
ers also tend to be trigger-happy. The police 
themselves are part of the Karachi problem. 
Many are corrupt and are used by politi- 
cians to harass opponents. Under the new 
procedure, they appear to have retained 
their powers to arrest suspects, who, after 
interrogation, will then presumably be 
handed over to the military courts. 

Mr Sharif reckons that cutting through 
the red tape of the police and the judicial 
system will produce quick results. He is 
likely to be encouraged in the short term. 
Immediate and harsh punishments could 
have a deterrent effect on others. But the 
measure has a desperate “must do some- 
thing” air about it. 

Apart from the killings in Karachi, vio- 
lence is common throughout the country, 
particularly over religion. Disputes be- 
tween militant groups of Sunni and Shia 
Muslims are often settled by the gun. Last 
week, nine Christians were found dead in 
northern Pakistan with their throats slit. A 
message left at the scene suggested that the 
Christians were thought by local people to 
be practising magic. But the massacre may 
have been carried out by Islamic funda- 
mentalists intolerant of other religions. 

Fundamentalism is gaining ground in 
Pakistan. Mr Sharif has further upset mod- 
erate Pakistanis by promoting a bill in the 
federal parliament that aims to make Is- 
lamic law supreme in the country. It is now 
being considered by the Senate after gain- 
ing approval in the lower house. The prime 
minister raised more fears when he an- 
nounced that he favours the type of justice 
practised by the Taliban, the strict Islamists 
who now run most of neighbouring Af- 
ghanistan. He was reported to have told a 
public meeting, 

Today, in Afghanistan, crimes have virtually 
come to naught. I have heard that one can safely 
drive a vehicle full of gold at midnight without 
fear. I want this kind of system in Pakistan. Jus- 
tice will end oppression and bring prosperity. 

At present, few vehicles full of gold can 
be found in Pakistan. Businessmen say 
that, despite official claims to the contrary, 
the economy is contracting. Sales are down 
and new investments have dried up. Grow- 
ing unemployment and the probability of 
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more jobless young people turning to 
crime are the likely outcome. 

Some good economic news came on 
November 25th with the IMF's announce- 
ment that it had reached agreement with 
Pakistan on a $5.5 billion debt-reschedul- 
ing package. It includes a $1.56 billion loan 
frozen as part of the economic sanctions 


imposed after last May's nuclear tests but 
now lifted. The government also claims to 
have settled a quarrel with independent 
power companies, which it had accused of 
corruption. The quarrel was thought to 
have deterred foreign investors. Even now, 
new investors may be in no hurry to rush 
into Pakistan. 


——— 





Japan 


The return of Ozawa 


TOKYO 


China's leader arrived in Japan just as the black sheep of the country's ruling 


party returned to form a new coalition 


S THE first Chinese head of state to pay 
a formal state visit to Japan, China’s 
Jiang Zemin had plenty to discuss with his 
hosts this week. One subject was a request 
for an apology for Japanese wartime atroc- 
ities. Japan’s government has been more 
willing of late to offer visitors some care- 
fully-phrased words of remorse. The Chi- 
nese are unlikely to get as far with their con- 
cerns about Japan’s expanded security 
links with America (see page 34). And de- 
spite talk ofa “new partnership” there is lit- 
tle chance of the Japanese following Bill 
Clinton’s lead earlier this year and declar- 
ing support for China’s stance on Taiwan, 
which the Chinese regard as a renegade 
province. 

If anything, Japan’s stance on foreign 
policy is likely to grow tougher. So too is the 
prospect of Japan being prepared to deploy 
its forces with American ones during any 
regional emergencies. This is because of the 
return to an alliance with the ruling Liberal 
Democratic Party(LpP) of Ichiro Ozawa, the 
hawkish leader of Japan’s dwindling Liber- 


Jiang has a ball in Tokyo 


als. Mr Ozawa’s Liberal Party now plans to 
form a coalition with the ruling party. A 
conservative who deserted the LpP with a 
band of followers in 1993 after an aborted 
bid for power, Mr Ozawa has since seen his 
own party marginalised as supporters 
slipped away, frustrated by his overbearing 
leadership and failure to deliver reforms. 

The final straw for Mr Ozawa came ear- 
lier this month when the Soka Gakkai, a 
wealthy lay Buddhist organisation, not 
only deprived his party of an important 
chunk of its membership but also the bulk 
of its financial support. Without the Soka 
Gakkai’s deep pockets and its 8m families 
working feverishly to get out the vote, the 
Liberal Party faces annihilation at a general 
election, which could happen at any time 
given the Lpr's lack of a majority in the up- 
per house of the Diet (parliament). 

Mr Ozawa's agreement to form a coali- 
tion with the ruling party won from Keizo 
Obuchi, the prime minister, a promise that 
the LpP would not challenge Liberal Party 
incumbents in an election. But the coali- 
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tion seems shaky. Mr Obuchi spoke with- 
out the LDP’s full authority and may not be 
able to persuade his party's local chapters 
to go along with the deal. Still, the coalition 
is Mr Ozawa's last chance to get back into 
the political mainstream. 

Luckily for him, the LDP leaders seem to 
need him almost as much as he needs 
them. Although the ruling party has a ma- 
jority in the more important lower house, 
its lack of one in the upper house has frus- 
trated its plans to reform the debilitated 
banking industry, forcing it to accept the 
opposition's more brutal legislation. The 
liberal’s seats in the upper house will allow 
the LpP to push through most legislation. 

Mr Ozawa can be overbearing, but at 
least he has some refreshing views of his 
own. In the short term, his influence on Mr 
Obuchi's administration is likely to be pos- 
itive. Prior to forming a full cabinet-level 
coalition in January, the Liberal Party will 
work closely with the government during 
the 30-day extraordinary Diet session that 
starts on November 27th. Mr Ozawa wants 
to suspend a 5% consumption tax, but may 
settle for seeing its revenue reserved for wel- 
fare purposes, such as pensions. He also 
wants a ¥10 trillion ($82 billion) cut in in- 
come and residential taxes instead of the 
ruling party's trifling ¥4 trillion cut. “I will 
dissolve the coalition ifthe policy is not im- 
plemented,” he puffs. 

He will probably do no such thing. But 
he will certainly hector and hassle to get his 
way on such matters as reducing the size of 
the cabinet from 20 to 17 (to improve his 
own party’s clout) as well as slimming 
down both houses of the Diet by 50 seats 
apiece (for the same reason). He may even 
get the LpP to go along with his conviction 
that the constitution must be re-interpreted 
to allow Japanese soldiers to serve along- 
side foreign troops on UN peacekeeping 
missions abroad. Divided as it is over 
collaborating with the Liberal Party, Mr 
Obuchi's ruling party will nevertheless go 
out of its way to make Mr Ozawa happy. 

The other pressing reason to do so is 
that the government is desperate to get 
long-overdue legislation through the Diet 
to allow the Japanese Self-Defence Force 
(the name given to its armed services) to co- 
operate with American forces. In Tokyo on 
November 20th, MrClinton urged Japan to 
make an extra effort to pass the necessary 
bills because of mounting tension in the 
Koreas. American officials suspect that an 
underground complex being built in North 
Korea could herald the resumption of its ef- 
forts to produce plutonium for nuclear 
weapons. Japanese officials are also con- 
cerned, not least because the North Kore- 
ans test-fired a missile over Japan in Au- 
gust. With Mr Ozawa back in the limelight, 
the Chinese can expect Japan’s role in re- 
gional security to be strengthened. 
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Kazakhstan 
Winning ways 


KUSTANAI 


EWAS probably going to win anyway, 
but with his main opponent banned, 
Nursultan Nazarbaev seems certain of vic- 
tory. President Nazarbaev is seeking re-elec- 
tion in January and at first it was assumed 
that there would be no time for a rival to get 
organised. But Akezhan Kazhegeldin, a for- 
mer prime minister, decided to have a go. A 
court said that he could not, giving as its 
reason that he had attended an illegal po- 
litical meeting. On November 24th the Su- 
preme Court upheld the decision. 

It was all lawful, said Kazakh officials, 
but human-rights organisations said the 
decision was predictable. Banning Mr Kaz- 
hegeldin on a technicality has probably 
done more to damage Kazakhstan's reputa- 
tion as a budding democracy than it has 
helped the president. Mr Nazarbaev, who 
has ruled the country since Soviet times, 
seems to have sensed the possible damage, 
and had asked the Supreme Court a few 
days earlier to allow his rival to run. But the 
court decided it knew best. 

For the past two weeks, Mr Nazarbaev 
has been touring his vast country to shore 
up support, visiting factories and universi- 
ties and generally showing himself to the 
voters. He has had royal treatment all the 
way. Young people in Kustanai, in north- 
ern Kazakhstan, held banners saying, 
“Nursultan Abishevich—We love you". The 
welcomes were staged, but it is clear that 
people in the remote regions are thrilled to 
catch a glimpse of the leader. Around 60% 
of the population of 16.8m are officially 
poor. Most reckon they lived better under 





communism, But they are used to Mr 
Nazarbaev and believe they would do no 
better under anyone else. 

Mr Nazarbaev’s enthusiasm for the free 
market has put Kazakhstan among the eco- 
nomic leaders of former Soviet states, but 
so far the population has not benefited ma- 
terially. Over the years, he has strengthened 
his hold on power and frequently reshuf- 
fles his government to stymie any possible 
rival. Freedom of the press is officially guar- 
anteed, but many local journalists think it 
wiser to censor themselves. 

Mr Kazhegeldin, a former businessman 
who once worked for the KGB, was plucked 
from obscurity by Mr Nazarbaev in 1994. 
During his three years as prime minister he 
was responsible for privatisation and the 
sale of state enterprises to foreigners. He 
says he is a millionaire, and questions have 
been raised about the origin of his wealth, 
which he says he earned before joining the 
government. 

The United States has called for a real 
contest in Kazakhstan. And Mr Nazarbaev 
could in theory still face a challenger for the 
presidency. Seven possible contenders 
have passed the mandatory Kazakh lan- 
guage exam and have been approved by the 
Central Election Commission. They have 
until November 30th to register, when they 
must support their application with the sig- 
natures of 170,000 supporters and pay a fee 
of $30,000. One of the seven, Gani 
Kasymov, hurled a vase of flowers at a tele- 
vision interviewer who had compared his 
unexpected decision to run to that ofan un- 
predictable drunk. He gained more public- 
ity in these few minutes than he might 
hope to obtain through any number of 
campaign speeches. But in the end, neither 
he, nor any of the others, has a realistic 
hope of winning. 
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keeps recession at bay 


 Americans' passion for consuming is stronger than ever. When will it end? 


FTER last year's unfortunate incident 
involving a giant inflatable Cat in the 
; Hat, the balloons at Macy's 1998 Thanksgiv- 
ing Parade in New York were due to be 
smaller than usual. But that should not be 
‘seen as a bad omen for the holiday-season 
shopping binge, the start of which is usu- 
ally marked by the parade. Recent reports 
‘that Americans were becoming less care- 
free in their spending seem to have been 
greatly exaggerated; the next month or so is 
likely to see consumption reach new record 
highs. As a result, both the American econ- 
omy and the global economy could grow 
faster in the next year or so than anyone 
“now believes—though in a country where 
people are now spending more than they 
earn, nothing should be taken for granted. 
s Consumer confidence rebounded 
«sharply in November, having fallen in each 
of the four previous months from its all- 
time high in June, according to surveys by 
the Conference Board. Lynn Franco, who 
Oversees these surveys, says that in this holi- 
day season American families will spend 
,àn average of nearly $500 a head, up from 
:$465 last year. Retail sales during the pe- 
riod are. expected to be around 7% higher 
| than in 1997. Although confidence had 
“been: falling until recently, consumer 
spending continued to grow. Revised data 
- released this week showed personal spend- 
- ing up by a higher-than-expected 0.7% in 
September and 0.5% in October. Car sales 
rose by nearly 10% in October, house sales 















continued at record levels, and sales of 
Teletubby dolls topped $1 billion for the 
year. Consumer spending has not fallen in 
any month since June 1996. 

This unexpectedly strong consumption 
helped the economy grow by 3.5% in the 
year to the third quarter, faster than most 
economists had forecast. They had feared 
that the growth rate would be slowed by 
lacklustre capital spending by companies. 
This has risen at an annual rate of around 
20% in recent years, but appears to have 
been flat or slightly down in the third quar- 
ter. Now it seems possible that the con- 
sumer might save the American economy 
from what most economists think will be a 
sharp slowdown in growth next year, and 
possibly even a flirtation with recession. 

Will the spending ever stop? Consump- 
tion has been fuelled in large part by rising 
personal incomes. These continue to grow 
strongly: after-tax incomes were up by 0.396 
in September and 0.5% in October. This re- 
flects an extremely tight labour market, 
with an unemployment rate of 4.6% of the 
workforce. However, consumer-confidence 
surveys report that new jobs are less plenti- 
ful than they were earlier this year. And un- 
employment may start to rise if the current 
squeeze in corporate profits—down by 2% 
on average in the third quarter from a year 
earlier—prompts companies to cut costs. 
Profits have been hit by the combination of 
higher wages and the near impossibility of 
passing these costs on to consumers in 
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higher prices. Jobs are most at risk in manu- ` 
facturing, which has been badly wounded : 
by the Asian economic crisis. E 

Spending has also been financed by 
massive borrowing. Consumer credit is-as 
high as it has ever been. And in September 
the savings ratio was negative—spending 
exceeded income—for the first time since 
records began in the 1930s. In October, the | 
ratio turned. even more negative. Sóme 
economists argue that this points to a slow- 
down in consumer spending next year, as 
Americans cannot continue to spend be- 
yond their means for long. 

Actually, this is debatable. Consumers 
have yet to enjoy the full benefit of the Fed's 
recent interest-rate cuts. Conventional eco- 
nomic models reckon that it takes 6-12 ` 
months for. lower interest rates to feed 
through to lower mortgage costs and 
cheaper loans for consumer durables such 
as cars. However, this time may be differ- 
ent, says Alex Patelis, an economist at 
Goldman Sachs. It is not clear that con- 
sumer-borrowing costs can get much 
cheaper than they are now; the main effect 
ofthe Fed's cuts may already have occurred, 
he says, by boosting the stockmarket and so 
restoring consumer confidence. 

Increasingly, the fate of the economy 
seems to depend on what happens to share 
prices, though nobody really knows pre- 
cisely how the two interact. The increase in 
personal wealth caused by higher share . 
prices could even justify the negative sav- 
ings ratio~but only if consumers are not 
basing spending decisions on wealth that 
may vanish fast in a bear stockmarket. 

There is some sign that they may not be.. | 
The Dow plunged by about 20% between _ 
July and September, and then bounced all 
the way back, without any noticeable effect 
on consumer spending. This may indicate 
that consumers are not assuming that share 
prices will stay at today’s record levels 
when they decide how much tospend. That 
would be good: sensible expectations make 
economies more stable. 

On the other hand, spending levels 
might indicate that consumers are so con- 
vinced that share prices will keep rising fast 
that a 20% decline is dismissed as an insig- 
nificant blip. That would be bad: it flies in 
the face of economic logic, and is asking for. 
trouble. Were share prices to fall to levels - 
that make more sense in terms of underly- 
ing earnings, and stay there, the effect on 
spending—as consumers realise they are 
poorer than they thought—might then be 
severe. A depressing thought. Better go 
shopping. 
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Japan policy 


Between guns and economics 


WASHINGTON, DC 


Mr Clinton's complaints about the Japanese economy may backfire on the 


military alliance 


ACK in 1992, Candidate Clinton had 
two things to say about foreign policy. 
First, America should speak up for democ- 
racy and human rights; and, in the early 
years ofhis administration, Mr Clinton fol- 
lowed through on this promise by criticis- 
ing China. Second, America should pro- 
mote its economic interests; and, once in 
office, Mr Clinton duly pressured Japan to 
open up its markets. From around 1995, 
however, the administration dropped both 
these policies, worrying that they harmed 
America's standing in East Asia's two most 
important countries. Now the approach of 
Vice President Al Gore's election campaign 
may push the administration's Asia policy 
back towards confrontation. 

This possibility was first raised by Mr 
Gore's trip to Malaysia this month, which 
he used to deliver a lecture about pluralism. 
MrGore's host, who has locked up his main 
political rival, was not best pleased. But Mr 
Gore was unabashed, and the reason was 
not far to seek. In March 1997 Mr Gore had 
visited China and been polite, only to be 
thoroughly upstaged the following week by 
Newt Gingrich, the outgoing House 
speaker, who used a China trip to speak 
passionately about his love of freedom. 
That contrast had made Mr Gore look the 
way he most hates to look: like a competent 
and soulless robot. 

The second test of a more confronta- 
tional administration line came with the 
president's trip last week to Japan and 
South Korea, particularly the Japan part of 
it. Before he set off, Mr Clinton was under 
pressure to bash the Japanese for their trade 
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protectionism and failure to stimulate de- 
mand. Despite the American economy's ro- 
bust growth, some industries such as steel 
and agriculture have been hurt by the reces- 
sion in Asia, and are furious that Japan has 
not done more to absorb its neighbours' ex- 
ports. On November 12th Dick Gephardt, 
the Democratic leader in the House, told 
Mr Clinton in a letter that Japan should 
"voluntarily reduce steel exports now or 
face potential action later." 

Mr Clinton delivered this message to 
the Japanese, but in a tactful manner. He 
explained that he had no wish to impose 
trade sanctions on Japan, but hinted that if 
Japan did not behave political pressures 
might leave him no choice in the matter. He 
refused to be impressed by Japan's efforts to 
clean up its banking mess and stimulate 
demand, saying only that he hoped both 
policies would be implemented thor- 
oughly. But he tried to soften his disdain by 
conceding that America had itself been 
slow sometimes to tackle financial crises. 

The Clintonites doubtless think that, 
given the pressure from Mr Gephardt, they 
are models of restraint. Even so, they are in 
danger of repeating the error of their early 
years, when economic confrontation with 
Japan damaged the military alliance be- 
tween the two countries. In 1993-95, the 
Japanese got so fed up with American trade 
pressure that anti-Americanism grew rife, 
culminating in a big demonstration 
against American military bases on the is- 
land of Okinawa. Now, constant American 
criticism of Japan's fiscal policy may be 
having a similar effect. Mike Green, a Japan 


expert at the Council on Foreign Relations 
in Washington, returned from a recent trip 
convinced that Japanese feelings towards 
America are as sour as at any time this de- 
cade. 

On the face of it, this Japanese resent- 
ment seems unwarranted. The Japanese 
had a right to feel indignant about the trade 
pressures of the early Clinton years, which 
violated America’s own liberal trading 
principles, America’s current macroeco- 
nomic advice is much more reasonable. 
And yet, reasonable or not, it is not always 
welcome. Two new Japanese bestsellers 
suggest that Japan should be perfectly 
happy with zero growth, since its popula- 
tion is falling; and that it should therefore 
thumb its nose at American hectoring. 

However infuriating Japan’s economic 
attitudes, this is a bad time for Mr Clinton 
to risk upsetting the military alliance. For 
the past year, the administration has urged 
Japan to pass legislation guaranteeing its 
support in the event of a regional military 
crisis; but so far Japan’s government has 
not responded. Japanese politics is in a 
state of flux; and, despite the recent resur- 
gence of the pro-American Ichiro Ozawa 
(see page 28), it is quite possible that one or 
other faction may grab on to anti-Ameri- 
canism in order to advance its electoral 
prospects. At the same time, America faces 
the scary task of containing North Korea, 
whose leader may be mad and whose peo- 
ple may be starving. The North Korean 
threat makes close military co-operation 
with Japan at once more necessary and 
more difficult. 

This became evident in August, when 
North Korea fired a missile over Japan. The 
Japanese responded by temporarily with- 
drawing aid for North Korea’s light-water 
nuclear reactor, which they had been giving 
as part of an American-led effort to wean 
the North Koreans off their military-capa- 
ble heavy-water programme. Within a few 
days, however, America reacted very differ- 
ently: without telling the Japanese, State 
Department officials opened talks with the 
North Koreans about stepping up co-opera- 
tion on nuclear matters. Coming on top of 
months of economic lecturing, this redou- 
bled Japanese resentment of American 
high-handedness. 

If the Japanese pull out of the reactor 
project, the whole thing may fall apart, be- 
cause support for it in America is already 
shaky. The congressional Republicans sus- 
pect that America is being taken for a ride: 
they fear that the administration is paying 
for North Korea’s energy programme while 
not getting the promised quid pro quo of 
an end to the North’s nuclear-weapons am- 
bitions. On November 23rd a special com- 
mission, headed by William Perry, the for- 
mer secretary of defence, started looking 
into ways of rescuing the nuclear deal. Un- 
fortunately for the administration, one of 
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Mr Clean 


WASHINGTON, DC 


HE efforts of Vice-President Al Gore 

to dissociate himself from various 
kinds of vice leapt forwards on Novem- 
ber 24th. After months of agonising, Ja- 
net Reno, the attorney-general, decided 
not to appoint an independent counsel 
| to investigate Mr Gore's fund-raising in 
the 1996 campaign. This has the dual ef- 
fect of absolving him from financial 
skulduggery, and of increasing his 
chances of becoming president. 

The Justice Department had been 
looking into whether Mr Gore lied about 
fund-raising calls he made from his 
White House office (calls which would 
have been illegal, since money may not 
be raised on federal property); and Miss 
Reno concluded that there was insuffi- 
cient evidence to support such a suspi- 
cion. But the attorney-general still faces 
two imminent decisions on whether to 
appoint independent counsels to look 
into fund-raising. One concerns Harold 








Hi, it’s Al. I’m not at work 


Ickes, a former deputy chief of staff at the 
White House. The other, more threaten- 
ing to Mr Gore, concerns broad ques- 
tions about Democratic money flows 
during the 1996 election. As the wheels of 
justice grind slowly on, presidential as- 
pirants are gearing up to raise fresh mil- 
lions for the contest in 2000. 





the deal’s chief critics is Bob Livingston, the 
newly elected House speaker. 

In sum, the United States-Japan mili- 
tary alliance is not in great shape; and eco- 
nomic pressure on the Japanese, however 
justified on its own terms, threatens further 
to disfigure it. And yet the temptation to 
step up the economic pressure remains 
strong; Candidate Gore, in particular, may 
be unable to resist it. Back in September, Mr 
Gore is said to have invited five Japan ex- 
perts to brief him; and the word is that the 
vice-president's instincts were hawkish. He 
proposed that 500 prominent Americans 
write to 500 Japanese about the need for 
economic reform. It will be interesting to 
see whether this idea, or other similarly 
loud gestures of American impatience, be- 
come a feature of Mr Gore's run for the 
White House. 





The death penalty 


One In seven 
wasn't guilty 


CHICAGO 


OME time between Thanksgiving and 

Christmas, the United States will exe- 
cute its 500th prison inmate since the 
death penalty was reinstated in 1976. With 
luck, the convict who draws that landmark 
noose, switch, injection or gas pellet will ac- 
tually be guilty. 

A conference this November at North- 
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western University Law School in Chicago 
highlighted a striking fact related to capital 
punishment: since 1976, 75 American men 
and women have been convicted of capital 
crimes, sentenced to death, and later found 
innocent—roughly one for every seven pris- 
oners who have been executed. The three- 
day conference brought together 30 of 
those released from death row, some of 
whom came within hours of their appoint- 
ment with the executioner. 

How do innocent men and women end 
up on death row? Most of the 75 were ac- 
cused of heinous crimes for which prosecu- 
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tors, who are elected officials, were under 
pressure to find someone to blame. Police 
and prosecutors were more than over-zeal- 
ous in the case of Rolando Cruz, who spent 
ten years on death row in Illinois for the 
rape and murder of a 10-year-old. Mr Cruz 
was put on trial and convicted despite the 
fact that a repeat sex offender and mur- 
derer had already confessed to the crime; 
and he was freed only after a police officer 
admitted that he had lied under oath about 
a key piece of evidence. 

Minorities fare particularly poorly in 
capital cases. Studies have consistently 
found that blacks are more likely than 
whites to draw death sentences for similar 
crimes; blacks who harm whites fare worst 
ofall.Clarence Brandley, one ofthe men on 
stage in Chicago, is a case in point. 

Mr Brandley was one of five caretakers 
who were considered suspects when a 16- 
year-old white girl was raped and mur- 
dered in a Texas high school. But he was the 
only black. When a Texas police officer in- 
terviewed Mr Brandley and another care- 
taker on the day of the murder, he suppos- 
edly said, “One of you two is going to hang 
for this.” He then turned to Mr Brandley 
and said, "Since you're the nigger, you're 
elected." Evidence that hairs found on the 
body suggested a white killer was withheld 
from the defence, and Mr Brandley spent 
ten years on death row before his sentence 
was overturned; the evidence and testi- 
mony at his trial were proved unreliable. 

Being poor does not help. At best, pub- 
lic defenders are underpaid and over- 
loaded with cases; at worst, they are incom- 
petent. Lawyers dealing with tax and patent 
issues need special qualifications; lawyers 
defending death-penalty cases do not. Most 
states, although they put massive resources 
into prosecuting capital cases, put virtually 
none into guaranteeing an adequate de- 


Towards 500 
Pending executions, as of Nov 24th 1998 


Tentative 


Number* date — time Name 


491 
492 
493 

|o 
495 
496 
497 
498 
499 
500 


Dobie Williarns 
“Andrew Cantu - 
Kevin Cardwell 
Lamy Gilbert - 

J.D. Gleaton 
Daniel Corwin 

Jeff Emery - 
Danny Barber 
Tuan Nguyen 
Joseph Faulder 


Nov28  - 
Dec3 6pm CEN 
Dec3  9pmEST 
Dec4 6pm EST 
Dec4  6pmEST 
Dec7 6pm CEN 
Dec8 6pm CEN 
Dec9 6pm CEN 
Dec 10 12am CEN 
Dec10 6pm CEN 


Death-row inmates, as of Oct 1st 1998 


California 


Texas 


Florida 


513 
436 
387 


N Carolina 


Pennsylvania 222 


Source: Death Penalty information Centre 
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of South Africa Limited 


Incorporated in the Republic of South Africa 
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Chairman’s Statement 





ince I last reported there have been major 

developments in the life of the Corporation. On 

15 October I announced a series of proposed 
transactions comprising the combining of the 
businesses of Anglo American and Minorco to create a 
new UK company, Anglo American plc, with its 
primary listing in London, the 
restructuring of significant 
elements of Anglo American's 
businesses, and acquisition by 
Anglo American from De 
Beers/De Beers Centenary of a 
number of investments in which 
both are interested. The listing 
particulars of Anglo American 
ple will be published in 
February and it is anticipated 
that the company will be listed 
in London before the end of 
March 1999. 


These moves took further 
the process initiated in 1997 
when, in the interests of 
enhancing shareholder value, a 
number of important steps were taken towards the 
goals of simplifying the structure and clarifying the 
focus of the Corporation and its underlying operating 
divisions. 

Briefly summarised, the proposed further 
restructuring of the Corporation will see the buying out 
of the minorities of Amcoal and AMIC via schemes of 
arrangement and the sale by De Beers of its interests in 
underlying subsidiaries and associates of the Cor- 





Julian Ogilvie Thompson 


poration such that De Beers’ interest in the new Anglo 
American ple will be held solely at the ple level. 


As a result of these moves and the combination of 
Anglo American and Minorco, Anglo American plc 
and through its subsidiaries will hold some 33 per cent 
of De Beers, the world's pre- 
eminent diamond company, a 55 
per cent stake in AngloGold, 
the world's largest gold producer 
and, after completing the 
purchase of additional shares 
over a period of time, just over 
50 per cent of  Amplats, 
the world's leading producer of 
platinum group metals. It will 
also have important wholly 
owned coal and industrial 
minerals divisions, as well as 
forest product, base metal and 
ferrous metal divisions where 
there are some joint ventures at 
the underlying company levels. 
As regards the last division Anglo 

American and Billiton Plc have an- 
nounced a joint bid for the minorities in Samancor to 
create a joint venture in which Anglo will hold 40 per 
cent and Billiton 60 per cent. 


In order to promote the goals of focus and clarity 
the Corporation will continue its programme of 
disposals of non core businesses and has indicated it 
intends to sell its interests in AECI, Bevcon and South 
African Breweries. In the meantime a number of 
mining and industrial interests have been sold this year 
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“including the holdings in Lonrho, JCI, CMI, Del 
. Monte and Rennies. 

_ For its part Minorco has announced that it 
‘intends to sell its interests in Engelhard 
"Corporation, Terra Industries and its gold 
properties in North and South America. 
‘AngloGold has submitted an offer for the gold 
| interests and a decision is expected shortly. 


In sum, the proposals announced on 
15 October are aimed at unlocking shareholder 
. value by creating a simpler and more transparent 
: structure; by greater focus and greater operational 
control of world class assets; through clear 
management responsibility and by enhanced 
access to capital markets in order to optimally 
address growth opportunities. 


Cost reduction programmes have been in place 

for some time and with some success, but at a time 

- of depressed commodity prices it is our intention to 

attack with renewed vigour the question of costs 
both at the operational and head office levels. 


.. Although at the time of listing, Anglo 
American ple will have a strong balance sheet with 
"substantial cash resources and will not therefore be 
; seeking to raise capital in the short term, a principal 
consideration in the decision to seek a primary 
listing in London for the new Anglo American plc 
was to facilitate access to primary capital markets. 
J^. Whilst a primary listing in London and the 
_ likely inclusion of Anglo American plc in the FTSE 
. 100 index will have considerable advantages for 
. the growth of the company as a major force in the 
international natural resources business, the 
. directors of the Corporation and I are also more 
_ than conscious of the disciplines imposed by City 
- of London requirements. We are determined that 
-the new plc will comply with all aspects of good 
governance and continue to listen carefully to the 

important views of the various stakeholders, 
| including actual and prospective shareholders as 
: we move forward with the implementation of all of 
< the transactions referred to above. 


From the outset we recognised that the 
-formation of Anglo American plc, of which the 


Corporation will be the major part, would 
be politically sensitive in South Africa. The South 
African Government's support of 
the Corporation's proposals showed great 
confidence and maturity at a time of emerging 
market turmoil, and stands in stark contrast to the 
stance adopted by some other emerging market 
leaders. By its handling of the announcement the 


Government has enhanced South Africa's | 


reputation internationally and we remain 
convinced that the creation of Anglo American plc 
will be positive for the future of South Africa. 


Indeed our commitment to the future of South 
Africa has already been signalled by the 
announcement in early September of a feasibility 
study into the establishment of a R4 billion (in 
today's money) zinc mine at Gamsberg in the 
northern Cape. 

The significant ongoing mining and natural 
resources operations of Anglo American plc in 


South Africa will require that the bulk of the new. 


company's administrative, technical, financial and 
research staff continue to be located in this country 
to service these interests and the many exciting 
prospects that we have in Africa. 


The merging in London of the Anglo 
American London and Minorco London and 
Luxembourg offices will result in a fully-fledged, 
but compact staffing of the new Anglo American 
plc headquarters. 


Despite the global economic difficulties and 
the associated low commodity prices we believe 
that Anglo American plc will be well positioned to 
take advantage of the increasing number of 
opportunities now becoming available in the 
natural resources industry. 


aage 


London Office: Anglo American Corporation of South Africa Ltd, 
19 Charterhouse Street, Landon ECIN 6QP. 


24 November 1998 
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fence. In Alabama, the highest reimburse- 
ment a public defender can receive in a 
capital case, including all the time spent on 
preparation and the trial, is $2,000. When 
the Alabama legislature passed a bill this 
year raising the cap, Governor Fob James 
vetoed it. 

Even the process of selecting a jury in 
death-penalty cases has a bias against the 
innocent. Potential jurors who oppose the 
death penalty are excused, creating “death- 
qualified” juries. Discharging such people 
skews the jury pool towards those who are 
more rule-bound, trusting of authority, and 
likely to convict. And once an individual is 
convicted, the appeals process focuses on 
questions of procedure rather than guilt, of- 
ten making it difficult to introduce new ev- 
idence that points to innocence. 

On the surface, Americans seem un- 
bothered by all this. The Death Penalty In- 
formation Centre has found that 77% of 
Americans favour capital punishment. But 
death-penalty opponents see subtle 
changes in public opinion lurking beneath 
such data (see box). When the same people 
are asked whether they think murderers 
should be given the death penalty or life in 
prison without parole, slightly more Amer- 
icans choose prison (44%) than death (41%). 


mi 


RICHMOND 


APITAL punishment is as much a 
part of southern culture as moon 
pies and kudzu. In Virginia, polls rou- 
tinely put support for the death penalty at 
70% or higher. And though Virginia trails 
Texas in the total number of executions, it 
ranks first in the country in the number 
carried out per thousand people. All the 
more impressive, then, that in Norfolk, a 
gritty navy town about 100 miles south- 
east of the capital, Richmond, one of the 
state’s largest newspapers, the Virginian- 
Pilot, has quietly but dramatically aban- 
doned its support of capital punishment 
in favour of life without parole. 

As the editors now see it, the death 
penalty is a flawed, ineffective deterrent. 
It is also unfair, too often evaded by those 
with deep pockets and the right colour of 
skin. “Powerful as the urge may be to 
grant retribution to those who have suf- 
fered irreparable loss, the state’s primary 
interest must be in the evenhandedness 
and moral defensibility of justice,” the 
Virginian-Pilot declared. 

Editorial-writers at the newspaper 
have wrestled with the issue for years, but 
a recent case seemed to tip the balance. 
On October 14th, five days before the 
newspaper changed course, Virginia exe- 

| cuted a 26-year-old black man for crimes 
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And the Death Penalty Information Survey 
records that nearly 60% of respondents felt 
at least some doubts about capital punish- 
ment when—as at the conference in Chi- 
cago—they were made to consider that men 
and women sentenced to death might be 
found innocent later. 

Opponents ofthe death penalty, accept- 
ing that it is most unlikely to disappear, 
would at least like to increase the resources 
available to defendants in capital cases, 
and require some minimum level of com- 
petence from lawyers and investigators. 
They would also require confessions to be 
audiotaped or videotaped; at least ten 
death-row inmates in Illinois say they were 
tortured into confessing. 

Reformers want the appeals process to 
be more open to bona fide claims of inno- 
cence. Illinois took a step in this direction 
last year when it passed a law guaranteeing 
death-row inmates access to technology, 
such as DNA analysis, that was not available 
at the time of their convictions. Not least, 
death-penalty critics would exclude or 
limit evidence provided by prison inform- 
ers, many of whom have learned to milk 
the system for privileges by relaying “con- 
fessions” overheard in prison. 





Even in Virginia, second thoughts 


he had committed as a juvenile. It was the 
first time this had happened in the state 
since the 1930s, and only the 12th case of 
its kind in the country since capital pun- 
ishment was reinstated in 1976. 

By his 17th birthday, Dwayne Allen 
Wright had committed three murders. 
But he had also been in and out of psychi- 
atric hospitals, where he was diagnosed 
as suicidal, psychotic and suffering from 
organic brain damage. The jury that rec- 
ommended the death penalty apparently 
did not know Wright's medical history. 
Two jurors later said that, had they 
known, they would have recommended 
life in prison. The governor of Virginia, 
James Gilmore, a Republican who has 
won death sentences as a local prosecutor 
and defended them as the state's attorney- 
general, was unimpressed. Mr. Wright 
was dispatched by lethal injection. 

The Virginian-Pilot has always wor- 
ried that the death penalty was racially 
discriminatory, but in 1979 the newspa- 
per strongly endorsed the death penalty 
in response to a series of gruesome local 
murders. Those murders, as it turned out, 
were committed by a man who was se- 
verely mentally handicapped. Now, the 
newspaper would particularly like such 
murderers spared. "The instinct to trade 





Usury laws 


The bad side 
of town 


TEXARKANA, ARKANSAS 


WO cities with one name—one in Ar- 

kansas, the other in Texas—meet invisi- 
bly in the middle of State Line Avenue. Tex- 
arkana, Arkansas, and Texarkana, Texas, 
share an airport, chamber of commerce 
and a library; the federal courthouse and 
post officeis in thecentre ofthe avenue, dis- 
playing both state flags. But the two cities 
have different mayors, different sheriffs 
and two sets of city government. Streets are 
numbered differently, so that drivers, cross- 
ing State Line Avenue at 14th Street on the 
Texas side, wind up on 12th Street in Arkan- 
sas. In the bi-state Justice Building on the 
same avenue, the Bowie County, Texas, 
sheriff's department has its headquarters 
on the Arkansas side; the Arkansas-side city 
police department is in Texas. 

These Siamese-twin cities, 143 miles 
from Little Rock and 181 miles from Dallas, 
are also divided into a world of haves and 
have-nots. Liquor stores, pawn shops and 


Should Wright have got life? 


eye for eye ... must be reconciled with the 
fact that, so often, those who die are im- 
poverished, mentally handicapped and 
imbalanced, or blighted by abuse,” the 
editors said. 

Unscientific reader surveys indicate 
that most subscribers are angry with the 
change of line. But some wonder if the 
Virginian-Pilot may not be on to some- | 
thing. Even the American Bar Association 
has recently urged a moratorium on exe- 
cutions, citing *a haphazard maze of un- 
fair practices with no internal consis- 
tency.” Perhaps, subtly, the ground is 
shifting. | 
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fast-food restaurants clutter the 
Arkansas side; the Texas one 
booms with banks, restaurants, 
department stores, car-dealers 
and the city’s only shopping mall. 
The two worlds of Texarkana 
sadly sum up an unintended les- 
son:Arkansas’s century-old usury 
law is not a good idea. 

Arkansas is a state with a pop- 
ulist tradition of limiting the 
powerful, and especially of regu- 
lating the size and clout of finan- 
cial institutions. The state 
banned multibank holding com- 
panies until 1983; and, since 
1874, it has restricted interest 
rates. Although most other states 
have some limits on interest rates 
and fees, none is as restrictive as 
the Arkansas usury law, and no 
other state has such a law as part 
of its constitution. 

In its latest incarnation, the 
interest-rate ceiling on consumer 
loans is restricted to 5% above the 
Federal Reserve's discount rate— 
the amount the Fed charges 
banks for overnight loans. At present, with 
the discount rate at 41296; 9/296 is the most an 
Arkansas bank can charge. 

Supporters of the law consider it a cor- 
nerstone of consumer protection in Arkan- 
sas. Bankers argue, on the contrary, that the 
law strangles economic growth by limiting 
credit and forcing money to leave Arkan- 
sas. It also hurts those who cannot put 
down the total price ofa car ora stove, since 
banks—if they cannot adjust their rates ac- 
cording to the credit risk—simply will not 
take on loan-seekers who may have a bad 
credit history. The poor must then turn to 
local loan sharks who illegally charge inter- 
est rates of as much as 30096 a year. 

In order to compete a bit with Texar- 
kana, Texas, a 1977 Arkansas law exempts 
Texarkana, Arkansas, from the Arkansas 
state income tax. Texas does not have such a 
tax at all. As a trade-off for the exemption, 
the Arkansas side collects a 1% higher state 
sales tax. The reason for the income-tax ex- 
emption is obvious: if Texarkana, Arkan- 
sas, had to pay the state income tax, resi- 
dents and business would have even more 
reason swiftly to move to Texas. Yet even 
with the tax break, Texarkana, Arkansas, 
still cannot compete with Texas because of 
the usury law. 

And that is unlikely to change any time 
soon. Since the usury cap was an amend- 
ment to the state's constitution, only a state- 
wide referendum or federal legislation, 
which would override the state's constitu- 
tion, can abolish it. But Arkansans soundly 
rejected usury referendums in 1988 and 
1990. On that last occasion, more than 65% 
of voters turned down an amendment that 
would have raised the interest-rate ceiling 
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Spot the difference 


to 17%. Although Arkansans continue to 
think they are being wise in the short-term, 
the end result could be the demise of many 
ofthe state's locally owned banks. 

It could also spell still worse times for 
Texarkana, Arkansas. As out-of-state banks, 
like the ones in Texarkana, Texas, offer 
more flexible credit packages, businesses 
and owners of expensive homes will con- 
tinue to decamp to the Texas side of the 
line. Already, big business stays away from 
Texarkana, Arkansas, because consumers 
prefer shopping on the Texas side. As a re- 
sult, it is getting easier every day to tell these 
Siamese-twin cities apart. 





Republican governors 


The happy 31 


AUSTIN, TEXAS 


T DEPENDS who you are in the Republi- 
can Party these days. The party’s still 
abundant supply of state governors assem- 
bled in New Orleans on November 18th- 
21st for their annual get-together, and felt 
pretty good. Compared with the glum and 
fractious Republicans in Congress, who 
fared worse than expected in November's 
mid-term elections, the governors have rea- 
son to be cheerful: there are now 31 Repub- 
lican-governed states, only one fewer than 
before; the Democrats have a mere 17, and 
two states have independent governors. 
For the most part, these people did well 
by walking quietly down the middle of the 
road. The rule was: be moderate, be inclu- 
sive, put down-to-earth issues ahead of 
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presidential morals. While politicians and 
journalists in Washington chuntered on 
about Bill Clinton and Ken Starr, the gover- 
nors were last week discussing literacy pro- 
grammes and child-care. The word Monica 
was never mentioned. 

Now that Newt Gingrich has given up 
the speakership of the House of Represen- 
tatives, and taken much of the party's ideo- 
logical edge with him, many governors de- 
tect a power vacuum. They want credit for 
their relative success, and a bigger voice in 
setting the party’s national agenda. When 
Governor George Bush of Texas argued that 
the next president should be an ex-gover- 
nor, he was not just pushing his own candi- 
dacy. He was expressing the belief, widely 
held among the New Orleans celebrants, 
that congressional politicians have been 
tainted by the tawdriness of politics in the 
nation’s capital. 

What do the governors want for the 
party? First, a gentler approach to politics. 
“Shrill voices”, said Governor Frank 
Keating of Oklahoma, “simply don’t cut it.” 
Several governors said that the Republi- 
cans should show less hectoring partisan- 
ship and spend more time on the essen- 
tials: low taxes, education, smaller 
government, health care. Above all, they 
should reach out to minorities. Off the 
record, some made it clear that they wanted 
the party to abandon the religious right, 
which they see as a serious vote-loser. 

The meeting got a fawning pep-talk 
from Senator Trent Lott of Mississippi, the 
party's leader in the Senate, who called his 
audience *maybe the most outstanding" 
set of governors in the country's history. 
This made some of them squirm, since Mr 
Lott slighted the governors this time last 
year. Many of them think that he—and to 
some extent Representative Bob Livingston 
of Louisiana, the incoming speaker of the 
House—represent all that is wrong with the 
congressional Republicans: a party domi- 
nated by out-oftouch white southern 
males addicted to a hysterical sort of Wash- 
ington politics the rest of the country 
couldn't give a fig about. 

Still, it would be dangerous for the gov- 
ernors to assume that their place in the sun 
is permanent. State issues do not easily 
translate into national agendas. When the 
dust settles on the impeachment debate in 
Washington, many ofthose preening them- 
selves in New Orleans last week may find 
they are being treated by the congressional 
party, once again, as provincial know- 
nothings. And any success in politics can 
be ephemeral Poor Governor David 
Beasley of South Carolina, the outgoing 
chairman ofthe Republican governors, was 
delighted to announce that his people had 
delivered a winning message. But Mr 
Beasley himself was roundly beaten by a 
Democrat in the mid-term elections. 
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| The price of perjury 


OMETHING curious has happened to the Monica Lewinsky 

scandal. Monica herself has faded away, along with the X- 
rated gossip that came with her. This has allowed the scandal to 
| beseen for what it is: not about sex, but about presidential per- 
| jury and obstruction of justice. On November 19th the House sat 
through a day of testimony from the independent prosecutor, 
Ken Starr, who emphasised the gravity of the president's mis- 
deeds; and this week the House decided to hold more hearings 
about the corrosive consequences of perjury. In a different po- 
litical climate, one would say that the scandal is moving into its 
deathly serious phase, with the death part referring to Bill Clin- 
ton's career prospects. But, ever since the Democrats' surpris- 
ingly strong electoral showing on 
November 3rd, nobody believes 
that. Instead, most people think 
i that the president (a) perjured 
| himself and (b) will get off. It is 
worth pausing to consider what 
this means for a country that usu- 
ally cherishes the rule of law with 
awe-inspiring passion. 

America is not held together 
by the types of glue that bind most 
other countries. It does not de- 
pend on an established hierarchy 
or church; it has no common eth- 
nicity or language. Instead, Amer- 
ica is based on a social contract, 
entered into voluntarily by all citi- 
zens and codified in law, espe- 
cially in the constitution. Because 
of this, oaths that solidify a citi- 
zen's commitment to the law have 
taken on a huge significance. Arti- 
cle II of the constitution requires 
that the president swear an oath 
to uphold the constitution; Article VI, and several of the con- 
stitution's amendments, deal with oath-taking also. In his cele- 
brated farewell address, George Washington asked: "Where is 
the security for property, for reputation, for life, if the sense of 
religious obligation desert the oaths which are the instruments 
of investigation in courts of justice?" 

In the light ofall this, it seems probable that a president who 
committed perjury in the early years of the republic would not 
have survived in office. The text of the constitution, after all, 
specifies that bribery warrants impeachment; and some types of 
bribery, for instance the bribing of a judge, seem akin to perjury 
in that each perverts the course of justice. But, since the time of 
the founding, two things have changed, rendering presidential 
perjury more likely, but also more likely to be tolerated. The first 
change made possible the Lewinsky scandal. The second seems 
likely to bring about its anti-climactic ending. 

The first change is that the reach of the law and the use of 
oaths have both been greatly extended. Two centuries of law- 
making, compounded by the cumulative ingenuity of lawyers, 
have created statutes and precedents that touch on every part of 
life, multiplying the chances that citizens will find themselves 
obliged to give evidence in legal proceedings. Meanwhile, the 
use of oaths in such proceedings has multiplied as well. For the 
first century of the republic's life, this sacred device was invoked 
sparingly. Defendants were usually not put under oath, accord- 
ing to Jeffrey Rosen of George Washington University, because it 








was considered unreasonable to make them choose between 
self-incrimination and perjury. But, from the late 19th century, 
the use of oaths has spread. And, since Richard Nixon’s fall, the 
possibility of nailing powerful figures for lying has inspired 
many ambitious prosecutors. 

The profusion of lawsuits, plus the increasing tendency of 
such suits to involve oaths, created the circumstances leading to 
Mr Clinton's perjury. The law of sexual harassment, from which 
the president's difficulties stem, did not exist in its current and 
expansive form until the 1980s. Equally, the idea of ensnaring a 
government official in a perjury trap, which is what Mr Starr 
seems to have done, is a post-Watergate strategy. Two figures 
from the Reagan administration, 
Oliver North and John 
Poindexter, were prosecuted for 
lying. In the 1990s many public 
figures have been pursued for the 
same sin, including Mr Clinton. 

So much for the first change: 
the multiplication of lawsuits, 
and of oaths, in an attempt to es- 
tablish clear rules for human con- 
duct. Now consider the second 
change, which runs counter to the 
first: the growth in America of tol- 
erance. This is not tolerance across 
the board, as any smoker will tell 
you; but it is tolerance especially 
of people’s private sexual and so- 
cial arrangements, combined 
with a wish not to seem to preach 
about what may be morally right 
or wrong. Particularly since the 
1960s, when a relatively homoge- 
nous culture gave way to a feast of 
alternative lifestyles, Americans 
have learned not to judge their neighbours’ behaviour. They 
may, for example, believe in family values, but they accept that 
divorce shatters the marriage oath repeatedly. 

This tolerance explains the great national distaste for Mr 
Starr, and for the journalists who have pursued the president. 
According to five Harris polls taken since February, more than 
four in five of Americans think that the media have given far too | 
much attention to the Lewinsky scandal. This is not because they 
believe Mr Clinton did no wrong; half the respondents in the 
same polls agree that their trust in him has been shaken. Yet, 
even though Mr Clinton has lost their trust, Americans do not 
want to punish him. They are like the witness who sees some- 
body shoplifting, and turns away: they are too weary, and too 
conscious of rival views of right and wrong, to do anything 
about it. And so, much as the rise of oath-taking legalism made 
possible the Lewinsky scandal, the rise of tolerance is now caus- 
ing the scandal to shrivel into nothing. 

Over the past year, two competing American impulses have 
slogged it out. The legalistic, rule-making impulse represented 
by Mr Starr has clashed with the relativistic, rule-blurring im- | 
pulse represented by Mr Clinton, Disturbingly, relativism seems | 
to have won. America's founding reverence for law hasspawned | 
a legalism that in turn has spawned a pro-tolerance backlash. As | 
a result, respect for the law has been diminished. It would be | 
better if the excesses of legalism were rolled back, so that Ameri- | 
cans feel readier to impeach the next perjurious president. | 
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Crossed lines in Brazil 


-` The bloodletting in President Cardoso's government will not stop approval of 
a promised austerity package. But it is an augury of difficulties ahead 


F HE expected a second honeymoon af- 

ter his re-election to a second term last 
month, President Fernando Henrique 
Cardoso has been swiftly disabused. Some 
of the troubles enveloping his government 
were foreseeable. It is pushing through an 
unpopular and complicated programme 
of tax increases and spending cuts as a con- 
dition of the $41.5 billion imeled rescue 
package for Brazil. In time, that may allow 
growth to resume, but only after the sharp 
recession which is already underway. 

But now, suddenly, Mr Cardoso has lost 
an important chunk of his economic team, 
in a torrid episode that has featured espio- 
nage against the government, allegations of 
malfeasance, and squabbling among its 
four-party alliance. This is the “worst mo- 
ment” of his administration, the president 
is said to have lamented to political leaders 
this week. It is hard to disagree. 

The immediate cause of the resignation 
on November 22nd of four senior officials, 
headed by Luiz Carlos Mendonca de Bar- 
ros, the communications minister, was the 

: leaking of tapped telephone con- 
versations between him and 

_ other officials concerning the pri- 

-vatisation on July 29th of 

;"Telebras, the telecommunica- 

"tions monopoly. Edited tran- 
Scripts, culled from hours of 

tapes, seemed to show that Mr 

-Mendonca de Barros and Andre 

Lara Resende, head of the Na- 

“tional Development Bank 
(BNDES), were trying to arrange 
things so that Tele Norte Leste, 
one of the 12 post-Telebras com- 
panies, would be sold to a consor- 
tium led by a close friend of 
theirs, Persio Arida, a former cen- 
tral-bank president who is now a 
partner in Banco Opportunity, a 
local investment bank. 

—', In the event, Banco Opportu- 
nity did not bid for Tele Norte 
Leste, which was bought by 
Telemar, a ramshackle group of 
local investors. In five hours of 
testimony to Brazil's senate on 
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November 19th, Mr Mendonca de Barros 
admitted a “personal preference” for the 
Opportunity group, but only because it in- 
cluded Telecom Italia, an experienced in- 
ternational phone operator (something 
which Telemar lacked). His actions, he said, 
were all aimed at ensuring the strongest 
possible competition in the Telebras auc- 
tion, so that the phone companies were 
sold at the highest possible price to compe- 
tent operators. 

None but the most biased of critics seri- 
ously disputes this, or questions the basic 
integrity of the Telebras sale (which raised 
$19 billion for the government). But neither 
that, nor Mr Cardoso’s public support, was 
enough to save Mr Mendonca de Barros in 
the face of criticism from prominent politi- 
cal leaders in the government coalition 
and from the press. Mr Lara Resende opted 
to resign too, as did Jose Pio Borges, the offi- 
cial in day-to-day charge of privatisation. 
They were joined by the minister’s younger 
brother, who ran the government's foreign- 
trade policy. 














These are some of the brightest and 
most capable of Mr Cardoso's advisers, and 
they will not easily be replaced. As head of 
the BNDES until April, Mr Mendonca de 
Barros had overseen Brazil’s huge privatisa- 
tion programme. Though a member of Mr 
Cardoso's Social Democratic Party (PSDB), 
he is.an investment banker by profession, 
with close links to Sao Paulo's business 
community. Mr Lara Resende is a respected 
academic economist, who was one of the 
main intellectual authors of the real plan, 
the inflation-beating strategy launched by 
Mr Cardoso as finance minister in 1994, 
and who has since devised the govern- 
ments plans for a crucial 
pension reform. 

Mr Mendonca de Bar- 
ros claimed that the offi- 
cials were the victims of 
political backstabbing 
and industrial espionage. 
True; though critics 
would add that as offi- 
cials, they should not have 
gone beyond the role of pas- 
sive auctioneers of Telebras by trying to or- 
ganise the buying consortia. Throughout 
glittering careers in which they alternated 
high-profile government jobs with profit- 
able stints in banking, the Mendonca de 
Barros brothers and Mr Lara Resende broke 
no rules, but attracted the envy of less tal- 
ented mortals. 

None of this would have mattered 
much had their fate not become part of a 
larger battle for power and posi- 
tion in the moulding of Mr 
Cardoso's second administration 
(which formally starts on January 
1st). Mr Mendonca de Barros had 
persuaded the president to prom- 
ise him a new job as "minister of 
production". This — portfolio 
would include the aNpzs (which 
handles privatisations), and its 
aim would be to co-ordinate in- ` 
frastructure spending and gov- 
ernment aid to industry, and 
thus attempt to make fiscal aus- 
terity more palatable politically. 
To economic liberals in the gov- 
erning centre-right coalition, this 
looked like a plot to resurrect old- 
fashioned industrial policy. To 
others, it seemed to be a power 
grab by the PspB's Sao Paulo 
wing, the first shot in the battle to 
succeed Mr Cardoso in 2002. 

None of this hinders the gov- 
ernment's drive to get the auster- 
ity package approved by Con- 
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gress. Indeed Mr Mendonca. de Barros's 
swift departure was welcomed by markets 
as the removal of a distraction from the leg- 
islative task at hand. In the short-run, his 
going may even strengthen the position of 
Pedro Malan, the finance minister and ar- 
chitect of the mF package, since the two 
had sometimes disagreed over policy. And 
Mr Cardoso might be well-advised to drop 
the ministry of production idea, though he 
has said he will not. 

But in the longer term, investors may 
come to rue this episode. Whatever his 
faults, Mr Mendonca de Barros had the 
sheer force of will needed to beat back 
vested interests opposing privatisations. 
Until a new team for the BNDEs is found, 
the privatisation programme will suffer de- 
lays. The government will have to wait for 
the hoped-for $20 billion (much of it for- 
eign investment) that privatisation should 
raise. And, less tangibly, the political and 
intellectual base of Mr Cardoso’s govern- 
ment is narrowed and diminished. He may 
yet find ways of restoring its vigour. But this 
is not a good start to four tough years, 





| Of goats and 
cabbages 


MONTREAL 


I5 a pollster's paradise, and a pundit's 
paradox. A healthy majority of Quebec's 
population does not want the province to 
secede from Canada. An even larger num- 
ber—perhaps four-fifths—are firmly against 
another referendum on the question. Yet, 
say the polls, Quebeckers are poised to re- 
elect a premier whose platform is distin- 
guishable from that of his opponents only 
in that it endorses secession and promises 
another referendum. Not for nothing are 
Canadians outside Quebec growing impa- 
tient with the province's inscrutability. 

Still, the election on November 3oth is 
no sure thing. The polls have see-sawed 
over who is ahead in the popular vote; most 
now give a slight edge to the Parti Québé- 
cois (PQ) of Lucien Bouchard, the province's 
irrepressible premier, though some predict 
a dead heat with Jean Charest’s Liberals. 
But the PQ's support is more evenly distrib- 
uted than that for the Liberals, which is con- 
centrated in the non-French areas of Mon- 
treal. Given the province's parliamentary 
system, that gives an edge to the PQ. So, bar- 
ring last minute upsets, Mr Bouchard 
should take nearly all of the 30 close races 
(out ofa total of 125) that will decide the out- 
come of the election. 

Ifhe does, it will be a damaging blow to 
federalists. The young and dynamic Mr 
Charest was seen as the best hope for a 
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united Canada. He was press-ganged into 
Quebec politics last spring as the only man 
capable of taking on the charismatic pre- 
mier and wrestling the secessionist cause 
out of the ring for good—or at least for a 
very long while. And the ro looked vulner- 
able: although incumbent parties typically 
win a second term in Quebec, it had been 
buffeted by a failed referendum on inde- 
pendence, unpopular cuts in public spend- 
ing and sluggish economic growth. 

It would indeed have been vulnerable, 
had itbeen led by a lesser politician. But Mr 
Bouchard has once again demonstrated his 
messianic connection with the voters. 
“Saint Lucien" is how one headline de- 
scribed his capacity to float above the fray— 
be it budget cuts, his own demagoguery in 
describing Mr Charest as "dangerous" or 
even alleging that Po campaign workers 
were on the government payroll. “For one 
reason or another we manage.to forgive 
him all sorts of excesses, verbal and other- 
wise, that would sink other politicians," 
commented one observer. 

The irony is that Mr Bouchard, despite 
his protests to the contrary, is actually quite 
similar to his challenger. Both men were 
cabinet ministers in the Conservative fed- 
eral government of Brian Mulroney, and 
espouse similar social and economic poli- 
cies. Both are keen on cutting taxes and re- 
investing in health—but only once a bal- 
anced budget has been achieved. 

The only real difference has been the so- 
called “national question"—Quebec in or 
Quebec out—and even in this, the gap 
seems to have narrowed. Mr Bouchard has 
agreed with Mr Charest and the other pre- 
miers to turn the Canadian federation into 
a much more decentralised "social union" 
of autonomous provinces. That leaves him 
in à curious position: he is committed to 
making a united Canada "work better", but 
at the same time vows to bring about *win- 
ning conditions" for another referendum 
on secession. 

Some see this as clever electioneering; 
others as hypocrisy. The cynics think that 
Mr Bouchard, once re-elected, will drop his 
conciliatory tone. Such voices fear that he 
might intentionally wreck the social-union 
negotiations, and then point to the collapse 























of the talks as proof of the federal system's 
bankruptcy. Out of the mayhem he would 
then fashion his winning conditions for a 
new referendum. 

His true intentions are likely to remain 
unclear. Mr Bouchard's frustrated federal- 
istopponents might do well to focus on the 
reason for his remarkable popularity. In 
the end, Quebeckers may once again 
choose to be led by Mr Bouchard simply be- 
cause his ambivalence best reflects their 
own feelings about independence. "He 
represents the profound soul of Quebeck- 
ers,” says Daniel Salée, a political analyst. 
“And Quebeckers don’t know what they 
want. They want to keep the cabbage but 
feed it to the goat as well.” 

n 





Colombia's drug wars 


The mobsters rub 
each other out 


BOGOTA 


OTHE Cali cartel, once the world’s most 

powerful criminal organisation, is 
dead, is it? The cartel's top bosses, most 
famously the Rodriguez Orejuela brothers, 
are now behind bars. But recent unex- 
pected twists in the drugs tale suggest that 
Colombia's nightmare is still far from over. 

Until now, the biggest Cali bosses ap- 
peared to be safely behind bars. Too safe, 
complained American officials, who al- 
leged that they have been running their 
drugs businesses from the comfort of their 
prison cells. The brutal slayings inside jail 
of two of Colombia's most notorious traf- 
fickers this month have silenced such talk. 
Now, the fear is that an all-out war might 
break out between the Cali has-beens and 
their putative successors. 

On November sth, a well-dressed man 
posing as a lawyer strolled on to the foot- 
ball pitch inside the Palmira maximum se- 
curity prison near Cali. He warmly em- 
braced Helmer “Pacho” Herrera—a top dog 
in the Cali mob—and, in front of Herrera’s 
team-mates, shot him six times in the head. 
Eight days later, Orlando Henao Mon- 
toya—the head of the Valle cartel, Cali’s 
one-time ally—was gunned down in an- 
other maximum-security prison. This time, 
it was Pacho's paraplegic brother who fired 
the shots from his electric wheelchair. 

When the Cali leaders were rounded up 
in 1995 and 1996, Colombian and Ameri- 
can authorities declared the mob shattered. 
But recent events suggest that, like the Valle 
mob, it remainsa force to be reckoned with. 
The murders may be a sign that the mutual 
respect that once existed between the gangs 
is giving way to a power struggle. Equally 
worrying, say intelligence men, are signs 
that the biggest ofthe traffickers still atlarge 


THE ECONOMIST NOVEMBER 28TH 1998 


are regrouping their operations around 
Medellin. 

If this were not headache enough, Co- 
lombia's drugs police lately had another re- 
minder of the narcotic trade's tight grip on 
the country. On November 9th, American 
officials discovered nearly half a tonne of 
cocaine and several kilograms of heroin on 
a Colombian Air Force plane in Florida. It 
is not the first time drugs have been found 
on air-force aircraft: two years ago, a stash 
of heroin was discovered on the plane that 
was about to take Mr Samper to a United 
Nations meeting in New York. 

On that occasion, officers denied the ex- 
istence of a drug-trafficking ring within the 
air force. This time they are beating a hu- 
miliating retreat. The drug seizure forced 
the immediate resignation of the air-force 
chief, General Jose Manuel Sandoval; and 
six of his men have since been detained by 
the attorney-general’s office. Both President 
Andres Pastrana and his defence minister 
say that they will, if necessary, let more 
heads roll to clean up the air force. 

Mr Pastrana may have more success in 
this than his predecessor did in busting the 
Cali cartel. He has a powerful new tool: ex- 
tradition. A law introduced last year makes 
all traffickers arrested after it came into 
force eligible for extradition to the United 
States. Because the law is not retroactive 
this puts the mobsters already in jail out of 
America’s reach—a loophole about which 
American officials have vehemently com- 
plained. These officials cannot have been 
too sorry about the spectacle of the mob- 
sters wiping each other out in jail. 

Colombians have always been keen— 
sometimes with reason—to blame an 
American conspiracy for the latest surreal 
twist in their drugs wars. Some claimed to 
see gringo involvement in the recent 
prison killings. Speculation intensified last 
week when an agent from America’s Drug 
Enforcement Administration was shot 
dead outside a fashionable Bogota night- 
spot. Police say the murder—the first killing 
ofa DEA agent in Colombia—was the result 
ofa bar-room brawl and nothing to do with 
the current spate of drugs violence. Tell that 
to the conspiracy theorists. 





Chile and Pinochet 
Indignant, up to 
a point 


SANTIAGO 


UST who do those Brits think they are? 
General Augusto Pinochet, Chile’s for- 
mer dictator, has always divided his 
countrymen. For some he is the hero who 
snatched the country from the jaws of 
Marxism in 1973; for others the author of a 
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Blaming Britain ... 


17-year reign of terror. So it may be just as 
well that most indignation this week was 
directed at a foreign target: the British 
House of Lords, which ruled this week that 
the general did not enjoy immunity and 
that Spain’s request to extradite him for 
trial was therefore lawful. 

Many of the general’s opponents 
greeted the British ruling with incredulous 
joy. Furious supporters vented their anger 
on journalists who had the misfortune to 
be at hand. But despite outbreaks of spo- 
radic violence, Chile’s democracy appears 
secure. The centre-left coalition which has 
ruled the country since the general gave up 
power in 1990 appears to be in firm control 
after the most severe test of its eight years in 
government. 

President Eduardo Frei is no admirer of 
the former dictator. But he has defended 
him stoutly in order to keep the peace. He 
did so once again after this week’s ruling, 
sending his foreign minister to London 
and Spain to press for General Pinochet's 
release. “This is not the end of the trial,” he 
vowed. The Chilean government still hopes 
to persuade its British counterpart not to 
extradite the general to Spain or to any of 
the other countries queueing up to extra- 
dite him. Instead it will ask for him to be 
sent home. 

The president has also moved quickly 
to placate the armed forces, where support 
for the former general is widespread. On 
the night of the British ruling he sum- 
moned an emergency meeting of the Na- 
tional Security Council, on which military 
commanders sit alongside civilian offi- 
cials. It expressed regret over the Lords’ de- 
cision but backed Chile’s government. 

More street disturbances are almost cer- 
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tain, however. Armed right-wing groups 
and former secret policemen, reported to 
be organised, may also exact their own vio- 
lent revenge. But unlike 1973, when Gen- 
eral Pinochet staged his coup, neither the 
internal mood in Chile nor the interna- 
tional context is ripe for a military inter- 
vention in the country’s politics. With the 
security council behind it, the government 
is probably through the worst. 

The more likely fly in the ointment may 
be attempts by the two right-wing parties to 
make use of the affair for their own ends. As 
the shock wore off, their leaders called for 
an immediate break in relations with Brit- 
ain and Spain. Now, the fear is that they 
may try to prove that a Chile with General 
Pinochet under arrest is ungovernable. This 
would mean civil disobedience. There has 
been talk that opposition legislators might 
boycott Congress, and that the right, which 
is quite strong in municipalities, will try to 
paralyse local government. 

But this strategy could backfire. Al- 
though most leading businessmen support 
the right and are loyal to General Pinochet, 
they have little appetite for a break in diplo- 
matic relations with Britain and Spain, two 
of Chile’s main foreign investors. Nor do 
Chileans want to see a decade of increasing 
but precarious prosperity jeopardised by 
civil disorder.Time may also be on the gov- 
ernment' side. The legal wrangling in Brit- 
ain could now drag on for months. Already, 
the few weeks since the arrest have seen 
much of the immediate anger dissipate. 

Perhaps this is the best reason for hope. 
When the news came through from Britain, 
the country did not come to a standstill. 
Some Chileans gathered around television 
screens, but more went about their daily 
business. And, with a power shortage black- 
ing out large parts of the country for two 
hours each day and unemployment rising 
sharply, there are plenty of other things to 
think about. 
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Saddam’s sleep of the unjust 


BAGHDAD AND IRAH, 


The Iraqi regime in Baghdad, and the Kurds in the north, scoff at American 
and British efforts to galvanise the many-coloured Iraqi opposition 


N ALLEGED assassination attempt on 

. his deputy, à pow-wow in London for 

15 opposition groups hoping to topple his 

regime, a call forhim and his lieutenants to 

: be tried for war crimes, and yet another row 

"iwith UN weapons inspectors: on the face of 

^it, the past week has brought nothing but 

bad news for Iraq's President Saddam Hus- 
‘sein. Is he losing sleep? 

In fact, the place where Mr Hussein 
-sleeps each night, let alone the quality of 
the sleep he gets, is a tightly guarded secret. 

But; on closer examination, the events of 
~ the past week showed not how tenuous his 
“grip on power has become, but rather how 
far international efforts to loosen it have 
yetto go. The smart money in Baghdad says 
Mr Hussein is sleeping like a baby. 

That is not how the various Iraqi oppo- 
sition groups assembled in London on No- 
vember 23rd saw things. The Iraqi regime is 
not as entrenched as it seems, insisted Shia 
Islamists and secular nationalists alike, 
doubtless salivating at the prospect of the 
$97m that America has said it will spend 
on groups trying to bring down Mr Hus- 
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sein. The Americans looked for likely can- 
didates for their largesse and the British 
mused about setting up a war-crimes tribu- 
nal on Iraq, akin to the Bosnian model. But 
the opposition wanted more. A member of 
the Iraqi National Congress (INC), an um- 
brella group claiming to represent all the 
opposition, told both American and Brit- 
ish officials that it would need some sort of 
territorial base within Iraq, protected by 
foreign air power, from which to work for 
the government's demise. 

America has tried this method once be- 
fore, when it set up the inc in Irbil, the capi- 
tal of the autonomous Kurdish enclave in 
northern Iraq. With the help of the cia, and 
with American and British aircraft keeping 
the Iraqi air force at bay, the INC was sup- 
posed to swoop down from the hills at the 
head of an army of baggy-trousered pesh- 
merga and sweep the Iraqi authorities 
away. Instead, the inc found itself the vic- 
tim offactional fighting between the Kurds. 
The Kurdish Democratic Party (KDP), one of 
the two main Kurdish militias, asked Mr 
Hussein for help against its rival, the Patri- 





otic Union of Kurdistan (PUK). He gladly 
provided it, over-running Irbil in the pro- 
cess and forcing INC activists and the CIA to 
flee the country or face his wrath. 

Both Kurdish factions now scoff at the 
thought of any non-Kurdish opposition re- 
turning to the area. In the cool air of their 
hilltop fastnesses, the toings and froings on 
the Mesopotamian plain are distractions 
from the serious business of building a via- 
ble Kurdish entity. Having signed a peace 
deal under American auspices in Septem- 
ber, the two sides are now bickering over its 
implementation. With the maple leaves al- 
ready fluttering to the ground, and the 
snow spreading down the mountainsides, 
there will be no more fighting before April. 
Even then, the mustachioed warriors of 
Iraqi Kurdistan will pay more attention to 
the battle unfolding on and across their 
northern. borders between the Turkish 
army and Turkey's own Kurdish rebels 
than to any new adventures in Iraq. 

The Kurdish factions depend on Mr 
Hussein, both for cheap fuel and for the 
smuggling business he encourages across 
northern Iraq. Should any attempt at insur- 
rection misfire, they point out, it would be 
the people of Irbil, not the conference-goers 
in London, who pay the price. In the long 
run, they feel more secure with Mr Hus- 
sein’s weakened regime at the centre, and 
the American protection they enjoy so long 
as it endures, than with the unpredictable 
outcome of an internal coup. So the two 
main Kurdish parties sent only junior rep- 
resentatives to the London meeting. 

Without the Kurds, the Iraqi opposition 
looks flimsy. The presence of so many: 
groups in London illustrates how fractured 
and ill-co-ordinated Mr Hussein'senemies 
are. A senior kDP man says that inside Iraq, 
Ahmad Chalabi, the iNC's head, “repres 
sents nothing" Although ordinary Iraqis 
do not darespeak about the opposition toa’ 
foreigner, Mr Chalabi’s chequered career 
both as a banker and a revolutionary is un- 
likely to impress them. The Kurds. apart, 
few of the groups have any organisation on 
the ground. Even if the Shia Muslim rebels 
have retained their network in southern 
Iraq after the brutal suppression of their in- 
surrection against Mr Hussein in 1991, they 
have nothing to rival the Iraqi army's tanks 
and artillery. Moreover, their Iranian back- 
ers are refusing to work with America for 
Mr Hussein’s downfall. 

The Shias demonstrated their contin- 
ued rebelliousness—but also their incom- 
petence—on November 22nd, when some- 
onein Kerbala, a southern Shia city, tried to 
assassinate Izzat Ibrahim, Mr Hussein's 
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deputy on the Revolutionary Command 
Council (RCC). The assailant threw two gre- 
nades at Mr Ibrahim’s entourage, driving 
through the dusty plaza that the Iraqi re- 
gime created when in 1991 it bulldozed the 
rebels’ hideouts in the old souk. Mr Ibra- 
him was not hurt, but bystanders were, al- 
lowing the regime to denounce the “cow- 
ardly crime that targeted the lives of 
citizens.” Like the botched assassinations of 
Uday, Mr Hussein’s son, in 1996, and Tariq 
Aziz, his mouthpiece, in 1980, the attack 
will probably result in a police crackdown 
on the supposed perpetrators. 

For now, the Iraqi leadership has re- 
sponded calmly. Mr Aziz, himself a mem- 
ber of the rcc, made a public appearance 
the next day at a poetry festival where 
honey-tongued bards concocted unctuous 
rhymes in praise of the regime. Neither in 
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Baghdad, nor in Kerbala, was there any sign 
of extra security on the streets. The newspa- 
pers made brief mention of the attack be- 
fore gliding on to their daily tirade against 
Richard Butler, the head of Unscom, whose 
job it is to disarm Iraq. 

This “enraged bull”, as the local press 
puts it, has caused Mr Hussein far more 
bother than any opposition group. After 
the Iraqis bowed to the imminence of 
American bombs and agreed to resume co- 
operation with Unscom, Mr Butler de- 
manded that they produce a slew of docu- 
ments deemed vital to Unscom’s work. 
Risking renewed threat of American attack, 
the Iraqis wheeled out official after official, 
looking fairly enraged themselves, to argue 
that the papers had either already been 
handed over, or had been destroyed, or 
never existed in the first place. The Iraqis 


promised to show only one new document 
to Unscom, and that in the presence of 
monitors from the Security Council. 

A badly split council issued a non-com- 
mittal statement that reiterated its support 
for Mr Butler without demanding that Iraq 
hand over the disputed papers. But it also 
renewed the oil-for-food deal, whereby Iraq 
sells oil to buy humanitarian goods, for six 
months instead of the two the Iraqis think 
it should take to complete the arms-control 
work. These differences will come to the 
fore during the “comprehensive review” of 
Iraq's obligations promised by the Security 
Council as soon as Unscom was up and 
running again. With Iraq demanding an 
end to sanctions, and America, its bombers 
at the ready, refusing to countenance any 
such thing, there could indeed be sleepless 
nights to come. 





Israel and the Palestinians 


Land to give and to take away 


JERUSALEM 


Israel’s withdrawal has started but so has a new confiscation of land 


€€X7OU are our flesh and blood, not 

bargaining chips" ^ Binyamin 
Netanyahu assured a muttering crowd of 
Jewish settlers at Kadim, on the northern 
edge ofthe West Bank, after the Israeli army 
withdrew from some of the surrounding 
countryside. Elsewhere on the West Bank, 
radical settlers are resorting to more than 
mutters. Each night, they pitch camps on 
hilltops, declaring them "extensions" of 
their settlements. The army intervenes, 
sporadically. Its corps of engineers is busy 
building the first of a dozen "bypass" roads 
that are to serve the settlements as the grad- 
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ual withdrawal leaves more and more of 
them cheek-by-jowl with areas under Pal- 
estinian control. 

Palestinians are alarmed, some even 
suggesting that unofficial settlement-ex- 
pansion and official road-building could 
eventually swallow up as much land as the 
13% that Israel has agreed to withdraw 
from. But their protests are carefully con- 
tained. The Palestinian Authority (PA) is de- 
termined to allow nothing to happen on its 
side that could constitute, or be construed 
as, a reason for delaying the withdrawals. 

The mini-redeployment on November 


20th, in the area around Jenin, transferred 
2% of the West Bank to Palestinian rule, in 
the first, belated, phase of implementing 
the Wye accord signed on October 23rd. 
Next month, Israel will vacate territory far- 
ther south, near Ramallah. By the end ofthe 
three-month process, 40% of the West Bank 
should be under Palestinian civilian rule 
(half of it under exclusive Palestinian con- 
trol, half under joint security control). 

The precise redeployment map is still 
not final. Even on November 20th there 
was last-minute haggling. Clearly it will be 
a blotchy business, with settlements and 
roads invading—as they are intended to 
do—any sense of Palestinian sovereign 
contiguity. Mr Netanyahu insists that a 
third "further redeployment", provided for 
in the original 1993 Oslo accord, will com- 
prise just 1% of the West Bank. “They can 
take it or leave it,” he told the settlers. 

Ariel Sharon, whose appointment as 
foreign minister before the Wye conference 
ensured majority support for the agree- 
ment inside Israel’s cabinet, is predictably 
even tougher than his prime minister. As 
the head of Israel’s team in the “permanent 
status” talks that are now, at last, to get un- 
der way, Mr Sharon suggested this week 
that he would try to steer away from any 
territorial discussion at all. For good mea- 
sure, Mr Sharon has publicly urged the set- 
tlers to seize the hilltops. “What you hold, 
you'll keep,” he declared. Embarrassed 
spokesmen explained later that he was ad- 
vocating the “natural growth" of settle- 
ments which, they maintained, is permit- 
ted under the agreements. 

Mr Netanyahu’s overriding concern is 
to shore up his rightist-religious coalition. 
This week he notched up a success when 
David Levy, a relative moderate who 
walked out of the cabinet last January, an- 
nounced that he and his men would be 
coming back. Trying to keep the ultra- 
hardline National Religious Party in the 
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No dope, no dollars, Lebanon laments thet had pledged money, such as France 


YAMMOUNE 


TANDING in the open-air restaurant 

that was once his cannabis plantation, 
Naji al-Shirayf complains about the hard 
times that have hit the once drug-rich 
Beqaa valley in eastern Lebanon. Before 
the government crackdown on cannabis 
in the early 1990s, each dunum (there are 
ten dunums to a hectare) of land yielded 
$10,000-worth of hashish; now, he 
says, each dunum brings in a mere 
10,000 Lebanese pounds ($6.65) as 
annual rent from potato farmers. 
The government and foreign aid- 
workers promised assistance for 
those who switched to new crops, 
but disappeared as soon as the 
drugs did, he adds bitterly. “No 
hashish, no dollars" a friend 
summarises. 

No wonder that in the hills 
above Yammoune, small plots of 
cannabis are springing up again. 
| During the 17-year civil war, the 

sun-soaked Beqaa became a vast 
cannabis and poppy plantation. 
The $500m generated each year by the 
drug trade helped militias defray their 
costs—and also improved the standard of 
living in what had long been a neglected 
area. But when the government reasserted 
control in 1991, it listened to western urg- 
ing and ploughed up the illicit crops. 

With Syrian and Lebanese armies patrol- 
| lingthe valley, farmers had no choice but 

to comply. Lebanon became a drug-eradi- 
cation success story. 








fold, Mr Netanyahu can point to the 5,000 
housing units that, according to indepen- 
dent sources, are under construction in the 
settlements, most of them around Jerusa- 
lem. But the more ideological settlers still 
feel betrayed by the prime minister. Their 
leaders are actively looking for a politician 
to lead a new nationalist party to fight Mr 
Netanyahu at the next elections. 

On the Palestinian side, too, there is 
much dissent and resentment at the grass- 
roots. People demonstrate daily against the 
land confiscations, and rumoured future 
confiscations. Palestinian farmers do not 
distinguish between land taken for roads 
or for settlement expansion. They are un- 
impressed by the fact that both forms of 
sequestration are usually grounded in a le- 
gal classification, promulgated 10-15 years 
ago at the height of a landgrab under an 
earlier Likud government, that calls the ter- 
ritory “state land”. 

The PA, anxious not to let the protests 
develop into physical confrontations with 
the settlers or the army, has another argu- 
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The authorities promised the farmers 
new high-yield crops, technical advice, 
easy loans, better irrigation, roads, 
schools, hospitals and so on. The UN’s 
Development Programme, counting on 
large amounts of foreign aid, envisioned 
an integrated development scheme with 
a price tag of around $300m, according to 





Now it’s gone, grow potatoes 


Nasser al-Farjani, the agency’s technical 
consultant in the Beqaa. But foreign gov- 
ernments, suspicious of the Hizbullah 
guerrillas in the area, and losing all sense 
of urgency once the drugs were gone, de- 
clined to take part. 

The scheme was scaled down first to 
$112m, then to $54m, and finally to a pal- 
try $4.25m—almost half of which was pro- 
vided by the hugely indebted Lebanese 
government. Even foreign governments 


ment with Israel over the release of prison- 
ers from Israeli.jails. Israel holds 3,000 po- 
litical prisoners, 1200 of whom were 
arrested before the 1993 peace agreement 
and are therefore, say the Palestinians, 
mostly eligible for release. But the first 
batch of 250, out of the niggardly 750 to be 
freed under the Wye accord, had more com- 
mon criminals than political prisoners. Mr 
Netanyahu says he will not release Hamas 
men or terrorists “with blood on their 
hands". The Palestinians say that they “did 
not go to Wye to negotiate over car thieves." 
But even the protests over this griev- 
ance, a source of heartache to thousands of 
Palestinian families, are being kept rela- 
tively low-key. On November 24th, the 
Arafat International Airport was inaugu- 
rated in the Gaza Strip, to the gratification 
and pride of the leadership. Better yet, Air 
Force One is to land there in mid-Decem- 
ber, bringing President Bill Clinton on a 
quasi-state visit. Nothing, the PA argues, 
must disturb that celebration. 
————————— OÓ 
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and Italy, failed to deliver, says the UNDP. 
As a result, the agency is providing only 
7% of the help it reckons is needed. In the 
Ministry of Agriculture, officials wave de- 
tailed plans of projects that are ready for 
implementation as soon as somebody 
stumps up the cash. | 
In the meantime, people living in the 
Beqaa are beginning to chafe at their 
abandonment. Without extra irrigation, 
they can grow only apples or potatoes in 
the dry ground where the cannabis 
crop once thrived. But most farm- 
ers find their costs are too high and 
their yields too low to compete 
with imports. Up to half the people 
in some villages have moved to Bei- 
rut or abroad in search of work. 
Earlier this year, Sheikh Sobhi 
Tufaili, a former secretary-general 
of Hizbullah, rallied the discon- 
tented toa civil-disobedience cam- 
paign he dubbed the “hunger revo- 
lution”. The army intervened, 
breaking up the movement by 
force and initiating a manhunt for 
Sheikh Tufaili, who is still at large. 
Soldiers are called in every few 
weeks to destroy new cannabis fields. 





But the government cannot press too 
hard, for fear of sparking another bout of | 
protests. Although most drug-growers try | 
to be discreet, it has become an open se- | 
cret that cannabis is thriving again in the | 
hills above the Beqaa. Some officialshope | 
that the resurgence of the drug will | 
prompt western governments to cough | 
up the money they promised. It is more 
likely to spell the end of redevelopment. | 





Zimbabwe 
Mugabe's battle 


HARARE 


Bs by three crises—economic de- 
cline, battles over land ownership, 
and involvement in the Congo war—Rob- 
ert Mugabe’s government is in dreadful 
trouble. Yet the president seems unfazed. 
On November 21st he left Zimbabwe on a 
16-day tour to Libya, Egypt and Europe that 
some Zimbabweans say is a Christmas 
shopping spree for his young wife, Grace, 
and others say is a hunt for helicopter gun- 
ships and other weapons for the Congo 
war. He appears to believe that he runs no 
risk in being out of the country. Or is Mr 
Mugabe, 74 and in power for 18 years, un- 
aware of the growing discontent? 

Of the three crises, the economy is the 
most serious. Annual inflation is at 35% 
and expected to rise to 45% by the end of the 
year. Interest rates are already well above 
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40%. The Zimbabwe dollar 
has dropped in value by 
more than 65% this year. 
These statistics translate 
into grimness on the 
ground. Even with 35% 
wage increases earlier this 
year, workers are finding it 
difficult to afford the ba- 
sics. The Zimbabwe Con- 
gress of Trade Unions 
tapped this growing un- 
happiness by holding two 
successful one-day strikes 
this month to protest at the 
government's mismanagement. 

Zimbabwe's decision to go to war to 
protect Congo’s President Laurent Kabila 
against rebel and outside forces is bound to 
havea cost, though this will not be felt until 
next year. Government ministers talk of lu- 
crative new markets at the end of the war, 
but economists remain unconvinced. The 
more likely outcome is that well-connected 
businessmen will win profitable contracts, 
while the country bears the cost of a war 
that is unpopular among the population at 
large and, significantly, within the armed 
forces. For years the army has been closely 
aligned with the ruling party; with the war, 
its loyalty is being tested. 

The economic consequences of Zimba- 
bwe's land struggles will also be felt next 
year. Earlier this month, a wave of squat- 
ters, led by veterans from the war against 
minority white rule, disrupted planting in 
Mashonaland East province at a crucial pe- 
riod. After nearly two weeks of chaos, the 
police pushed the squatters off the farms. 
But then, last week, the government seized 
841 white-owned farms. Upon receipt of 
the state’s acquisition order, a farmer im- 
mediately loses title to his land; he will be 
paid, at a price set by the government, only 
at a later date. The result is certain to be re- 
duced harvests of the staple food, maize, 
and the main export, tobacco. 

The farm seizures will be acclaimed at 
the annual congress of his ruling Zimba- 
bwe African National Union-Patriotic 
Front (ZANU-PF) on December 9th-12th. But 
Mr Mugabe has forfeited international 
support for land reform: the seizure makes 
nonsense of the assurances that his govern- 
ment gave international donors, including 
the World Bank and the imr, in September. 
In mid-December the imF is expected to de- 
cide whether or not to release $55m to Zim- 
babwe. The fund is displeased by many of 
the government's economic policies, in- 
cluding its latest actions over land, and it 
does not want to be seen to be supporting 
Zimbabwe's involvement in the Congo 
war. But neither does it want to sink the 
economy even deeper by withholding a rel- 
atively small sum of money. 

Elections are not due in Zimbabwe un- 
til March 2000. But the public, fed up with 
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Mugabe's triple crisis 


the government's. ineffec- 
tiveness, unaccountability 
and corruption, is calling 
increasingly for it to go. Is 
there any way that the re- 
gime might, in fact, be dis- 
lodged before its time? 

Mr Mugabe and his 
ZANU-PF party are firmly 
entrenched, with a net- 
work of Central Intelli- 
gence Organisation agents 
throughout urban and ru- 
ral areas. Built along the 
linesofan old-style Eastern 
European one-party state, the Mugabe re- 
fime reaches into every corner of 
Zimbabwean society. ZANU-PF controls 147 
of parliament's 150 seats, and there is no ef- 
fective opposition party. But those Eastern 
European monoliths crumbled very 
quickly. It is not impossible that something 
of the sort might happen in Zimbabwe, too. 

There could, for instance, be develop- 
ments along Indonesian lines. The eco- 
nomic situation is likely to worsen in early 
1999 and dissatisfaction will grow. The 
trade unions, which directly challenge the 
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government, might call a five-day strike to 
demand early elections. If the government 
banned the unions and arrested their lead- 
er, Morgan Tsvangirai, furious crowds 
would take to the streets. After bloodshed, 
the government might fall. 

Or there could be a palace coup against 
Mr Mugabe. The ruling party is bitterly di- 
vided along regional and personal lines; 
the cabinet of 54 includes many ambitious 
and scheming men. One faction could con- 
ceivably decide to seize power. 

Yet, if there were to be a change of gov- 
ernment before the next election, the lack of 
an effective opposition leader would make 
itself felt. Various non-governmental orga- 
nisations—representing human rights, 
women, the professions, the church—have 
extremely capable leaders. An independent 
opposition politician, Margaret Dongo, is 
forming a party. But the most worrying pos- 
sibility is leaderless crowds of people, very 
angry and very poor, pressing for change. 

Mr Mugabe apparently knows this too. 
In Egypt, his shopping in Cairo’s arms souk 
was not only for weapons for the Congo 
war but also for riot-control equipment. 








Seychelles, saved by the belles | 


ISS WORLD had come to look 
older than her 48 years. The pag- 
eant, “a cattle market of female flesh” 
and as politically incorrect as you can 
| get, has long been shunned by feminist- 
| fearing television executives. Until now, 
| that is. This week the show was reborn in 
the Seychelles (last year, when the unre- 
constructed show was held there, few Tv 
channels were interested), revealing it- 
self to a vast worldwide television audi- 
ence and bringing great joy to the coun- 
try's president, Albert René, a reformed 
Marxist who once banned beauty con- 
tests as ideologically unsound. 

A public-relations blitz and skilful 
salesmanship by Initial, a British Tv pro- 
duction company, which teamed up 
with Channel 5, a fledgling British ter- 
restrial station, and Gem, an Anglo- 

| Dutch media sales company, has con- 
vinced large swathes of the world that 
the show, with a bit ofa face-lift, is worth 
looking at and paying for. The finale on 
November 26th was expected to attract 
more than 2 billion viewers, the biggest 
international broadcast since last sum- 
mer's World Cup. 

For the Seychelles, the staging of Miss 
World is a brilliant business move. The 
islands, which rely on tourism for hard 
currency, have been suffering badly from 
falling numbers of visitors. Now, along 
with the parade of beauties, they will get 





Ever so tasteful 


a one-hour promotional film of their 
own scenic charms, reckoned, by ad- 
vertising people, to be worth £15m 
($25m)—a very decent return on the £1m 
payable to the Miss World Organisation | 
for the privilege of hosting the show. 

For the organisation, the Seychelles is | 
very heaven. Swaying palm trees make 
the perfect backdrop for photos of pretty 
women. Almost as important, there is no 
political opposition to the pageant. For- | 
get 1996, when Miss World was staged in 
India and religious fundamentalists 
threatened to set themselves on fire in 
protest at the traditional swimsuit pa- | 
rade. Now, you will be glad to hear, the 
beauties frolic tastefully in *beachwear". 
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A partnership that covers the world 
Cathay Pacific has teamed up with some 
of the world’s most renowned airlines 
to launch Asia’s most outstanding 
frequent flyer programme, offering a 
global route network that spans over 
800 destinations. What's more, from 

1 February 1999 you'll earn Asia Miles 
towards free flights and upgrades 

no matter which partner airline you 
fly with. 


Earn Asia Miles in all classes 

including Economy Class 

The great news is that Asia Miles 
allows you to earn miles in all three 
classes. In Economy Class, you can earn 


up to 100%* of the actual miles flown. 


In Business Class you'll earn 125% 
and in First Class, 150%. 
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sia Miles is managed and operated by Cathay Pacific Loyalty Prog 
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partners. You can also earn miles 


with our non-air partner companjes, 


such as credit and charge cards, 
telecommunications, hotels and car 
rental. All in all, our global network 
of partners gives you more earning 
opportunities than any other Asian 
frequent flyer programme. 


And redeeming Asia Miles couldn't 
be easier 

You can redeem whenever you like 
starting from 1 February 1999 and 
it’s so easy. 
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opportunities 
> 
How do I join? 


All Cathay Pacific Marco Polo Club 
members and British Airways Executive 
Club members residing in Asia have 
been automatically enrolled. And all 
Passages members have already 
received an enrolment form. For other 
frequent flyers-wishing to join, instant 
enrolment application forms will be 
available from information, ticketing 
and check-in counters from next January. 
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The sun on your back. The breeze in your face. The world at your speed. Beautiful bodies. Colourful styles. Postcard skie 


There’s nothing like a day at the wheel of a Mercedes-Benz convertible. Every turn a tale of engineering qualit 


* BANGLADESH Iram Motor Co Ltd. Tel: (2) 402 464 * BRUNEI Jati Transport Sdn Bhd. Tel: (2) 441 763 * CAMBODIA Hung Hiep Co Ltd. Tel:(23) 213 5; 
* HONG KONG Zung Fu Co Ltd. Tel:2895 7286 * INDIA Mercedes-Benz India Pte Ltd. Tel:(212) 777 237 * INDONESIA PT German Motor Manufacturing. Tel:(21) 841 93: 
* JAPAN Mercedes-Benz Japan Co Ltd. Tel:(3) 5572 7242 * KOREA Han Sung Motor Co Ltd. Tel:(2) 532 3421 * MALAYSIA Cycle & Carriage Bintang Bhd Tel:(3) 757 24; 
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ivery road leading to sheer pleasure. A union of performance and safety where the slightest 


Mercedes-Benz 


iressure on a pedal is met by instant precision and total inner calm. SL, SLK or CLK. Life's okay. The Future of the Automobile 








NEPAL Deepak Gautam & Co. Tel:(1) 227 000 * PAKISTAN Shahnawaz Ltd. Tel:(21) 200 14650 * PHILIPPINES Commercial Motors Corporation 
el:(2) 641 2282/92 * SINGAPORE Cycle & Carriage Industries (1986) Pte Ltd. Tel:298 1818 * SRI LANKA Diesel & Motor Engineering Co Ltd. Tel:(1) 449 797 


TAIWAN Capital Motors Inc. Tel:(2) 2782 6123 * THAILAND Thonburi Phanich Co Ltd, Tel:(2) 622 3000 * VIETNAM Mercedes-Benz Vietnam Ltd. Tel:(8) 895 8306 
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Every night 
Tsing Ma smiles the 
biggest smile on earth. 
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Boris Yeltsin's dying influence 


MOSCOW 


A sick president, a sick economy, and a weak government mean a miserable 
winter for Russia. It will probably get even worse 


ATTERED by decades of abuse, the pa- 
tient's health is dire. Minor ailments 
cause panic. The best advice—even if fol- 
lowed faithfully—can do little lasting good. 
All that is true for Russia's frail president, 
Boris Yeltsin: and it is not far off the truth 
for his country's sickly economy. 

This week, which Mr Yeltsin spent in 
hospital with pneumonia, is further proof 
ofthe president's frailty. Doctors seem able 
to keep him alive and conscious, even able 
to greet a visiting head of state—which he 
did when President Jiang Zemin of China 
called on him in hospital—but little more. 
One recent foreign visitor described his 
manner as "robotic". Issues such as anti-Se- 
mitic remarks made recently by a Commu- 
nist deputy, or the contract killing of 
Galina Starovoitova, a leading liberal, on 
November 20th (see page 108), rouse him to 
make public statements. But he has not 
worked properly for months. 

President Yeltsin's incapacity, coincid- 
ing as it has with the fallout from Russia's 
financial collapse in mid-August, could 
hardly have come at a worse time. Above 
all, the prognosis for Russias economy 
stays as bleak as ever. 

On the face of it, thanks to the steady, if 
inexpert, attentions of Yevgeny Primakov, 
the prime minister, the medical chart looks 
encouraging. Foreign reserves, down to 
barely $8 billion during the financial panic 
in August, are now up to $13 billion. Indus- 
trial production, which fell by 14.5% in Sep- 
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tember on the previous year, is falling a 
touch less dramatically: October figures 
show a fall of 11.1% on 1997. Imports, on 
which Russians depend for half of their 
food, are up a bit; inflation in October rose 
by a mere 4.5% on the previous month, 
down from a monthly rise of 38% in Sep- 
tember; the exchange rate, after its initial 
dive and subsequent wild swings, is now 
reasonably stable. Tax collection—the bane 
of previous governments—is up sharply, at 
least on paper. 

Even better, the government has so far 
avoided making the mistakes it seemed 
bent on when it took office. The learning 
curve has been steep. The top economics 
minister, Yuri Maslyukov, a Communist, 
now declares that printing lots of money is 
irresponsible; he used to say the opposite. 
Another spendthrift, Viktor Gerashchenko, 
the central-bank chief, has also become 
something ofa sobersides. Last week he lec- 
tured parliament, unsuccessfully, about the 
moral hazard of its plan to offer an unlim- 
ited state guarantee for bank deposits. 

There have been no wild credits to in- 
dustry, little nationalisation (a few dud 
banks aside), and talks with foreign lenders 
have not broken down entirely, though 
they are conducted without enthusiasm. 
The government has also backed away 
from pet gimmicks such as introducing a 
state monopoly on alcohol sales, or turning 
gold reserves into coins. 

The political system has, by Russian 





standards, also been operating well. For the 
first time since 1991, parliament has been 
mostly working with the government, 
rather than against it. The country is no 
longer visibly falling apart: the postal sys- 
tem is more or less working again; vital 
medicines, such as insulin, have not run 
out, as many people feared they would. The 
regions are less uppity, at least for now. 
When the president of the southern Rus- 
sian republic of Kalmykia, a chess-playing 
autocrat with a belief in mysticism, threat- 
ened to secede on November 17th in a row 
over tax payments, a growl from the cen- 
tre—even one not backed with any credible 
force—was enough to make him back down 
straight away. 


Managed decline 


Avoiding a rapid descent into chaos, how- 
ever, is hardly reason for celebration. Mr 
Primakov, a fine tactician but no strategist, 
is managing Russia’s decline, rather than 
coming up with a means to reverse it. The 
average wage has fallen, in dollar terms, by 
56% since August, putting more than 42m 
people below Russia’s poverty line, now 
measured as an income of less than $38 a 
month. There is no investment, and no 
foreseeable prospect of growth: GDP is ex- 
pected to shrink by 5% in 1998. 

Worse, Mr Primakov faces two huge 
challenges. The first is Russia’s $160 billion- 
plus mountain of foreign debt. Most of this 
will be renegotiated, providing some 
breathing space. At the very least, though, 
Russia will have to find $1.64 billion for in- 
terest payments on its eurobonds next year, 
as well as to repay $4.6 billion next year to 
the Mr. That looks all but impossible, with- 
out a deal of sorts with the 1mr—and that, 
in turn, will come only if Russia has started 
to put its finances in order. 

Mr Primakov's second obstacle is there- 
fore political. He must, among other things, 
push a realistic budget through parliament, 
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and start reform of the banking system. 
That is far easier said than done. It is pre- 
cisely issues such as these which have 
tripped up every previous government. 
Russia’s tycoons do not want their banks re- 
formed. Parliament does not like to cut 
spending or to raise taxes. All too many 
civil servants live off what they can siphon 
from the state. And there is so far not even a 
draft budget for next year. An onslaught on 
the corruption and bad government that 
lie at the heart of Russia's ills is a gigantic, 
and some fear hopeless, task. 

Getting out of this mess requires some- 
one at the top with vision, strength and in- 
tegrity. That might rekindle Russians’ 
hopes, and foreign trust. Mr Yeltsin, for all 
his faults, once filled that role. No longer. 
Nor, even at his limited best, does Mr Prim- 
akov, the man who currently tops opinion 
polls and is assumed to have the best 
chance of getting Mr Yeltsin’s job. Until 
someone better comes along, Russia will 
stay bound miserably to its sickbed. 








Turkey 
Now sort this out 


ANKARA 


MERE 17 months after Turkey's gener- 

als squeezed the country's first Islam- 
ist-led government out of office, the coali- 
tion that took its place has 
collapsed, and the expelled 
Islamists—if allowed to 
run—could well come top 
of the polls in the next elec- 
tion. On November 25th, 
the Turkish parliament 
voted 314 to 214 to dissolve 
the minority coalition led 
by Mesut Yilmaz and his 
Motherland party in part- 
nership with Bulent Ecevit, 
leader of the Democratic 
Left The coalition's dis- 
missal had been a virtual 
certainty since Deniz Bay- 





Yilmaz, down and out 


kal, whose Republican People's Party had 
given the government its votes without ac- 
tually being part of it, announced that he 
was withdrawing his support. 

The formal cause of the government's 
removal was the televised claim by an Is- 
tanbul businessman that Mr Yilmaz had 
helped him to raise the money he needed to 
acquire a state-owned bank, in exchange 
for his promise to back Mr 
Yilmaz's party in the elec- 
tion due to be held by 
April. Mr Yilmaz stoutly 
denied the  allegation, 
claiming to be the victim of 
a conspiracy aimed at 
sabotaging his campaign 
against Turkey's mafia. To 
no avail: the Yilmaz gov- 
ernment has been wob- 
bling for months, and 
might well have fallen even 
without the businessman's 
accusation. 

It is of course unfortu- 





| Oil out of troubled waters 


BAKU 


Fe’ two or three years, the pipeline 
has been one of the few big ideas in 
, American foreign policy. Its merits have 
| been listed by think-tanks, chewed over 
in influential journals, and promoted by 
young staffers on Capitol Hill with an 
eye for tomorrow’s issues. The project has 
| also been a strategic goal for 


Turkey and Azerbaijan, which 
have rediscovered their close 
cultural ties since the latter 


only the south Turkish route will guaran- 
tee free flow of Caspian crude to mar- 
ket—or so conventional wisdom goes. 
Formally, the pipeline decision— 
postponed several times, and now sup- 
posedly due in early December—will be 
taken by Azerbaijan’s President Heidar 


currently add up. To be viable, the big 
pipeline would need to be carrying at | 
least 1m barrels of crude per day. The 
AIOC's own production will peak at a 
maximum of 800,000 barrels per day in 
about nine years’ time; and the consor- 
tium is not certain that before that there 
will be enough oil from other sources to 
make up the difference. In theory, the 
Ceyhan line could also be used for oil 
from theotherside ofthe Caspian, where 
Chevron and other oil compa- 








threw off the Soviet yoke. 

But, in real life, prospects 
for the building ofa 2,000-km 
(1,240-mile) pipeline from 
Baku in Azerbaijan to Ceyhan 
in southern Turkey have 
rarely looked so doubtful. The 
pipeline is supposed to be the 
main conduit westwards for 

| the oil reserves off the coast of 
Azerbaijan, which should 
| 
| 





soon be flowing abundantly. 
The route's main merit, in the 
eyes of the Americans, Turks 
and Azerbaijanis, is that it would be far 
enough from Russian territory to 
minimise the chances of Moscow 
staunching the flow. And as long as Iran 
remains on America's list of rogues, steer- 
ing the flow of Caspian crude away from 
that country will be also be a priority in 
Washington. It has been accepted that 
the first fruits of the Caspian's energy bo- 
nanza— "early oil"—will be sent through 
Russia (via Chechnya) and Georgia. But 





Aliev, a wily veteran of Soviet politics 
who now looks westwards. But he will 
take into account the advice of his part- 
ners in the Azerbaijan International Op- 
erating Company (A1OC), an 11-member 
consortium, led by British Petroleum 
(BP), which is exploiting three large Cas- 
pian fields. 

The A1OC has been warning, with 
growing frankness, that the commercial 
case for the Baku-Ceyhan route does not 


nies have won huge contracts. 
But the bulk of this output is 
expected to flow through a 
new line running to Russia's 
Black Sea coast. And, if the 
Ceyhan route cannot be justi- 
fied, the obvious alternative is 
to build an extra line to Supsa 
in Georgia. 

A furious Turkish govern- 
ment has made clear it will 
not forgive BP for obstructing | 
its pet project. Turkey saysthat | 
BP's estimate of nearly $4 bil- | 
lion for the cost of building 
the pipeline is too high. Geor- 
£ia, which has been courting 
Turkey, seems embarrassed by its appar- 
ent windfall, and insists that it shares the 
general enthusiasm for Ceyhan. Presi- 
dent Aliev, whose regime is growing 
harsher in the face of rising dissent, 
would love to make a triumphant an- 
nouncement that the Ceyhan route was 
finally assured. But it may be that he can- 
not afford to endorse the proposal—un- 
less, that is, the American or Turkish gov- 
ernments make it worth his while. 
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Spoilt for choice 
Seats in Turkish parliament 


nate that all this should have happened 
while the Turks are involved in a major row 
with Italy, their ally in NATO, over Italy’s re- 
fusal to extradite the leader of the Kurdish 
rebellion against Turkey, Abdullah Ocalan. 
The 14-year-long war caused by the rebel- 
lion, brutally fought by both sides, has 
killed about 30,000 people. Mr Ocalan was 
detained in Italy when he arrived on an air- 
craft from Moscow. He wants, in effect, to 
be given asylum in Italy. Most Turks, of all 
political persuasions, are angrily opposed 
to this. One idea is that Italy should send 
MrOcalan to Germany, where he is wanted 
on two terrorism-related charges. The pros- 
pect of this, though, produces quivers in 
Germany, home to large numbers of Turk- 
ish immigrants, many of them Kurds, and 
theGerman government is dragging its feet. 
Italys prime minister, Massimo D'Alema, 
was due to visit Germany on November 
27th, in a bid to persuade the Germans to 
take him off Italy's hands. 

Who will be asked by Turkey's President 
Suleyman Demirel to form the new govern- 
ment? Precedent says that Mr Demirel 
should ask the leader of the largest party in 
parliament to try his hand. This is Recai 
Kutan, leader of Virtue, the new Islamist 
party that succeeded the one the generals 
£ot banned. Mr Kutan, anxious to avoid a 
head-on confrontation with the top brass, 
has expressed his willingness to step aside 
and let somebody else lead the country into 
an election the Islamists hope they can win. 
The president too has reason to be cau- 
tious; he himself has twice been booted out 
of jobs by the generals. On Wednesday eve- 
ning he invited Mr Kutan fora chat but not, 
as it turned out, to offer him the chalice. Mr 
Kutan, on leaving, merely said he would do 
what he could to help his president. 

One possible outcome is another coali- 
tion between Messrs Yilmaz and Ecevit, but 
this time joined by Tansu Ciller, the 
woman who leads the True Path party. Such 
an alliance would have a comfortable ma- 
jority. Signs of a deal emerged on Novem- 
ber 23rd, when Mr Yilmaz’s members of 
parliament voted against a resolution that 
might have sent Mrs Ciller to court to face 
massive corruption charges. These range 
from using her influence to enrich her busi- 
nessman husband to providing state 
money to buy imported cat-food for her pet 
Siamese. Mrs Ciller's party, to keep things 
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even, has helped to block a par- 
liamentary inquiry into Mr Yilmaz's 
private wealth. 

Until recently, a rapprochement 
between Mrs Ciller and Mr Yilmaz 
seemed unthinkable. They have long 
detested each other. Their first at- 
tempt at political cohabitation, after 
the 1995 election, ended in acri- 
mony. Encouraged by the Islamists, 
Mr Yilmaz decided to bring corrup- 
tion charges in parliament against 
his then coalition partner. He even hired a 
private-detective firm to track down her as- 
sets in America. That first Yilmaz-Ciller co- 
alition having broken up, Mrs Ciller then 
went into her ill-fated alliance with the Is- 
lamists, which the generals eventually ve- 
toed. If Mr Yilmaz re-embraces Mrs Ciller, 
he will further erode his own credibility. 

Even if they do come together again, 
their lingering hostility is such that proba- 
bly neither would accept the other as prime 





Drugs in Switzerland 
On prescription 


BERN AND ZURICH 


(19 ROLEG? I'm not sure how I'd 

vote.” Simon and Véronique, two 
Swiss heroin addicts chatting in a smoky 
room in Bern, the capital, look puzzled by 
the question. They are not alone. “Droleg”, 
a proposal to legalise the use and sale of 
such drugs as marijuana, heroin and co- 
caine, is one of the most ambitious to be 
put to a Swiss referendum, on November 
29th. But it is also one of the quietest, with 
few advertising campaigns or televised de- 
bates. Its organisers are a small group, 
based in a Zurich hemp shop, with little 
cash for lavish displays, and the govern- 
ment likewise has made little fuss of its op- 
position to the initiative. 

Few of the Swiss believe it will 
carry more than half the vote in 
more than half of the country’s 26 
cantons and half-cantons, as it must 
do to win the day and change policy. 
Even its chief organiser, Francois 
Reusser, reckons that Droleg will 
gain, at most, only 40% of the vote. 
But, for drug reformers, that would 
be pretty cheering. 

Simon and Véronique are drug 
reformers ofa different sort. They are 
among Switzerland’s 30,000 heroin 
and cocaine users. But both are keen 
to kick their habit, and have joined 
800 others in a controversial heroin- 
prescription programme. In 16 cen- 
tres across Switzerland, hard-core 
addicts—those taking heroin for 
more than two years and who have 
failed other therapies—are given 
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minister. In that case the job is likely to go 
to Mr Ecevit, the veteran politician who or- 
dered the Turkish army into Cyprus in 
1974. The hawkish Mr Ecevit is one of the 
chief obstacles to solving the Cyprus prob- 
lem and normalising relations between 
Turkey and the European Union. More- 
over, his recent overtures towards Saddam 
Hussein’s regime in Iraq—threatening to 
send an ambassador to Baghdad for the 
first time since the Gulf war—have irritated 
Turkey’s chief ally, the United States. If it is 
true, as the whispers in Ankara suggest, that 
a three-sided coalition led by Mr Ecevit 
might delay the election supposed to take 
place by April, and hang on to power be- 
yond 1999, that concern may well deepen. 
There is, however, a brighter possibility. 
President Demirel may surprise everybody 
by appointing a neutral caretaker govern- 
ment to carry the country through to a rela- 
tively early election. Nothing would please 
Turkey's western friends more. 
= — 





daily doses of clean drugs by trained super- 
visors, along with medical advice and help 
finding a job or housing. 

Switzerland's previous radical experi- 
ment with drugs—when the police turned a 
blind eye to open-air drug markets in Zu- 
rich and Bern—ended in chaos in 1995 
when the places became the haunts of drug 
users and pushers from across Europe. But 
there are high hopes for the new project. Set 
up in 1994, it aims to get addicts off the 
street and, eventually, off the heroin. 

The programme has already had some 
success. Among participants in the Bern 
project, the rate of rv infection, once the 





Now available at a hospital near you 
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scourge of intravenous drug users, has sta- 
bilised and there have been no deaths from 
overdosing. The proportion of addicts with 
a steady job has doubled, to 30%, and the 
number living off crime, including theft 
and drug trafficking, has plunged. Across 
Switzerland, roughly 70% of addicts stay in 
the programme for at least 18 months, and 
16% go on either toa scheme that uses meth- 
adone as a heroin substitute, or to one that 
weans users off drugs altogether. 

Although some critics, such as Ernst 
Aeschbach of Youth without Drugs (JOD), 
an anti-drug group, question the validity of 
such results, not to mention the morality of 
heroin prescription, the Swiss government 
believes the project worthwhile. The federal 
parliament recently voted to expand the tri- 
als and make them a permanent feature of 
the country’s drug therapy, along with 
methadone substitution, currently given to 
14,000 heroin addicts, and abstinence pro- 
grammes. Already the Swiss provide needle 


exchanges and safe injection rooms, as part 
of a policy of “harm reduction", currently 
fashionable in drugs-policy circles. 

But, for all their willingness to make 
such experiments, the Swiss still clamp 
down hard on drug users and dealers. Law 
enforcement alone takes up half of the an- 
nual SFr1 billion ($710m) budget for drugs. 
The country bans possession and con- 
sumption of both hard and soft drugs, ex- 
cept for limited medical purposes. Drugs- 
related offences have risen more than five- 
fold since 1980, 80% of them for possession. 
But neither drug supply nor drug use shows 
any sign of falling, and cannabis use 
among the young is on the rise. 

Drolegs supporters hope that legal- 
isation would put an end to the black mar- 
ket in drugs, by handing the supply of both 
hard and soft drugs to the state, and by issu- 
ing users with a smart card which, they 
think, would limit bingeing and exclude 
foreigners and children from taking part. 
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Drolegs Mr Reusser reckons that legal- 
isation could make clean heroin available 
for SFr10-15 per gram, a tenth of the current 
street price. 

This is going too far for the Swiss federal 
health department. It may back medical 
prescription of heroin, but wholesale 
legalisation is another matter—misguided 
in theory and impossible in practice. 

Much hangs on the vote. In 1997, the 
government vigorously opposed an initia- 
tive from jon to scrap heroin prescription, 
and more than 70% of voters turned down 
the group’s proposition. If Droleg can now 
get more public support than jop did, then 
the government may feel it can push for- 
ward at least with the decriminalisation of 
cannabis, which was proposed by a govern- 
ment-appointed committee in 1996. Hard 
drugs, though, are another matter. Even cli- 
ents of Bern’s heroin clinic think this is a 
step too far. 








Clamping down on shooting up 


ROTTERDAM 


N ESPRESSO, a croissant and five 
grams of Mexican sensamilla or Ha- 
waiian mix? The menu in many of the 
1,000 or so legal Dutch hash-bars and cof- 
fee houses offers a choice of marijuana as 
plentiful as that of coffee. But the Dutch 
may now be having second thoughts 
about the social cost of their famous toler- 
ance of drugs, at least if an experiment in 
the city of Rotterdam is anything to go by. 
There is a growing acceptance in the 
Netherlands that drug-addiction, notably 
to heroin and cocaine-based agents, is re- 
sponsible for much pickpocketing and 
theft. In a bid to eradicate such drug-re- 
lated crime, Rotterdam launched a pro- 
| ject two years ago to turn persistent of- 
fenders into law-abiding, drug-free 
citizens by putting them through an 18- 
month-long programme which, by Dutch 
standards, is unusually firm. 

Known by its Dutch acronym, the sov 
is designed for hard-case addicts; those 
on the programme have been arrested an 
average of 135 times, usually for petty 
crimes, and have a long record of failed 
rehabilitation. Candidates are taken out 
of prison and put through the pro- 
gramme as an alternative to their sen- 
tence. “If nothing else works, then you're 
SOV material,” declares Ton Quadt, the 
project’s director. So far, 69 men have 
been enrolled, and a similar scheme for 
women is on the drawing-board. 

The process begins with a six-month 
detoxification at a former army barracks 
at Ossendrecht, near the Belgian border. 
The regime is strict, the style that ofa mili- 





Choose your poison 


tary boot-camp. At this stage, roughly two- 
thirds drop out and are sent back to jail. 
The rest graduate to a halfway house on a 
leafy estate near Rotterdam, where they 
are taught to cope with everyday respon- 
sibilities. Eventually, they are let loose, 
complete with a job and housing. So far, 
only eight addicts have completed the 
journey. But the project is nevertheless 
thought worthwhile. Hundreds more of 
the 25,000 Dutch drug addicts might 
qualify to join a national scheme, which 
is now under consideration. 


The Dutch are not yet, however, about | 
to abandon the principle of decriminal- | 
ised drug-use. Even its advocates recog- _ 
nise that the sov does not have an answer 
for all drug addicts. It is not considered 
suitable for those who are violent or men- 
tally ill. Others are thought beyond re- 
habilitation. For them, the Dutch answer 
is to accept that they will never shake off | 
their addiction and, instead, to attempt to 
control it. 

Since the summer, for instance, health 
services have given up to one gram of her- 
oin a day to 45 addicts in Amsterdam and 
Rotterdam in a ground-breaking attempt 
to assess the controlled distribution of the 
drug. The idea is to keep dealers off the 
streets, and to keep addicts from crime. 
This week, the Central Committee for the 
Treatment of Heroin Addicts, a govern- 
ment agency, published a report saying 
that there had been “few undesirable side 
effects” in terms of public order and 
safety, for either the general public or the 
users themselves. So this experiment, 
which has a budget of sim guilders 
($26.8m) and United Nations approval, 
will now be extended to five Dutch cities, 
provided parliament gives its approval 
next month. 

Which way will the Dutch go? The 
Americans have been putting pressure on 
them to follow the Rotterdam example. 
Back in July, Barry McCaffrey, President 
Bill Clinton’s drugs tsar, went to the Neth- 
erlands to argue that their regime was re- 
sponsible for what he claimed was a high 
rate of serious crime. But the government 
led by Wim Kok is not keen on the hard- 
nosed approach. The coffee-shop crowd 
need not worry about hoarding supplies 
just yet. 
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“be “interpreted”. 


MHE stock is sold, the press is squared, the middle class is 


| A quite prepared . .. And with buoyancy returning to financial 
|. markets this week, the world was looking as ready as it ever 
“would be for the launch of the European Union's new single 


currency at the new year. It is a pity, to be sure, that an awkward 
squad of European politicians wants to test and contest the au- 


| thority of the new European Central Bank and the fiscal rules of 
< the new single-money system—but even here things are not as 


bad as they might be. If some governments do not appear espe- 
cially pleased to have their powers diminished by the creation of 
a supranational central bank, they do seem to have accepted that 
the launch of the euro is not the ideal moment for an outright 
trial of strength over how and by whom it should be managed. 
When finance ministers from the 
'EU'S 11 left-wing governments met on 
November 22nd to approve a com- 
mon manifesto, they said that the 
ECB should try to keep interest rates 
low in the hope of stimulating 
growth and employment. That was a 
barely veiled attack on the bank’s in- 
dependence—but at least there was 
no explicit call for political control. 
And the document did not take up 
the call from Germany’s new social- 
ist finance minister, Oskar Lafon- 
taine, for a “target zone” for the ex- 
change rate of the euro against the 
dollar. Next day, it is true, Mr Lafon- 
taine had some distinctly illiberal 
things to say about harmonising 
taxes across Europe when his govern- 
ment assumes the presidency of the 
EU in January. On the other hand, the 
new Italian government, led by Mas- 
simo D'Alema, has not been labour- 
ing its view that the rule limiting na- 
tional budget deficits within the 
euro-zone to 3% of GDP will need to 





Altogether it was hardly a victory 
for Wim Duisenberg, the ECB’s first 
president—but at least it was not the crushing setback he might 
have feared. One of his main jobs at this early stage is to persuade 
financial markets that his bank, however new and unproven in 
the main tasks awaiting it, possesses the old-fashioned self-confi- 
dence needed to resist interfering governments. A craggy, chain- 
smoking bruiser of 63, Mr Duisenberg has been giving as good as 
he gets. It was a “normal phenomenon" for politicians to give 


- their views, he said publicly earlier this month, but “it would be 


very abnormal if those suggestions were to be listened to.” 
Touché! But tough talking will carry the ecs only so far. True, 
Mr Duisenberg also has at his back a legal guarantee of indepen- 
dence. The Maastricht treaty on European union, signed by all 
EU governments, says that the ECB must not "take or seek in- 
structions” from national governments or anybody else; and it 
says that the bank must pursue price stability as its primary aim. 
But the political leaders of the £U now are a very different 
bunch from the ones who negotiated the Maastricht treaty in 
1991. They are predominantly left-wing. They worry much less 
about inflationary pressures than they do about unemployment 
statistics. Behind them stand a couple of hundred million Eu 








Wim Duisenberg, banker to a new Europe 


voters who put them into office and who must therefore be pre- 


sumed to feel roughly the same way. 

This last constituency is the one that Mr Duisenberg really 
needs to win over, if the ECB is to acquire for itself an authority 
remotely comparable to that of its model, the Bundesbank, in 
Germany. The Bundesbank also had legal guarantees of inde- 
pendence. But its position was secured more decisively by sup- 
port across Germany for its sound-money policies. 

Across the European Union, there is nothing like the same 
keenly felt desire for sound money as an overriding economic 
priority. Mr Lafontaine’s arrival in government suggests that 
even Germany is having second thoughts. If the ECB wants popu- 
lar support for its mandated policies, it has a huge public-rela- 
tions task ahead of it. Is Mr Duisen- 
berg the man for that job too? 

Hecertainly has something ofthe 
convert's zeal. A free-spending, high- 
taxing Dutch finance minister from 
1973 to 1977, he emerged as a fiscal 
and monetary disciplinarian after 
taking over the national bank in 
1982. One drawback is that, having 
discovered virtue himself, Mr Duis- 
enberg can lack indulgence towards 
others who have yet to do so. His dog- 
matic style deflects opposition, but is 
not calculated to win new friends. 

Mt Duisenberg also shows occa- 
sional signs of confusing indepen- 
dence with isolation or impenetra- 
bility. The ecs will not be publishing 
the inflation forecasts central to its 
monetary policy. The minutes and 
voting records of its council meet- 
ings will remain secret for years after- 
wards: for at least as long, Mr Duis- 
enberg has proposed, as anybody 
taking part in them still holds office. 
This arrangement, if it survives, will 
be a convenient one for the central 
bankers who dominate the council. 
It will be an inconvenient one for 
anybody else with an interest in how Europe is governed. 

Mr Duisenberg intends to present himself for periodic scru- 
tiny by the European Parliament. But he has resisted—as too 
time-consuming—suggestions that he appear regularly before 
national parliaments. As for reaching a broader public directly, 
he has given a mere ten on-the-record press interviews since the 
EC's founding in June. 

These are early days. The ecs has a small staff and a huge 
workload. Its president cannot do everything at once. A hearts- 
and-minds mission may have to wait. But the arguments about 
power and legitimacy in the new economic order have merely 
abated, not ended. There are bound to be serious collisions in 
theyears ahead between a single European monetary policy and 


national economic policies. The ECB will be all the more ex- 


posed to political pressures after the wisest and wiliest member 
of its council, Hans Tietmeyer, retires from the presidency of the 
Bundesbank next year. Mr Tietmeyer's prestige and mystique 
have placed him almost beyond criticism from mere politicians, 
and he has put these qualities at the ECB's service. Perhaps he can 
pass the secret of them on to Mr Duisenberg before he goes. 
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— How much 


should you pay 
 expatriate staff? 








The Worldwide 

Cost of Living Survey 
from the Economist 
Intelligence Unit is 
the most timely and ` 
reliable survey 
available. 








A totally independent survey of prices in 

128 cities worldwide, it supplies all the 
information you need to set fair cost-of-living 
allowances, save money by avoiding excessive 
packages, and minimise disputes with 
transferred executives. 


You receive a report specially tailored to your 
company’s exact requirements, reflecting the 
geographical spread of your operations, the 
structure of your compensation packages and 
your company’s exchange rates. New reports 
every six months ensure you use only the most 
up-to-date price data. 












If you are involved in transferring employees internationally, 
accurate information on relative living costs is critical. 


Me After all, a difference of 10 points in an index can result in over- 
or underpayment of a manager by as much as US$7,000 a year. 





Free telephone enquiry service 

Our editors are always on hand to help you get 
the most from the information you receive and 
can arrange for revised indices to be faxed 
within 24 hours. 


Annual subscription: US$795 per city. 


M —————— 


| For more details on this special offer and 
a free sample report, call 


(852) 2802 7288 


quoting 3ABZAA or complete and 
return the coupon below 





For more information and a free sample send or fax this form to: The Economist Intelligence Unit, 25/F, Dah Sing 
Financial Centre, 108 Gloucester Road, Wanchai, Hong Kong Tel: (852) 2802 7288/2585 3888, fax on: (852) 2802 7638/2802 7720 


or e-mail: hongkong@eiu.com 
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Britain, out of harmony again 


Tony Blair’s European strategy may be scuppered by plans to harmonise 


European taxes 


CQ HORTLY after coming to power Tony 
“J Blair proclaimed that Britain “must 
end the isolation of the last 20 years and be 
a leading partner in Europe”. Mr Blair's vi- 
‘sion of “ending isolation" involves a tacit 
acceptance that Britain will eventually join 
othe single European currency. But the 
Blairites have never accepted the idea that 
ending isolation will involve much closer 
"political integration with the European 
: Union, or a substantial move towards the 
‘European social model. 
5. Antellectually, New Labour has justified 
< this position in a couple of ways. The first is 
to maintain that, as Robin Cook, the for- 
eign secretary, put it soon after coming to 
office, "the high tide of integration" has 
passed in Europe. The second is to argue 
that Europe is moving in a New Labourish 
direction; a more Anglo-American ap- 
proach to labour markets, regulation and 
taxation is said to be gaining ground. If 
both propositions are true then Britain can 
indeed aspire to “lead” in Europe, without 
having to swallow unpalatable ideas on po- 
litical integration or economic policy. But 
what if they are false? 
Sadly for the Blairites, the recent meet- 
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ings of European finance ministers appear 
to have weakened the intellectual props on 
which their policy has been constructed 
(see page 61). Both Oskar Lafontaine of Ger- 
many and Dominique Strauss-Kahn of 
France spoke of plans for harmonising 
taxes within the European Union. There is 
talk of setting minimum levels of corporate 
taxation across Europe, to prevent “harm- 
ful” tax competition. Gordon Brown, Brit- 
ain’s chancellor, reacted with uncharac- 
teristic vehemence. Tax policy would 
continue to be made in Britain not Europe, 
he insisted, adding that “cutting taxes, not 
raising them, is the way to create jobs”. 

Mr Brown's agitation is understand- 
able. Britain long ago accepted the idea of 
minimum European levels of the indirect 
sales tax, vAT. But harmonising corporate 
tax and setting a minimum withholding 
tax on savings would be much harder to 
swallow, A minimum withholding tax 
might threaten the City's lucrative trade in 
Eurobonds; it could also be the first foray 
by the European Union into income tax. 
And Mr Brown has taken great pride in cut- 
ting levels of corporate tax in Britain, and 
would hardly relish raising them again to 






“harmonise” with the rest of the Eu. 

In fact, as Maurice Fraser, an academic 
at the London School of Economics, points 
out, the idea of higher and harmonised 
rates of corporate taxation goes “right to the 
heart of Britain's supply-side revolution 
and what the last 20 years are supposed to 
have been about”, Mr Brown and his col- 
leagues also know that the idea of Europe 
setting British taxes is political poison for 
them. They want Britain to join the euro. 
Buta MORI poll last year showed that over 
70% of Britons believed that if joining the 
euro involved passing control of taxation 
to “Brussels”, it would be unacceptable. 

So. what can the Blairites do? The first 
thing is to continue to fight the battle of 
ideas, An effort is under way to forge an 
intellectual partnership with Gerhard 
Schröder, the new German chancellor, who 
is believed to be at odds with the more left- 
wing Mr Lafontaine. While Mr Brown was 
clashing with Mr Lafontaine in Brussels, Pe- 
ter Mandelson, Britain's trade and industry 
secretary, was meeting Bodo Hombach, Mr 
Schróders sidekick, in London and agree- 
ing to stage a joint search for common 
ground between Mr Blair's “third way" and 
Mr Schröders Neue Mitte or “new centre”. 

If Britain fails to discourage a Lafon- 
taine-inspired push for tax harmonisation 
when Germany takes over the presidency of 
the European Union in six months’ time, it 
can always fall back on its veto power. In- 
deed, Mr Brown used the v-word after this 
week’s meetings. That would prevent the 
EU harmonising taxes through European 
law, and might force would-be tax 
harmonisers, probably among the 11 
founder members of the euro, to pursue 
their goals on a voluntary basis. 

Such a strategy might help Britain to 
avoid being forced to harmonise corporate 
or savings taxes. But it would also blow a 
large hole in Mr Blair's European strategy. 
Although Britain might find some support 
in Luxembourg and Ireland, it would once 
again be isolated from the mainstream of 
EU thinking. And if the founder members 
of the single currency do push ahead to- 
wards harmonising tax, it will also become 
harder for Mr Blair to sell at home the idea 
of Britain joining the euro. 

There are uncomfortable precedents for 
the predicament facing the Blairites. When 
John Major became prime minister, he 
swore that he would put Britain "at the 
heart of Europe". But by the end of his ad- 
ministration he found himself bitterly at 
odds with the rest ofthe EU. Might the same 
fate befall Mr Blair? 
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BRITAIN 
Anglo-Irish relations 


Entente cordiale 


HEN Tony Blair rose to speak to the 
Irish parliament on November 26th, 
he became the first British prime minister 
to be accorded this honour since Ireland 
achieved independence from Britain in 
1921. Until the past couple of years no Brit- 
ish prime minister would have cared to 
make such a speech, nor could a whole- 
hearted welcome have been guaranteed. 
Manners have changed with the times. 
The Irish Republic is now one of Europe's 
most dynamic economies. Shared mem- 
bership of the European Union gives Brit- 
ain and Ireland sufficiently comparable 
status to dissolve the mutual chippiness of 
the past. The warm reception given to Mr 
Blair owed much to the new atmosphere. 
The rest was down to the widespread con- 
viction in Ireland that he has taken more 


chances for peace in Northern Ireland than 
his predecessors and shown more deter- 
mination to heal old wounds. 

In his speech Mr Blair said both coun- 
tries should “finally put the burdens of his- 
tory behind us". One sign of this process 
came with a suggestion from Bertie Ahern, 
the Irish prime minister, that Ireland might 
consider rejoining the Commonwealth— 
despite its roots in the old British empire. 
Such outward signs of rapprochement still 
make some people blink. But beneath the 
surface, a co-operative relationship has 
been well developed for some time. As long 
as IRA violence continued, Anglo-Irish co- 
operation was based on a determined, if of- 
ten masked, pursuit of a joint approach to 
the shared problem ofthe north. 

Mr Blair called for Anglo-Irish relations 
to be based on far more than a joint ap- 
proach to the north; he also called for en- 
hanced co-operation in Europe. But the 
problems of the north are far from defini- 
tively solved. Before arriving in Dublin, Mr 





A warm welcome 


Blair visited Northern Ireland first and met 
all the parties there to push and coax. The 
sticking point has been unchanged for 
months. David Trimble, the Ulster Union- 
ist leader and first minister in the new as- 





Past and present in Scotland 


EDINBURGH 


ACK in 1990, when the then Tory gov- 
ernment was trying to prove its 
Scottishness to sceptical voters north of 
the border, spending £64m ($106m) on a 
new museum to celebrate Scottish history 
and culture must have seemed like a great 
idea. Now, as the Labour government is 
trying equally hard to prevent a tide ofna- 
tionalism flooding across Scotland, such 
a museum probably seems the last thing 
it wants. 

Wanted or not, the Museum of Scot- 
land, an unashamedly modern home in 
Edinburgh for Scotland's national trea- 
sures, will be opened by the queen on No- 
vember 30th, which just happens to be St 
Andrew's Day. And once past the recep- 
tion areas, diehard unionists are likely to 
find their worst fears confirmed. 

Unmissably displayed is text from the 
Declaration of Arbroath, composed in 
1320 as a ringing patriotic rejection of 
English subjugation, and recently given 
new currency by the jingoistic film 
"Braveheart": "It is in truth not for glory, 
nor riches nor honours that we are fight- 
ing, but for freedom—for that alone, 
which no honest man gives up but with 
life itself” 

Hard by this slogan are more icons of 
Scottish nationalism, such as the 
Monymusk Reliquary, a casket which was 
carried into battle against the English at 
Bannockburn by Robert the Bruce. But 
Mark Jones, the museum’s director and 
an Englishman, does not apologise for 
these exhibits: “Scottish national identity 
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was mostly forged in the fight against 
England,” he says, which is hard to dis- 
pute given that there have been 500 years 
of to-and-fro warfare across the border. 
Yet should the unionist manage to get 
past the shows of patriotic fervour, there 
is just as much to set the British heart beat- 
ing. A case is devoted to the 1707 Treaty of 
Union which, Mr Jones admits, looked 
like a full stop in Scotland’s story when 
the exhibits were first planned, but now 
that the Scottish parliament is about to be 
reinvented, seems to be more like one half 
ofa bracket. Two floors go on to depict the 
intellectual flowering of the Scottish 
enlightenment (epitomised by David 
Hume and Adam Smith), and the eco- 
nomic explosion fuelled by British impe- 
rial expansion that took place after the 





Drink to the new Scotland 


union with England, with exhibits rang- 
ing from Paisley-pattern textiles to silver- 
ware and steam engines. 

If these contrasting displays appear 
more like seductive pleadings in a con- 
tinuing ideological battle than sterile 
snapshots of the past, the verdict in the 
20th-century gallery seems to side with 
unionism. These exhibits, chosen not | 
with scholarly precision but for the most | 
part by ordinary Scots who responded to 
museum adverts seeking items which | 
have significantly affected modern Scot- | 
tish life, speak not of parochial concerns | 
but of a people acknowledging their 
small place in a big world. | 

There is a Saltire flag of St Andrew, but 
there is also a washing machine, a biro, 
computers, radios and televisions, cars, a 
pair of tights, slices of toast, a recording of | 
an astronaut's voice, a virtual pet, a sol- 
dier's helmet, and so on. Even Tony Blair | 
(who went to school in Scotland) makes a 
£uest appearance, with an electric guitar. 

The museum indeed, which makes a 
number of striking curatorial innova- 
tions such as the use of contemporary art 
and sculpture as settings for prehistoric 
artefacts, is anything but a one-sided ver- 
dict of Scottish history. Rather, it offers ev- 
idence and arguments for visitors to 
make their own conclusions on where 
Scotland is now heading. Mr Jones is 
acutely conscious of the role that his new 
museum has in helping to shape a new 
Scottish identity. There is considerable 
irony in that, given the ideological intent 
of the government which approved the 
project. But, says Mr Jones, much of his- 
tory is about the unintended conse- 
quences of government actions. 
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mbly, insists on some decommissioning 
of arms by the TRA before its political wing, 
| Sinn Fein, takes ministries in the devolved 
"government next February. Sinn Fein re- 
- plies that, under the agreement reached in 
* Belfast last April, Mr Trimble has no right 
ake such a precondition. 
Technically, Sinn Fein is correct. Disar- 
_ mament of paramilitary groups is meant to 
_ happen in parallel with the establishment 
of new political structures and a wide-rang- 
"ing reform of policing, equality measures 
and criminal justice, which would also in- 
clude the progressive disarmament of the 
security forces. Commissions are working 
on reforms. Prisoner release is well under 
way. Thearmy and police have made a start 
on relaxing their war-footing, with demo- 
lition planned of several heavily fortified 
barracks. Many suspect, however, that the 
IRA and loyalist groups will never hand in 
weaponry to the authorities or the interna- 
tional commission set up for the purpose. 

Most republican statements reinforce 
this idea; although a persistent rumour in 
Belfast holds that a special IRA convention 
was held in southern Ireland on November 
21st-22nd, to discuss a measure of de- 
commissioning. Mr Trimble apparently 
believes he needs a visible start on de- 
commissioning as armour against unionist 
critics who think he has been sucked into a 
process which will take Ulster into a united 
Ireland. He may also believe, as he claims, 
that only by decommissioning can republi- 

„cans prove their commitment to entirely 
peaceful politics. 
The stalemate over decommissioning 
and Sinn Fein ministers has fed the scepti- 
cism of those who doubt that peace can 
take root in Northern Ireland. A presiden- 
tial-style visit by Mr Blair, to sweet-talk die- 
hard opponents, might not resolve their 
quarrel. But it may revive public confi- 
^: dence that Britain is still focused on imple- 

menting the most wide-ranging agreement 
: yet reached. Meanwhile, Mr Blair's ceremo- 
nial welcome in Dublin is intended to rein- 
/ force the message that, whatever becomes 
of that agreement, the British-Irish entente 
will continueto becordial 

















: The BSE Inquiry 


Cull MAFF 


N THE week that the European Commis- 
sion said it would soon lift its ban on ex- 
ports of British beef, the public inquiry into 
the outbreak of mad-cow disease (BSE) be- 
gan taking evidence from ministers in the 
previous, Conservative government on 
how they and their officials behaved as it 

© became clear that Bse posed a risk to hu- 
man health. Further evidence of obstruc- 
tion and unnecessary secrecy by the Minis- 
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try of Agriculture, Fisheries and Food 
(MAFF) was heard. 

Edwina Currie, a former health minis- 
ter, told the inquiry how, in the late 1980s, 
MAFF was “really quite hostile” to the De- 
partment of Health’s attempts to keep the 
public informed about any illness in ani- 
mals that might pose a risk to human 
health. Mrs Currie described how she tried 
in vain, in late 1988, to set up meetings with 
agriculture ministers to discuss food safety. 
Soon: afterwards she was forced to resign, 
when the frankness of a public warning she 
gave about the threat from eggs infected 
with salmonella upset poultry farmers. 

Mrs Currie said that MAFF seemed to 
care more about the finances of the farming 
industry than about human health. She ac- 
cused the ministry of a “degree of conniv- 
ance” with farmers who ignored a ban on 
using cattle feed made from the meat and 
bones of other cows. And she attacked the 
ministry for its slowness in commissioning 
research to find a test for BsE in cattle not 
yet showing symptoms, comparing it unfa- 
voutably with the speed with which a test 
for HIV was sought and found. 

Earlier this month, Sir Donald Acheson, 
aformer chief medical officer at the Depart- 
ment of Health, accused 
MAFF of being “unnecessar- 
ily secretive". For instance, 
he said, when Marr called 
an “important interna- 
tional scientific meeting” 
about the BsE crisis, it did 
not even tell the Depart- 
ment of Health that the 
meeting was taking place, let 
alone invite it to attend. 

Independent scientists’ 
requests for information 
from MAFF were rebuffed. 
Professor Roy Anderson, an 
epidemiologist at Oxford 
University, told the inquiry 














ease seem to have been at a constant rate of 
around ten a year. However, Simon 
Cousens, an epidemiologist at the London 
School of Hygiene and Tropical Medicine, 
points out that such a pattern does not nec- 
essarily mean a disease outbreak is level- 
ling off. Often, epidemics begin with a low, 
steady rate of cases, followed by a sharp 
acceleration to a much higher peak. The av- 
erage incubation period for nvcjp could be 
20-25 years, says Mr Cousens, and most 
people exposed to Bsk-infected beef may be 
only about ten years into 
that period. 

However heavy the cost 
turns out to be, in terms of 
lives lost and money spent, 
it is now too late to avoid it. 
But BSE is not the first, and is 
unlikely to be the last, case of 
diseases in animals affect- 
ing the health of humans. 
The —freedom-ofinforma- 
tion bill, promised by the 
government but left out of 
its schedule for the coming 
session of Parliament, 
would have made it far 
harder to justify denying in- 





in March that his repeated 

attempts to see the ministry’s data on BSE 
cases, so that he could study why the out- 
break was lasting so long, were turned 
down. If the research had been permitted, 
he said, it would have been discovered 
sooner that farmers were flouting the ban 
on feedstuff derived from cattle carcasses. If 
SO, MAFF’s secrecy will have prolonged the 
outbreak and added to the cost of the cattle 
cull and other measures to stamp out BSE, 
which is expected to reach £3.5 billion ($5.8 
billion) by 2000. Worse still, it may have 
meant that more people ate infected beef, 
thus putting them at risk of developing 
nvcyp, the human form of BSE. 

While the sse epidemic among cattle 
has almost been stamped out, it is far too 
soon to-draw optimistic conclusions from 
the small number of human deaths so far 
(see charts). Since the first case of nvcyp was 
identified in mid-1995, deaths from the dis- 


dependent scientists access 
to official data. Given the evidence so faron 
MAFF's conduct in the sse crisis, an inde- 
pendent Food Standards Agency, also 
promised but also delayed, would be more 
likely to enforce rigorous standards in 
abbatoirs and farms. 

Taking away MAFF' responsibility for 
food safety makes sense. But why stop 
there? Matters concerning the rural and 
marine environment clearly belong at the 
Department of the Environment, Trans- 
port and the Regions, The Home Office al- 
ready has some oversight of animal welfare 
and could take on MArF' role in this area. 
The Department of Trade and Industry 
deals with most other industries, so why 
not farming and fishing too? On the evi- - 
dence so far, the publication of the Bse in- 
quiry's conclusions next June might be the 
right time to announce a cull of MArr itself. 
, 1 
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HE trouble with Tony Blair is that he does not take his own 

government's ideas seriously enough. The day before the 
queen’s speech this week, the Department of the Environment 
came up with a bright idea. It has devised a new way to measure 
| happiness. John Prescott, the deputy prime minister, thinks the 
| conventional yardsticks—notably GDP per person—a bit crude. 
| Henceforth, his department will regularly measure more of the 
| things that might put a smile on voters’ faces: how long they can 
| expect to live, for example, and the variety of wild bird popula- 
| tions in Britain. 
| Perhaps Mr Blair should have borne all this in mind the next 
| day. By the conventional yardsticks, he has it all: thumping ma- 
| jority in Parliament, thumping 
| support in the country. The 
| queen’s speech to Parliament 
| 
| 


should have crowned his happi- 
| ness. She read out obediently to 
| the House of Lords his plans to 
| send its hereditary peers to the 
| knacker's yard, along with plans 
| for another 20-odd new bills to 
| continue—yes, the monarch her- 
| self uttered this soundbite—"the 
| modernisation of the country, its 
| institutions, its public services and 
| itseconomy" Full steam ahead for 
| Project Blair. Why, then, did the 
| prime minister seem so glum? 
First, because others conspired 
to spoil his big day. (Mr Blair calls 
this “tribal politics” but it is in fact 
| their job.) If the leader of the oppo- 
| sition has one talent, it is his bait- 
| ing of Mr Blair in Parliament. In 
| this of all weeks, William Hague 
| put on his most wicked perfor- 
| mance yet. The queen's speech is 
| all about triage: a prime minister 
| pushes some bits of legislation 
| into the long grass, knowing (and 
| sometimes hoping) that they 
; might die there. After the queen’s 
| speech, Mr Hague mocked Mr 
| Blair for the big bills pushed offhis list: there is to be no Freedom 
| of Information Act, no independent food-safety agency and no 
| integrated transport policy, the legislation that happens to be 
| closest to Mr Prescott’s heart. Mr Blair looked ‘rattled; and no 
| number of positive thoughts about Britain’s wild birds seemed 
| able to wipe the scowl off the deputy prime minister's face. 
l Still, it takes more than the usual battering from Mr Hague to 
make Mr Blair miserable. If the prime minister seemed less than 
l buoyanton his big day, there may have been a better reason. The 
| publication ofits legislative programme is a moment for a gov- 
| ernment to draw breath and take stock. Mr Blair's government is 
| coming to the end of its first euphoric sprint. He admitted as 
| much to his party last September, when he cited the dictum of 
| Mario Cuomo that you campaign in poetry but govern in prose. 
| The government has now to settle into a more measured stride. 
| By comparison with the first 18 months, its legislative plans are 
indeed prosaic. Moreover, the laws he is sending through Parlia- 
ment are probably no longer the main things on Mr Blair's 
| mind. Bigger and harder decisions are drawing close. 





Long grass, tough choices 








Foremost among these are whether and when to join the 
euro, and whether to endorse Lord Jenkins’s plan to reform the 
way British governments are elected. Both are fateful decisions; 
both are decisions on which his cabinet is divided. In both cases 
Mr Blair has given himself room for manoeuvre by promising 
referendums when the time is ripe. But time now ripens, with- 
out necessarily making either decision—on timing and on sub- 
stance—any easier. The enthusiasm with which Mr Blair greeted 
the election ofsocialist governments on the European mainland 
is cooling as evidence mounts that Britain is losing its battle to 
tweak the European Union’s economic policies its way. As other 
Europeans talk more about tax harmonisation and complain 
more about the independence of 
the new central bank, the British 
prime minister rediscovers the old 
dilemma of whether to keep his 
distance from a project going 
wrong or plunge in deeper in the 
hope of making it more congenial 
to Britain. 

At home, Mr Blairs decision 
on electoral reform is no less awk- 
ward. The additional-member vot- . 
ing system proposed by Lord Jen- 
kins requires boundary changes 
that could not in any case be intro- 
duced in time for the next general 
election. If he chooses, Mr Blair 
can postpone the referendum un- 
til that election is won. But the 
prime minister cannot so easily 
calm the tension that his failure to 
show his hand is already causing 
inside his own party and among 
the Liberal Democrats. 

Paddy Ashdown, the Lib Dem 
leader, plainly believes that Mr 
Blair intends eventually to en- 
dorsethe Jenkins plan. On that un- 
derstanding, or perhaps to keep 
Mr Blair honest, he has allowed 
himself to be enticed into an ever 
closer but still incomplete liaison 
with Labour. But Mr Blair refuses to commit himself, and Jack 
Straw, the home secretary, is openly hostile. One of Mr Hague’s 
taunts this week was that Mr Ashdown, like Mr Prescott, gives the 
prime minister unswerving loyalty and gets nothing in return. 

The tension between the two parties is not just about the vot- 
ing system. It is about the prospect of a formal coalition or even 
merger. Neither leader rules this out. Both deprecate the old- 
fashioned tribalism of the Tories and congratulate themselves 
for having discovered “grown-up politics" (by which they seem 
to mean two tribes ganging up on a third). But at all levels of the 
Labour Party there are plenty of others who abhor the very idea. 
Why, they ask, do we need the Lib Dems? 

The Lib Dems have their doubts too. After his unforgivable 
omission from this queen's speech of the promised Freedom of 
Information Act, some ask, simply: Is Mr Blair liberal? One 
quipped that it will soon be standing room only in the long 
grass. You cannot be all things to all men for ever. Perhaps it was 
counting the tough choices ahead that spoiled Mr Blair’s week? 
So much pleasanter to count wild birds. 
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isn't a apiet part of the job description. United 
Technologies Corporation (UTC) is proving that with its innovative 
Employee Scholar Program. The program offers free tuition to any of 
UTC’s 180,000 worldwide employees, as well as paid time off for study 
and a graduation gift of company stock. The program’s goal, says 
Chairman and CEO George David, is to provide UTC with “the best 
educated work force on the planet”. 






With such a powerful commitment to learning, it’s 
no surprise that UTC often turns to Darden for 
executive education. After all, we’ve earned the 
reputation of being a top business school. In 
1997, Business Week magazine ranked Darden’s 
custom executive programs #2 in the world, 


So if you want to develop and lead a high- 
performance organization, and gain a tactical 
market advantage, do what UTC and many 
other successful global companies have done— 
join forces with Darden and make an impact! 


À 
Each year Darden delivers over 100 executive education program 
offerings to 4,000 executives and practicing managers from 500 

organizations worldwide. Most programs range from 1 to 2 weeks in duration. 


OPEN-ENROLLMENT PROGRAMS 

* General Management 

¢ Leadership and Organizational Change 

¢ Marketing and Sales 

T Finance George David 
* Operations Chairman and CEO 

CUSTOM PROGRAMS United Technologies Corporation 

CONSORTIUM PROGRAMS (Darden MBA '67) 

i 

/(804)-924-3000 


hstp:/ /www.darden.virgini 
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Germany’s 
export performance 
still strong 


‘SRE RRA VA a 


Turmoil in world financial markets has raised concerns 
that Germany's upswing might come to a sudden halt 
before there has been any noticeable improvement in 
the employment situation. Foreign trade is one channel, 
though not the only one, through which the impact of 
the current crisis can be felt. The results for the first six 
months of 1998 show strong overall export growth but 
also a significant slackening of demand in certain 
regions. While exports will again contribute strongly to 
GDP growth in the current year, domestic demand will 
be the key to sustained expansion in 1999. Fortunately, 
almost half of German merchandise exports are to other 
Emu countries, which are only affected to a limited extent 
by contractions or slowdowns in emerging markets. 


in the first half of 1998, with t 
to Japan down by 6%. 





International presence: 
Almaty, Amsterdam, 
Antwerp, Atlanta, Bangkok, 
Barcelona, Beijing, Beirut, 
Bratislava, Brno, Brussels, 
Bucharest, Budapest, Buenos 
Aires, Cairo, Caracas, 
Casablanca, Chicago, 
Copenhagen, Dublin, Geneva, 
Gibraltar, Grand Cayman, 
Hong Kong, istanbul, Jakarta, 
Johannesburg, Kiev, Labuan, 
London, Los Angeles, 
Luxembourg, Madrid, Manama, 
Mexico City, Mumbai, Milan, 
Minsk, Moseaw, New York, 
Novosibirsk, Osaka, Paris, 
Prague, Riy de Janeiro, 

Sao Paulo, Seoul, Shanghai, 
Singapore, St; Petersburg, 
Sydney, Taipei; Tashkent, 
Tehran, Tokyo, Toronto, 
Warsaw, Zurich, 


IN THE FIRST HALF of 1998, German 
merchandise exports were up by 
12.6% in value terms over their 
year-earlier level, with growth in 
the six months to June as high as 
that recorded for the entire preced- 
ing year. While these figures would 
seem to suggest that German 
export industries have been unaf- 
fected so far by the sharp decline in 
several Asian emerging economies 
and the pronounced recession in 
Japan, a regional breakdown paints 
quite a different picture. Exports to 
South-East Asia's newly industrial- 
izing economies actually fell by 17% 


In ADDITION, weak oil prices have 
slowed demand for German prod- 
ucts in the Opec countries (43.055), 
The pace of export growth in the 
first half of 1998 can clearly not be 
maintained, as Russia and China 
increased their imports from Ger- 
many by 30% and 26%, respective- 
ly. But since their combined share 
of exports comes to only 3%, weak- 
er demand from these two countries 
will not significantly affect GDP 
growth. 
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exports as the U.S., will continue to 
riseatan above-average rate, since 
the Russian crisis will have only a 
minor impact on the region. How- 
ever, even though Asian emerging 
markets should recover somewhat 
in the course of 1999, the dramatic 
deterioration in German firms' 
price competitiveness will leave 
little room for a rise in exports. 


Exports (in the national accounts 
definition) contributed 3 percentage 
points to GDP growth in 1997 and 
net exports 0.8 percentage points. 
This year, we expect 2 percentage 


German merchandise exports to selected regions 


in value terms, percentage change on year 











Tur US market, which absorbs 
85% of total exports, is alsocritical. 
A healthy growth in demand, high 
import elasticity and until recently 
a strong dollar boosted German 
deliveries to the United States by 
28% in 1997 and by 23% in the first 
half of this year. Given the weak- 
ness of the dollar and the slowdown 
forecast for the American economy 
next year, we foresee a much lower 
growth rate for German exports to 
the U.S. in 1999. 


AS ALMOST TWO-THIRDS of German 
exports go to Western Europe, 
where growth will probably remain 
at around 2; in 1999, further 
increases in deliveries to Ger- 
many's main trading partners are 
expected. However, with the UK 
facing an economic slowdown next 
year, German exports to Britain 
will not expand at the same rate as 
this year. Demand in Central 
Europe, which now takes about the 
same share of Germany's total 
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points and slightly less in 1999, But 
since Germany, like Euroland as a 
whole, cannot rely indefinitely on 
its trading partners to fuel growth, 
what is now needed is a sustained 
strengthening of domestic demand. 
This should be achieved through 
major improvements in the condi- 
tions for business investment and a 
rise inemployment, complemented 
by cuts in taxes and social-security 
contributions to give private con- 
sumption a lasting boost. Adoption 
of such a strategy would not only 
provide a stimulus for the Western 
European economies but would also 
improve the world outlook. 


For more information about 
Commerzbank's broad scope of 
research capabilities and finan- 
cial services, just contact the 
bank's head office in Frankfurt. 
Fax 44969 136-2 98 05 
http://www.commerzbank.com 
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Internet riders 


AOL, Netscape and Sun are getting together to create the world’s most power- 
ful Internet company. It is a good idea, but it may be tough to implement 


IVEN that Netscape was responsible 
AJ for popularising the Internet, its chief 
“executive, Jim Barksdale, is remarkably un- 
sentimental about its demise as an inde- 
pendent company. He sees this week’s deal 
by AOL to buy it for $4.2 billion as almost 
ordained by the evolution of the Internet: 
all industries, he believes, consolidate as 
they mature. After all, over a third of his em- 
ployees are themselves from smaller com- 
panies that Netscape had snapped up. 

Maybe a philosophical nature is help- 
ing him through his grief’ Or maybe he 
draws comfort from the potential he sees in 
the merger with AOL, the biggest Internet 
service-provider, to create a 
broad-based Internet com- 
pany capable of taking on his 
old enemy, Microsoft. 

What gives the idea addi- 
tional credibility is the in- 
volvement of Sun Microsys- 
tems. Sun, one of Microsoft's 
fiercest rivals, makes high-end 
workstations and the big 
server computers that power 
many web-sites. But it is best 
known as the inventor of the 
Java programming language 
that is used for many Internet 
applications. Java is consid- 
ered by Microsoft as a threat 
because it can run on any com- 
puting platform. Although 
Sun is not taking an equity 
stake in the new combination, 
it will pay $350m to license the 
group's software for three years 
and will, in turn, sell $500m- 
worth of servers to 
AOL/Netscape. 

The partners want to be 
able to offer that most fashion- 
able of things, an “end-to-end 
solution” for companies that 
want to get involved in elec- 
tronic commerce—a market 
that Forrester Research, a con- 
sultancy, thinks will be worth 
$35 billion by 2002. Custom- 
ers will be offered Sun’s serv- 
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ers, Netscape’s software tools for building a 
virtual store, support services to process 
transactions and a deal for “on-line real es- 
tate" on either AOL's consumer-biased site 
or on Netscape’s more business-oriented 
Netcenter. Sun’s role will be to distribute 
and support Netscape’s software. With 
7,000 people in the field, its sales operation 
is ten times the size of Netscape’s. 

Even more ambitiously, Sun and AOL 
are working together to ride what they see 
asthe next wave in the computer industry— 
“pervasive” computing. The two compa- 
nies are already developing a range of 
cheap and portable Internet appliances 





that will enable people to use on-line ser- 
vices as routinely as they make a telephone 
call. Sun’s Scott McNealy calls it “web 
tone”. AOL's Steve Case talks about "AOL 
anywhere”. These devices may be cheap 
enough to be given away to subscribers, 
rather like cellular phones. 

AOL’ flair for understanding the needs 
of the mass market and the size of its sub- 
scriber base will combine with Netscape's 
Internet browser and electronic-commerce 
software. Sun will contribute Java and a re- 
lated technology called Jini that allows mo- 
bile computing devices to set up communi- 
cations channels with other networked 
appliances and servers. 

In yet another move aimed at 
Microsoft, AOL and Sun are intent on creat- 
ing something known as a "desktop por- 
tal". The aim is to replace the Windows 
desktop with a customised set of features 
and services that include all the offerings of 
AOL or Netcenter, as well as access to per- 
sonal documents, data and applications 
stored on professionally managed servers. 

What are the chances of all this succeed- 
ing? The strategy looks impec- 
cable. AOL has shown a capac- 
ity for re-inventing itself that 
has dumbfounded rivals and 
sceptics alike. Sun is a genuine 
technology heavyweight; to- 
gether, the two companies cer- 
tainly have the ability to make 
more of Netscape's assets than 
Netscape could have done on 
its own. But it will not be easy. 

AOL is, in essence, merely 
an interactive media com- 
pany. It has prospered by un- 
derstanding the tastes of a 
mass-market audience. Its bus- 
iness has been built on chat- 
rooms for teenagers, e-mail, 
craftily packaged information 
and an unremitting quest to 
make its on-line services 
friendly to even the most 
technophobic web neophyte. 

AOL, based in Virginia, 
saysitintends to give Netscape 
lots of independence and to 
keep changes at the company's 
Silicon Valley base to a mini- 
mum. But Netscape's idealistic 
hackers set out to change the 
world. Its people may not rel- 
ish working for a firm that 
seems to embody values so dif- 
ferent from their own. 

The convergence of media 
and technology may be essen- 
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NEW YORK 


HEN giants feel neglected they of- 

ten throw their weight around. Big 
Oil can. still dwarf companies such as 
Microsoft when it comes to revenues and 
numbers of employees; but Microsoft is 
still worth more than any of the big oil 
majors. It is not just a question of a falling 
oil price (which has just hita ten-year low) 
or the fact that even J.R. Ewing would find 
ithard to claim that oil is a knowledge in- 
dustry. The oil majors, with their huge of- 
fices, middle-aged executives and estab- 
lished pecking order, have also seemed a 
trifle stodgy. 

In August, Britain’s Bp made the first 
| attempt tostir up the industry when it an- 
| nounced that it was acquiring Amoco for 
$48 billion. The deal, argued sp’s chair- 
| man, Sir John Browne, would create a 
| clear gap between three “super majors"— 
Exxon, Royal Dutch/Shell and BP-Amoco 
—and the other big oil firms. 

Now the next boulder has shifted: Ex- 
xon is in talks to acquire Mobil, America's 
second-biggest oil firm, which the stock- 
market currently values at $61 billion. 
Both sides are keeping mum, but their 
marriage would be the largest industrial 
merger ever. It may indeed be a big 
i enough deal to attract the attention of 
| anti-trust regulators in the United States 
| 
| 
i 


and Japan. It is certainly enough to re- 
mind the rr-obsessed pipsqueaks on Wall 


Oil be number one again 


Street that you still exist. 

Ofthe two firms, Mobil needs the deal 
more. While Exxon, the most profitable 
and efficient oil group in America, has 
weathered the slump in oil prices better 
than might have been expected, Mobil 
last month posted a 45% drop in third- 
quarter net profits to $497m. 

Mobil has been facing the risk that, as 
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the industry consolidates, it will be left on 
the shelf. When Mobil and BP merged 
their downstream petrol-station opera- 
tions in Europe last year, the industry as- 
sumed that the two firms would eventu- 
ally merge. Indeed, Bp entered into 
serious talks with Mobil—but in the end, 
it picked Amoco. Mobil was left partner- 
less. But now that Mobil has found some- 
body to merge with, the consequence, 
says an executive at a rival company, will 





i ie i 
bethat "Mobil will disappear". | 
Some people in the industry argue | 
that this deal is about creating a firm big l 
enough to take on the huge risks necessary | 
in the bleaker future for oil companies. | 
But Exxon is surely already big enough to | 
take risks on its own. This deal is really l 
about cutting costs. The oil price is likely | 
to remain low in the medium term, as | 
new sources of supply come on stream. So | 
only lean firms will survive. | 
BP's share price has risen by a fifth | 
since its deal with Amoco was an- | 
nounced. Consolidation looks like the | 
easiest way to cut costsin an industry that | 
is suffering not just from OPEC’s continu- | 
ing inability to agree on quotas, but also | 
from a slump in demand for chemicals | 
(particularly from Asia) Exxon is a re- | 
nowned cost-cutter. The savings from | 
pushing the two firms together could be | 
as much as $4 billion. That is a largefig- |. 
ure—but not that big compared with the | 
size of the deal. | 
The real problem for all the oil majors 
is that most of their untapped reserves are 
in relatively hard to reach (and thus ex- | 
pensive) places. The number of rigs look- | 
ing for oil off America has almost halved 
in the past year. If Big Oil is ever to regain 
its lustre and put computers in the shade, 
one of two things has to happen: a rise in 
the oil price, or an invitation into the far 
cheaper Middle Eastern oil-fields that 
have so far been largely barred to it. Nei- 
ther of these things is in the control of the 
oil giants—no matter how big they are. | 


i 








tial for both industries, but nobody has 
tried tobring both together under the same 
corporate roof with quite so much daring. 
Whether or not a satisfying role can be 
found for Marc Andreessen, Netscape's 27- 
year-old co-founder and geek hero, will be 
an early test. 

AOL's metamorphosis from a consumer 
company to a provider of services for busi- 
ness customers may take some selling as 
well. It will be competing against leaders in 
business software such as 18M, Oracle and, 
of course, Microsoft, with all its many ser- 
vice partners. Corporate IT people are un- 
derstandably cautious and will not auto- 
matically trust AO1 to deliver the reliability 
and service that they require. 

Sun's ability to work with Netscape and 
to convince customers that it is committed 
will be pivotal. Sun's relationship with 
Netscape has not always been smooth; Mr 
Andreessen has been critical of the firm's 
handling of Java. Mr Barksdale's claim that 
“Marc likes Java now" is not entirely reas- 
suring. Sun also has to be careful about its 
relationship. with other Internet service 
providers besides AoL—which, says Mr 
McNealy, is why he has not become an eq- 
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uity partner. The opportunity for conflict is 
certainly there, as is the fear that Sun could 
just walk away if it all gets too complicated. 
Many customers will worry that instead of 
dealing with one homogeneous provider, 
they could end up in the middle ofa squab- 
bling ménage à trois. 


There is no doubt that the synergies be- 
tween these three companies are real. The 
prize of success is easily great enough to in- 
duce all three to play their parts. But, as Mr 
Barksdale puts it, the Internet is like a buck- 
ing horse. To have three partners in the 
same saddle may be to risk a fall. 





Aerospace 


Hubris at Airbus, Boeing rebuilds 


SEATTLE AND TOULOUSE 


America's politicians are going into battle for Boeing, while Europe's are do- 
ing their best to make trouble for Airbus 


EN years ago, competition between Air- 

bus and Boeing brought America and 
Europe to the edge of a trade war; but the 
dispute was resolved and a pact signed in 
1992. Now America's Federal Trade Com- 
mission is examining pricing at Boeing 
and Airbus; and the administration is pre- 
paring another onslaught on subsidies to 
Europe's Airbus Industrie consortium. The 
Economist has learned that consultants 


have been hired in Europe and America to 
gather financial information on Airbus, 
with a view to tearing up the 1992 
agreement. 

It is the damage that Airbus has in- 
flicted on Boeing that has pushed America 
to this point. At the height of a boom that 
began two years ago, Boeing, the traditional 
market leader, lost control of its factories, 
upset its customers with late deliveries and 
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plunged into its first loss in 50 years. It 
wrote off $4 billion, when it should have 
booked record profits. Airbus, meanwhile, 
has increased its market share from barely 
a third in the early 1990s to over a half now. 

These figures have driven the American 
administration to think about attacking 
Airbus again. But the politicians’ percep- 
tion is lagging behind the facts. Beginning 
with its firing of the head of the passenger- 
jet division in September, Boeing has 
started on the long road to recovery. 

The two rivals’ factories illustrate the 
challenge that Boeing faces. At Boeing, 
workers swarm all over the aircraft as they 
build them and fit them out. At the Tou- 
louse wide-body factory of Aerospatiale, 
which assembles Airbus’s A330s and A340s, 
a handful of people work on four or five 
planes. Cockpits, fuselages and wings are 
flown in from factories all around Europe 
and snapped together by giant machines. 
This manufacturing method, dictated by 
Airbus’s consortium structure, happens to 
mirror modern ideas about how manufac- 
turers should work—whereas Boeing epi- 
tomises mass production circa 1940. 

In Seattle everybody always seems to be 
working flat out; Airbus's flow of work 
seems more ordered. Boeing has 216 work- 
ers for every aircraft (550 jets made by 
119,000 people), compared with 143 (230 
by 33,000) for Airbus—a 51% productivity 
difference, just the sort of gap that enabled 
Japanese car makers to snatch a quarter of 
the American car market from Detroit's Big 
Three. While the figure masks differences in 
process as well as productivity, it is large 
enough to make Boeing pay attention. 


Boeing the metal-basher 

Boeing's chairman, Phil Condit, says that 
Boeing tried to accelerate its production 
too fast, without changing a production-en- 
£ineering system that had barely altered 
since the second world war. It was fine for 
bashing out hundreds of identical B-52 
bombers, but modern jets have 4m parts 
and are customised for individual airlines. 
A new system to control the supply and 
stock of all these parts, cutting inventory 
costs, is being introduced in March; at the 
same time, Boeing is trying to trim the 
number of special features it has to pro- 
duce for different airlines, without making 
its customers feel they are getting a pure off- 
the-peg product. Starting next year, Boeing 
will also cut at least 28,000 jobs, most of 
them on the commercial-aircraft side. 
Some observers think the total cuts could 
end up nearer 50,000. 

The combination of job cuts and a com- 
puterised production-management system 
could begin to deliver the efficiencies that 
Boeing failed to capture during the last 
boom. One reason to believe this might 
happen is that Boeing Commercial Air- 
plane Group (BCAG) is no longer being run 


THE ECONOMIST NOVEMBER 28TH 1998 





f. a 
vi f 


Wr WU 


Snapping together an Abbas 


day-to-day by a gung-ho salesman short on 
management skills, but by Alan Mulally, 
the man who successfully launched 
Boeing's 777 programme and in the process 
earned a reputation as a good team leader. 

Mr Mulally has already reorganised 
BCAG into three product divisions, one for 
single-aisle aircraft, one for twin-aisle, and 
a third to look after aircraft in service. This 
mimics the product-based structure that he 
forged in the combined defence businesses 
of Boeing and McDonnell Douglas after 
their merger last year. Each division has 
responsibility for its own profits. Where pa- 
per-shufflers and parts makers were doing 
the same job for different models, systems 
are being unified and jobs cut. 

Until now Boeing's structure has been 
driven by engineering or marketing; now 
some profit accounting is entering its ev- 
eryday life. For instance, if the BCAG mar- 
keting people are doing a deal at a price 
that the boss of a division reckons is too 
cheap, he now has the power to oppose 
them. Whether he prevails is a matter of 
“some tension”, admits Mr Mulally. 

Boeing is starting to feel the impact of 
these changes. Mr Mulally suspects that it 
will take until 2001 to raise Boeing's net op- 
erating margin on passenger jets from the 
present measly 1% to the target level of 7-8% 
set by MrCondit. But if Boeing hits its target 
of delivering 550 jets this year (which looks 
likely), that will be the first sign that it really 
is bouncing back. 

The next big indicator will be whether 
Boeing can double its margins on passen- 
gers jets in the course of next year. It will 
have to do this just as the market starts to 
turn down. Although Boeing is still speed- 
ing up production to deal with its healthy 
backlog, it will in the next few weeks an- 
nounce more cutbacks to take effect later 
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next year, particularly for 747s, much af- 
fected by the Asian crisis, and for its 777, on 
which the company pins great hopes. 

In the stylish Airbus executive dining 
room, champagne corks are still popping 
over its recent sales successes. This week it 
bagged yet another big order in Latin Amer- 
ica, a market that Boeing used to regard as 
its own. Some Airbus bosses, however, are 
worried about growing complacency at the 
consortium. Privately, they acknowledge 
that Boeing has learned some hard lessons 
and will be back on its feet inside three 
years, leaner and fitter. They even doubt 
whether Airbus can survive without à 
wholesale reorganisation of Europe's aero- 
space industry, something that is taking 
forever to happen. 

One source of future difficulty for Air- 
bus may be its planned $10 billion “Boe- 
ing-beater”, the 555-seat A3xx. This aircraft, 
set to challenge the Boeing 747s monopoly 
over 400-seaters, is due to be launched by 
next June. But most observers reckon the 
big growth in air travel will be in point-to- 
point services in long-haul aircraft, such as 
Boeing's 777, or extended versions ofthe big 
Airbus 330 and 340—all of which are slight- 
ly smaller than today's jumbos, rather than 
bigger. The A3xx is supposed to enable Air- 
bus to challenge Boeing's jumbo monop- 
oly; but it may be that Airbus needs the 
model more than the market does. 


Plagued by politicians 

Yet itis European politics that is the consor- 
tium's biggest current headache. Airbus 
was supposed to convert from a consor- 
tium into a proper company in January 
1999, but that deadline has already 
slipped; and arguments among the part- 
ners—Frances Aerospatiale, Germany's 
DaimlerChrysler Aerospace, British Aero- 
space and casa of Spain—stopped work on 
the conversion a few weeks back. 

The row is ostensibly about the creation 
of a European Aerospace and Defence 
Company. But the real cause is the concern 
of the French government, which has yet to 
privatise Aerospatiale fully, that the Ger- 
man and British companies are plotting to 
dominate both Airbus and the defence 
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War in Europe 


SHOT fired in London on November 
23rd signalled the beginning of a 
battle between two empires over Europe. 
Rupert Murdoch, whose television inter- 
ests span the globe, announced the for- 
mation of News Corporation Europe, to 
further his European pay-rv ambitions. 
To realise them, he will have to oust Canal 
Plus, Europe's largest pay-rv operator, 

i from its dominant position. 
Canal Plus, which set up Europe's first 
| premium pay-rv channel in 1984, got an 
early lead in the business. In a 


Star Tv, his Asian satellite operation, is 
still losing money hand over fist. Second, 
Canal Plus's hold on the European mar- 
ket is not as strong as it looks. A subscriber 
base is built on ownership of sports and 
film rights, which can generally be 
snatched away. And the switch from ana- 
logue to digital, which is happening 
across Europe, makes it easier for new op- 
erators to get into the business. 

Italy is Mr Murdoch's first target mar- 
ket. With 22m television homes, and less 


free-to-air television than Germany, Italy | 
should be as good a market as Britain or | 
Frarice. Last year Canal Plus bought Tele- 
piu, a big loss-making pay-tv platform. — | 
This summer, Mr Murdoch made a | 
deal with Telecom Italia and TF1, Canal | 
Plus's main rival in France, to launch a. | 
competing platform; but Telecom Italia's | 
new chief executive, Franco Bernabe, has | 
yet to approve it. Mr Bernabe was said to | 
be furious that Mr Murdoch had talked | 
about it Mr Murdoch’s aim in | 
publicising the arrangement may have 
been to flush out political opposition. 


joint venture seems likely to 





recent burst of growth, it has 
; expanded through Europe, 
| and now from analogue to 
i digital. But such swift expan- 
sion is proving expensive; Ca- 
nal Plus is losing money. 
| In the long run, there is 
i probably plenty of money to 
| be made in pay-tv. But in the 
| short term, many markets 
| look difficult. Some, such as 
| Germany, where Canal Plus 
| has just pulled out, have too 
| many free-to-air channels. 

Others, such as Scandinavia, 
| already have too many pay-TV 
| 
| 
i 


| 


operators for the size of the 
market. Regulators, at both 
European and national level, 
are prone to sticking their oar 
in to prevent one company 
from monopolising a market 
that may not be big enough 
for two. 
Why does Mr Murdoch 
want to jump into this mess? 
| First, because heisstumped in 
|. other bits ofthe world. He has 
; failed to launch a satellite 
i broadcaster in America, and 





Canal Plus 
0.3m analogue 
0.1m digital 


News Corp 
6.3m analogue 
0.1m digital 


Benelux 
7| Canal Plus 
0.5m analogue 


Canal Plus 
4.4m analogue 
1m digital 


0.6m digital 





Poland 
Canal Plus 


News Corp 
interests in two 


free-to-air 
channels 


ary 
Canal Plus 
0.9m analogue 
0.3m digital 


à | 
Since there has been almost none, the | 
| 


go ahead. 

Mr Murdoch will follow 
the same strategy as he did in 
Britain and America when he | 
launched the Fox Network: | 
sew up the sports rights. Canal 
Plus is in talks with a handful 
of top Italian football clubs, 
but it does not have watertight 
deals. Mr Murdoch is offering 
to buy the rights to the whole 
of the league. Whoever wins 
the football rights will proba- 
bly win the pay-rv battle too. 

Whoever wins will also 
pay a huge price, however. The 
law of pay-tv in Europe seems 
to be that most markets can 
support one operator com- 
fortably. But two players 
means a price war, such as 
happened in Britain in 1989. | 
between BsB and Sky, which | 
eventually merged, and in | 
Germany a year ago when Leo 
Kirch tried to sink Premiere, 
and doubled the price of mov- 
ies overnight. For the loss- 
making Canal Plus, that is a 
frightening prospect. 








aerospace business in Europe by merging 
as soon as they can, without waiting for 
Aerospatiale to join in. As a blocking tactic, 
Aerospatiale has stopped the process of 
evaluating assets to be put into the Airbus 
corporate pot, while it merges with two 
other French groups. 

Airbuss new director-general, Noel 
Forgeard, says the conversion "can't not 
happen". It would, he says, make Airbus as 
flexible asany multinational, able to switch 
production to where it makes sense, and so 
make big cost-savings. Meanwhile, without 
company status, Airbus will struggle to 
raise the money it needs to compete with a 
resurgent Boeing—and it will also find it 
harder to rebut the imminent attack from 
the American government. 
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Russian consumer goods 
The joys of 
devaluation 


MOSCOW 


YACHESLAV FOMICHEV, proud 

manager of the Smirnov vodka factory 
30 miles outside Moscow, is a stickler when 
it comes to vodka. The Russian kind—and 
particularly his—is, he believes, the best in 
the world. But the bottles must come from 
abroad. *You wouldn't drive a Russian car, 
would you?" he booms. *And I don't want 
my vodka in a Russian bottle." 

Russian prejudices against locally pro- 
duced manufactured goods run deep. Eco- 


nomics, however, may be starting to shift 
them. The collapse of the Russian currency 
has given local consumer goods a big boost. 
For example, Svoboda, a Moscow-based 
company that makes products such as 
shampoo and toothpaste, has been taking 
market share from Procter & Gamble, 
Unilever and Colgate. J-7, a local fruit-juice 
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Financial Group® has helped 
millions of people reach their 
financial goals. And with more than 
$72 billion in assets under 
management, one of America’s 
strongest financial services compa- 





nies is now operating around the 
world. More than 10 million people 
count on us for investments, 

S . retirement solutions 
and insurance to protect 
their families and 
businesses. Our exemplary 
ervice simplifies even the most 
complex financial matters. So 
whether you are planning for 
yourself or an entire business, the 
disciplined investment approach 
and expert advice of The Principal? 
can help you secure your tomor- 
row. Now that's total performance 
you can count on. 
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3 Renaissance Business Package: 


U.S. 
e Rates starting from US$50 
e Upgrade to next available room category 
* Free breakfast daily 


* Late checkout until 18:00 hours 
* Free pressing of up to 3 garments 





Offer is available through February 16, 1999 at Asia Pacific Renaissance Hotels only 


So call today and ask for the “Renaissance Business Package” rate code “RENX.” 
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brand, now has around half the market. 

The locals’ first advantage was their 
competitors’ disarray. Western fruit juices, 
for example, were largely unavailable in the 
weeks following the crisis, as importers 
held back shipments and distributors went 
bust. But price is a more enduring advan- 
tage. Most imported goods are mid-range 
or premium brands, whose prices, which 
have typically gone up three times in rou- 
ble terms, are now way beyond many Rus- 
sians’ means (see chart on previous page). 

Some Russian companies are launch- 
ing products especially aimed at newly im- 
poverished consumers. Red October, the 
country’s best-known chocolate factory, is 
selling a new "Sweetbar" made from cocoa 
powder, rather than cocoa butter, for half 
the price of its cheapest chocolate bar. "It 
tastes just the same,” declares Yuri Yegorov, 
the company’s chief financial officer. 

Western companies are reluctant to fol- 
low Russian companies in this direction. 
“Down-market, low-margin products are 
not our thing,” says a Moscow-based con- 
sumer-goods baron. Most prefer to concen- 
trate on premium brands, while keeping 
costs low. Some are moving their manufac- 
turing to Russia: Procter & Gamble already 
makes detergent and shampoo locally and 
Unilever is scrambling to catch up. 

Russian companies are also beginning 
to market more aggressively. Svoboda, for 
example, used to advertise very little. Now 
it is booking big television campaigns at 
bargain prices—rates have fallen by over 
three-quarters since Russia’s financial bub- 
ble popped. Such efforts would have been 
pointless a few years ago, when Russian 
products were recognisable mainly by their 
dingy packaging. That has changed. Only 
the small print on a carton of j-7 juice, for 
example, reveals that it is made locally. 

Yet overall this success is still limited. 
“You can have a higher share of a smaller 
market, but it doesn’t necessarily mean you 
are doing well,” says Kim Iskyan, a con- 
sumer-goods analyst at MFK Renaissance, a 
Moscow-based investment bank. Almost 
all Russian consumer-goods companies 
still lag far behind their western competi- 
tors in such crucial skills as brand manage- 
ment, distribution, and keeping their qual- 
ity consistent, let alone in financial 
management. Red October, for example, 
still believes that distribution is best han- 
dled through its own shops, which means 
that the product is hard to find. Asked how 
it allocates capital internally, Mr Yegorov 
replies, with disarming honesty: “Personal 
relationships, of course”. 

The real test will come when, eventu- 
ally, Russian spending power picks up—for 
example, if oil prices rise. When Russian 
consumers can again afford to be a bit 
more choosy, they may once more turn 
their noses up at the local stuff. 
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Asian travel 


The lunchbox 
tourists 


HONG KONG 


S A morning rush-hour crowd passes, a 
lone worker changes the signs at one 

of Hong Kong’s subway stops: the Victoria 
Park/Daimaru exit is becoming just Vic- 
toria Park. A few hours later, four Chinese 
day tourists at Ocean Park, a Hong Kong 
amusement park, chat happily over the 
lunch they have brought with them, a rice 
and fish-ball meal wrapped in dried ba- 
nana leaves. Together these two small 
scenes tell a terrifying story about the 
city's—and the region's—tourism industry. 

Hong Kong used to be a favourite des- 
tination for Japan's free-spending tourists, 
who came for cheap shopping, a glimpse of 
colonial Britain and the city's fabled night- 
life. In 1996 the 2.3m Japanese visitors to 
Hong Kong accounted for more than a fifth 
of the city's tourists, more than any other 
country; and they spent more per visit 
(nearly $1,000 on average) than anyone but 
the few rich Arabs. Five Japanese-owned re- 
tail chains opened huge department stores 
to serve them. 

But when Hong Kong returned to 
China in July 1997, it lost its colonial ap- 
peal. The region's simultaneous decline 
into economic crisis left the Japanese 
poorer and Hong Kong, one of the few 
Asian economies not to devalue its cur- 
rency, one of the most expensive spots in 
Asia. Japanese visitors dropped by a half 
over the next year, and the consequences 
have been felt across the city. Next month 
Daimaru, one of the Japanese department- 
store chains, will become the third to close 
its doors in Hong Kong since the handover. 

In recent months the picture had ap- 
peared to brighten. Since July, Hong Kong’s 
tourist figures have been growing again, af- 
ter more than a year of decline (see chart). 
Unfortunately for Hong Kong’s shops, most 
of these new tourists are not returning Japa- 
nese but mainland Chinese, bused in on 
budget day-excursions, lunch in hand. Av- 
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Keeping the memories and the cash 


erage per-capita tourist spending in the 
first nine months of the year was down 
2895; even with the slight increase in arriv- 
als, total tourism income has fallen by 
more than $2 billion. 

This trend is visible all over South-East 
Asia. In recent years tourism has accounted 
for more than 10% of the region's GDP and 
an even bigger share of foreign-exchange 
earnings and jobs. Nowhere has been hit as 
hard as Hong Kong, but over the past year 
most destinations have seen tourist arrivals 
fall by 15-20%. The World Tourism Orga- 
nisation reckons that Asia will get sm fewer 
tourists this year than last, and send 7m-8m 
fewer tourists to Europe and North Amer- 
ica, cutting at least a percentage point off 
global tourism growth rates (to as little as 
1.5% this year, compared with 2.8% in 1997 
and 5.6% in 1996). 

Most countries have not released tour- 
ism earnings numbers for this year, but the 
crisis-hit second half of last year is a hint of 
the carnage to follow. Singapore's arrivals 
were down 1.3% last year, but tourism earn- 
ings fell by 14%. Thailand and Indonesia 
both saw visitor numbers rise slightly, but 
revenues fell by 20% and 16%, respectively. 
To a lesser extent, the same trend blights 
Malaysia, South Korea, and Taiwan. 

These figures all relate to dollar income 
from tourism. Currency devaluations 
muddy the waters, but Hong Kong, with the 
statistical clarity ofan unchanged currency, 
is a good yardstick: Malaysians are spend- 
ing half what they did a year ago, Indone- 
sians and Thais two-thirds, Singaporeans 
and Filipinos three-quarters. This is a big- 
ger change than poor tipping. 

For most of the rest of the region, visi- 
tors will probably start to relax their grip on 
their wallets as the economy improves. But 
Hong Kong's tourism industry may never 
fully recover. The colonial mystique is gone 
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for good, as are many of the Japanese. 
Mainland visitors were by far the fastest- 
growing group in October, up by nearly a 
fifth, as Hong Kong relaxed a visa quota in- 
stituted in a panic about illegal immigra- 


tion after the handover. Most stay in cheap 
hotels, or return before nightfall. At this rate 
Hong Kong, once Asia’s tourist capital, will 
soon be known as a cut-price theme park 
for Guangdong day-trippers. 





Chinese shipping 
Making waves 


BEUING AND HONG KONG 


China’s state shipping company is trying to compete with free-market rivals. 
Given the obvious constraints, it is doing pretty well 


fie China Ocean Shipping Company 
is, by any measure, a giant anomaly. 
With 80,000 staff, the second-biggest bulk 
fleet in the world and the fourth-biggest 
container fleet, it is a state behemoth, built 
up with the patriotic goals of serving “so- 
cialist construction” and earning foreign 
exchange for China. No surprise there. Yet 
the main market in which Cosco operates 
is one of the world’s freest. Plenty of other 
ex-socialist shipping lines have failed when 
deprived of the massive state support that 
they relied on for so long; most ex-Soviet 
shipping lines have sunk without trace. 
COSCO is trying to prove it is different—at a 
time when world markets for both bulk 
and containers are unprecedentedly grim. 

cosco has few “captive” customers to 
speak of. China’s steel companies, for in- 
stance, import vast quantities of iron ore; 
but they are concerned only to get the 
cheapest freight rates—patriotism go hang. 
Overseas, governments are on the lookout 
for evidence that Cosco is coddled by the 
state. In particular, America’s new Ship- 
ping Reform Act, which—like its predeces- 
sor—targets foreign state-owned shippers, 
has made cosco executives sweat. 

COSCO's efforts to replace its current 
terminal at Long Beach, a giant container 
port on the Californian coast, with a bigger 
one on land formerly owned by the De- 
fence Department are being thwarted by a 
clutch of anti-China congressmen who see 
reds in every hold. The dispute held up 
plans by Sealand, owned by America’s Csx, 
to establish a beach-head at Tianjin, north- 
ern China’s largest port. It is easy to see how 
a Sino-American spat over shipping might 
frustrate China’s attempts to get into the 
World Trade Organisation. 

So cosco has been trying to become the 
very model of a modern corporation. On 
paper, at least, it has achieved more than 
any other Chinese state enterprise. Dispa- 
rate offices have been folded into three sep- 
arate groups, for bulk operations, contain- 
ers, and general cargo. Managers of those 
groups are now responsible for their perfor- 
mance. COsCO's bulk fleet, for instance, 
used to be run out of many different offices, 
with commercial management supposedly 
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centred in Beijing. The 109-ship bulk opera- 
tion was recently handed to cosco's 
Tianjin office under Wei Jiafu, a 
fortysomething ship’s captain who has 
added an MBA, a Php and an impressive 
record at COSCO's Singapore office to his 
earlier, socialist credentials as head of the 





Containing communism 


Sino-Tanzania Joint Shipping Company. 

COSCO has even hired an Englishman, 
Andrew Craig-Bennett, from Swire's in 
Hong Kong to become the first-ever western 
executive at the headquarters of a Chinese 
state-owned enterprise. But the biggest sur- 
prise came this month when the Ministry 
of Communications, COSCO's state patron, 
announced that it was cutting its ties to the 
shipping company. 

An independent board of directors is to 
be set up, and its chairman will be Chen 
Zhongbiao, cosco's longtime president 
(another ex-captain, who survived much of 
the cultural revolution by sensibly remain- 
ing at sea). Hitherto, the communications 
minister has always filled the chairman's 
post. At the same time, in a clearly merit- 


ocratic move, Mr Wei has been named pres- 
ident of cosco. He is keen to list cosco's 
bulk operations on both the Shanghai and 
New York stock exchanges. 

COSCO has just raised a $200m loan 
from international banks in Hong Kong. 
This was the first time since the sudden clo- 
sure of Guangdong International Trust & 
Investment Corporation in October that 
foreign banks had been asked to lend to a 
Chinese entity. 

So great has been the revulsion towards 
Chinese credit since then that some bank- 
ers in Hong Kong said they would not lend 
to COSCO at any price. Even so, COSCO got 
its money. Its debts (something over 60% of 
its $13 billion assets) are not extravagant by 
Chinese standards, and the company is still 
profitable, as far as outsiders can judge. 
Some bankers are worried by the loosening 
of ties between Cosco and the state, but 
management autonomy is a far cry from 
full privatisation, and the shipping giant is 
probably “too big to fail”. 

COSCO’s new management will have to 
work hard to cut costs in its 600-strong 
fleet. Other shipping lines sell ships when 
capacity is bloated, and lease them back 
when needed, to save money. By contrast, 
Cosco buys outright all the ships it oper- 
ates. “The next time you hear of them,” says 
one Hong Kong ship broker, “is when they 
turn up in the scrap figures 20 years later.” 

The company must prove that it now 
has a preference for profits over market 
share. Up to now it has remained outside 
the shipping “conferences” that set rates 
and schedules on certain routes; indeed, it 
has been one of the main forces undermin- 
ing these cartels. But in future it will need to 
look to its margins. Some shipping brokers 
say that the scale of cosco's planned 
growth—it has 21 new ships on order—will 
bust an already depressed market. cosco 
says the new ships will replace old ones. 

But whether cosco flourishes in the 
long run depends mainly upon how much 
freedom it is really given. The government's 
heavy hand will certainly still be felt. The 
communications ministry will retain an 
abiding interest in its former offspring, 
while the finance ministry shows every 
sign of guarding suzerainty over Cosco’s fi- 
nancial matters. That Mr Wei is a member 
of the local people's congress in Tianjin is a 
sign of how much politics still suffuses 
business in China, at every level. 

Besides, relative success in China car- 
ries its risks. This summer the government 
attempted to get the shipper to swallow 
Sino-Trans, China's biggest freight-for- 
warder, an operation viewed with con- 
tempt by COSCO's senior managers. They 
managed to repel the move. But the better 
COSCO performs, the more pressure there 
will be for it to act as a socially responsible 
corporate citizen. 





THE ECONOMIST NOVEMBER 28TH 1998 








HE Beverly Wilshire Hotel has been un- 

usually busy entertaining Los Angeles's 
A-list lately. It came to see Hillary Clinton 
rally the troops ahead of the November 3rd 
elections. It came to see Michael Douglas cel- 
ebrate the 20th anniversary of a favourite 
good cause. And it came to see Disney's boss, 
Michael Eisner, accept an award for exem- 
plary leadership. 

Mrs Clinton failed to fill the hotel's ball- 
room. Mr Douglas conducted himself more 
like the dean of an Ivy League university 
than the star of "Basic Instinct". But Mr 
Eisner put the Hollywood back into Beverly 
Hills. The streets were jammed with limou- 
sines. An army of security guards kept noisy 
protesters at bay. A brass band played 
Disneyfied tunes, while flunkeys dressed as 
bears showed the guests to their seats. 

There is nothing new about Americans 
worshipping business people: John Rockefeller and J.P. Morgan 
were more famous than many presidents. But the current spate 
of hero worship seems more sycophantic than anything that has 
gone before. Business magazines put bosses on their covers ac- 
companied by fawning profiles about how “neutron this" or 
"slasher that" have created a billion dollars in "shareholder 
value" while still playing a first-class round of golf. And bosses 
play up to the image: Virgin's Richard Branson recently ap- 
peared in several magazines naked but for a strategically placed 
copy of his new book. 

Thecult has spread from entrepreneurs to professional man- 
agers. In 1956 William Whyte lamented in "The Organisation 
Man" that bosses were becoming anonymous conformists, rul- 
ing by consensus rather than charisma. The *dominant drift", he 
complained, was towards "idolatry of the system". Today the 
dominant drift is towards idolatry of the chief executive. 

Ofcourse, this idolatry is carefully contrived. Companies dis- 
criminate in favour of journalists who are likely to write glowing 
portraits of their bosses. Bosses hire armies of public-relations 
folk to burnish their reputations. Ever since Lee lacocca pub- 
lished his modestly titled “Iacocca” in 1985, bosses have been 
ever keener on puffing their achievements in autobiographies. 
Mr Eisner' current best-seller, "Work in 
Progress" (Random House), is typical of 
the genre. It reveals how he galvanised 
ABC, revived Paramount and, as presi- 
dent of Walt Disney for the past 14 years, 
"orchestrated the transformation of a 
beloved but struggling company into a 
multimedia giant". 

Is there anything more to this than 
egomania? Lesley Gaines-Ross, chief 
"knowledge ^ officer for Burson 
Marsteller, a PR firm, says there are good 
business reasons for turning bosses into 
stars. Celebrity bosses help to distinguish 
their companies from rivals by giving 
them a human face. They thereby help to 
win the confidence of investors. Re- 
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Business as the new rock and roll 
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Michael Eisner has pioneered the notion of the businessman-as-celebrity. But when the 
economy turns down celebrity may become a curse 


search by her company found that 85% of fi- 
nancial analysts claimed to buy shares be- 
cause of the chief executive's reputation. 
And they can use their store of respect to 
help dig their company out of a crisis. The 
companies run by the top ten most-admired 
bosses recovered almost four times faster 
from the recent market correction than 
those run by the ten least admired ones. 


The price of fame 


Yet there is a downside too. Small mistakes 
by celebrity bosses can have big conse- 
quences, as Mr Eisner discovered when he 
said, in an interview about his plans to 
build an historical theme-park in Virginia, 
“Virginians should be so lucky as to have Or- 
i lando in Virginia.” The state was outraged. 
MW Inflated egos encourage corporate feuds. 
One thing driving Jeffrey Katzenberg to turn 
DreamWorks into an animation powerhouse is the desire for 
revenge on his sometime boss and friend—Michael Eisner. 

Itis in fact the bosses, more than the companies, that benefit 
from their cult status. For weaker bosses it can make the differ- 
ence between finding another job and taking early retirement— 
an important consideration in a world in which the average 
length ofa chiefexecutive's tenure has declined from ten years in 
1987 to just six today. For stronger bosses it can improve their 
bargaining position when they are negotiating with the boards 
that are supposed to supervise them. 

This trend may be a cause and effect of rising executive pay. 
In the 1950s, when Organisation Man ruled, bosses earned 
about 40 times as much as a typical employee; now they earn 
Over 300 times as much. Bosses are treated least like celebrities in 
Japan, where they earn 30 times as much as the average worker. 
And in America the biggest celebrities have the biggest pay 
checks. Mr Eisner, for example, has 24m share options in Dis- 
ney; on May 4th, at their peak, these were worth $409.7m. 

Even here there is a problem. Graef Crystal, who follows exec- 
utive pay, points out that by October 9th Mr Eisners options 
were worth just $21m (though they have since risen a bit); the 
previous five months had cut his paper profits by $389m. Per- 
haps that is why, on accepting his award, 
Mr Eisner was so gloomy about the 
world economy. 

This is all par for the course. "Every 
chief executive has a tiny Pontius Pilate 
kit in his attaché case," says Mr Crystal, 
“with a tiny bar of soap and a towel". 
Whenever the market turns down, he 
pulls out his kit and washes his hands of 
any responsibility. Bull markets are all 
the work of superhuman bosses, it 
seems; bear markets the fault of vast 
global forces. The Pontius Pilate trick has 
worked before. But after two decades of 
celebrity propaganda, bosses may find 
that they start taking the blame for the 
lean years as well as the praise for the fat. 
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The power to create value 








When asked about our future plans, our response is straightforward: We plan 
to go on growing. Profitably. Were VEBA, a German multi-business company active in 
electricity, chemicals, oil, distribution/logistics, real-estate management and telecommuni-- 
cations. Last year, we achieved $46 billion in sales and ranked among the Top 50 of the 


Fortune Global 500. 


Our main objective is to increase shareholder value over the long term. 
To reach this goal, we will continue to strengthen and strategically develop our core 
competencies. That's why we'll be focusing our investments even more sharply on 


businesses where we are—or are well on our way to becoming—market leaders. 


ROOM FOR GROWTH. 


So, if you're looking for an investment with growth potential, visit us at 


www.veba.com or call + 800-8322-0000. You can also send us a fax at 4-49-211-4579-532. 
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At Barclays Capital we have always known what it would take to succeed. If we applied our US$416 billion balance sheet, our AA credit rating and our ability 
to devise and execute focused integrated solutions for our clients, then the deals would come in. And they have. Since January 1998, Barclays Capital has lead- 
managed 112 bond issues totalling US$29.8 billion equivalent. We are the number one bank in Sterling as well as one of the leading bookrunners in Euros and 
a top ranking FRN house across all currencies” We have also been mandated to arrange, or have syndicated 121 loans worth US$78 billion during this period. 


BARCLAYS 
A SHARPER FOCUS  — — 


CHICAGO * FRANKFURT ® HONG KONG * JOHANNESBURG * LONDON 
MADRID » MILAN» MUMBAI + NEW YORK * PARIS * SINGAPORE e SYDNEY * TOKYO 





And in I0 other cities across the world  http://www.barcap.com 


issued by Barclays Bank PLC, regulated by SFA and member of the London Stock Exchange. Barclays Capital is the investment Banking division of 
Barclays Bank PLC which undertakes US securities business in the name of its wholly owned subsidiary Barclays Capital Inc, aa NASD member. 
"Source: Capital DATA Bondware 
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CUROPES economic and 
Au monetary union will have 
big strategic implications for 
business. Pricing, marketing, 
subcontracting, — location—all 
will be profoundly different af- 
ter January 1st. Already business 
in the euro area is changing to 
prepare for a more competitive 
environment: the impact of the 
single currency can be detected 
in a string of events over the past 
year, ranging from the restructur- 
ing plans at multinationals such 
as Germany's Siemens to actions 
such as the takeover of Belgium's 
BBL bank by ING of the Nether- 
lands. As the single currency 
transmits and amplifies compet- 
itive pressures across the euro 
area, more of the same can be 
expected. 

Price transparency and the 
elimination of foreign-exchange 
costs and risks will have strategic 
implications in three main areas 
in particular: in pricing, in sup- 
plier relationships and in inter- 
nal organisation and invest- 
ment. This brief considers these 
in.turn, starting with the most 
significant: pricing. 






The price is right 

Today, the price charged for the 
same: goods varies widely be- 
tween European countries. A 
Ford Mondeo car costs almost 
50%. more in Germany than in 
Spain; a Big Mac priced at 
BFriog in Belgium costs 20% 
more than one at Pta375 in 
Spain. Whether for basic prod- 
ucts such as ball-bearings, or for 
complex industrial equipment, 
price differentials as big as 40- 
50% are common. For drugs, 
where government intervention 
plays a big part, the difference 
between the cheapest and most 
expensive countries can be as big 
as 300%. 

A recent research report pre- 
pared by Lehman Brothers, an 
investment bank, sampled 53 
homogeneous goods across the 
euro area and found that, on av- 
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The euro will hugely increase competition 
between firms in Europe. It will bring 
benefits (and profits) to many—but, as the 
seventh in our series argues, only the best- 
managed will be able to use its arrival to 
get ahead of their competitors 


erage, prices differed from the 
mean by 24% (see chart 1). This 
price variation was twice as big 
asin theUnited States. Part ofthe 
reason is to be found in tax dif- 
ferences: for some goods, VAT 
rates, for example, vary from 20% 
in Finland to zero in Belgium. 
Transport costs can also make a 
huge difference to prices, par- 
ticularly for bulky or heavy 
goods. It is also notable that price 
variations are smaller for trad- 
able goods such as cameras or 
jeans than for less easily tradable 
ones such as telephone calls or 
bank charges. 

Yet though some price varia- 
tions will persist, the combina- 
tion of Europe’s single market 
with its single currency will 
make it much harder to sustain 
them at their current size. Pres- 
sure to harmonise tax rates is al- 
ready becoming apparent. And 
some goods that have not been 
easily tradable across borders, 
notably financial services, will 
become more so as European 
integration proceeds. Overall, 
price transparency in a single 
currency is likely also to have a 
huge psychological impact on 
consumers, encouraging them to 
shop around. 

This is a big change com- 
pared with Europe's existing ex- 
change-rate mechanism, which 
has ensured that several intra- 
European exchange rates, such as 
the p-mark/guilder one, have 
been steady for many years. De- 
spite this, comparing prices in D- 
marks and guilders has not been 
straightforward for consumers. 

When consumers are able to 
make comparisons for them- 
selves directly, the pressure 
seems likely to be for most prices 
to move downwards. A recent 
survey of big firms by KPMG 
Management Consulting found 
that 60% had significant price 
variations in the euro area. Of 
these, 64% said they expected the 
range to narrow; and five-sixths 
of these expected the adjustment 


to be downwards. 

Yet price differences will not 
disappear altogether. Where they 
can be justified, consumers seem 
still to accept them. It is striking 
that, at the same time as the dif- 
ference between the average 
prices paid for the same item in 
different countries is narrowing, 
the range charged within a re- 
gion is increasing. An ice-cream 
can cost twice as much at a petrol 
station, for example, as when 
bought as part of a packet of 
three in a supermarket. 


Chacun à son goût 


Regional tastes can also make a 
difference, in two ways. The 
curd-slurping Dutch each eat 
nine times as much plain yo- 
ghurt as the average Irish person. 
The higher turnover in Dutch su- 
permarkets is one of the reasons 
that yoghurt costs one-third as 
much in the Netherlands as it 
does in Ireland. And even when 
appetites are equally keen, tastes 
may differ, demanding different 
recipes, with different costs. The 














fish fingers on sale in Belgium 
are different from those on sale 
in Ireland. Such variations partly 
protect firms against parallel im- 
porters that buy in one market 
and resell in another. 

Travel and education are en- 
larging tastes all over the conti- 
nent, but regional differences re- 
main strong. Even the new 
“international” cuisine finding 
its way on to supermarket 
shelves often has a strongly re- 
gional flavour: Heinz's baked- 
bean pizza is unlikely ever to 
find favour beyond the shores of 
the British Isles. Without curren- 
cies to define boundaries, mar- 
keting regions will be less tied to 
national borders than today, fol- 


lowing instead the logic of distri- - 
bution, or of culture. 

North-eastern France, for in- 
stance, might be lumped with 
French-speaking southern. Bel- 
gium rather than with south- 
western France, which has more 
in common with the Basque re- 
gion of Spain. Jan Kaas, treasurer 
of Unilever, points out that there 
are almost no Europe-wide prod- 
ucts—even a brand such as Mag- 
num ice-cream, which is mar- 
keted in a similar way across 
Europe, tastes different in differ- 
ent parts of the continent. Those 
products that are universally 
adored, such as Coca-Cola or 
Bruce Willis, tend to be global, 
not exclusively European. 

Firms risk losing a key source 
of their profitability if their 
power to charge different 
amounts in different markets is 
eroded. Pricing strategy needs 
care if firms are not to throw 
away the profits they make 
through higher margins in some 
markets than others. In the auto- _ 
motive-parts business, a 19 
change in price can translate 
into a 10-15% change in profits, 
according to McKinsey, a consul- 
tancy. Lehman Brothers calcu- 
lates that, if all car prices in the 
euro area fell to the lowest levels, 
the revenues of France's Peugeot- 
csa and Renault groups would 
fall by 12% and 9% respectively. 

Some advisers baldly counsel 
trying to fight price transpar- 
ency. Possible strategems include 
offering complex deals that pack- 
age service with a product and 
make it harder to compare the 
true costs in different places, or 
loyalty programmes that obscure 
the true value ofa particular pur- 
chase. Yet it is increasingly diffi- 
cult to keep customers in the 
dark, as communication tech- 
nology sheds light on everything 
going on next door. American 
car dealers are being boxed in by 
customers brandishing price- 
lists for particular models found 
by searching the Internet. 

McKinsey suggests that firms 
might try aggressively raising 
prices in lower-cost markets— 
even at the expense of lost vol- 
ume there—in order to avoid a 
collapse to the lowest common 
denominator. The more that a 
firm can signal to its competitors 
that this is what it is doing, and 
induce them to raise prices too, 
the better from its point of view, 
although it has to avoid active 
collusion and the attentions of 
EU competition authorities. Go- 
ing straight to a single euro price- 
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list is attractive from the point of 
view of simple book-keeping, but 
it limits a firm’s room for ma- 
noeuvre in negotiating with cus- 
tomers. Even without moving to 
a single European price list, cur- 
rency conversion and a period of 
dual labelling pose difficulties as 
the psychologically important 
threshold price-points such as 
1.99 are unlikely to convert 
neatly into euros. 





Supply and demand 


The second level on which the 
euro will force firms to reassess 
their strategy is in their relation- 
ship with suppliers. Freed of the 
need to avoid foreign-exchange 
risk by buying supplies in the 
same currencies they are paid in, 
firms may choose to centralise 
buying from a single supplier 
that offers the best price or ser- 
vice; or they will do so merely to 
simplify their logistics. Greater 
transparency will make com- 
parisons easier; many firms may 
want to try new suppliers. 

A sudden rush to drop sup- 
pliers is unlikely—it would make 
no sense to overturn long-estab- 
lished relationships before the 
shape of the new market is clear. 
But over the long term, firms in 
the euro area are likely to reduce 
the number of suppliers they use. 

As so often, the euro will here 
be accelerating something al- 
ready under way. The single mar- 
ket, and especially the EU's 1992 
programme, have been encour- 
aging a consolidation of suppli- 
ers already. Moreover, reducing 
the number of suppliers has 
been a practice of many Ameri- 
can firms for years; Europeans 
are merely following suit. 

The third level on which 
monetary union will have direct 
implications for firms is their in- 
ternal structure. Until now, firms 
that do business across Europe 
have often tried to balance vari- 
ous operations within a single 
country, even at the cost of losing 
economies of scale. Matching 
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supply and. demand within a 
single country limits the risk of 
being caught out should the 
value of the guilders you receive 
for your chocolate, say, fall com- 
pared with the value ofthe francs 
it cost to make it. 

Other differences, such as la- 
bour costs and skills, infrastruc- 
ture, distribution and transport 
costs and regulations, will re- 
main, slowing down progress to- 
wards a pattern of single special- 
ised units. But in the long run, 
firms could enjoy tremendous 
economies of scale by manufac- 
turing in a single location for the 
whole European market. Once 
again, this process has been un- 
der way for some years, boosted 


by the 1992 programme; but the 





euro will take it a stage further. 
American and other firms 
from outside Europe may be bet- 
ter positioned to take advantage 
of the new freedom to choose lo- 
cations, as they do not have the 
same commitment to a home 
country that some European 
firms have. Already several, such 
as Oracle and Microsoft, Ameri- 
can software firms, have settled 
in Ireland for their main Euro- 
pean manufacturing, taking ad- 
vantage of low business costs 
anda talented labour force—and 
Ireland's generous tax regime. 
This is a political flashpoint. 
Oskar Lafontaine, the German fi- 
nance minister, has declared 





Banks better buck up 


HO would be a European banker? Many financial insti- 

tutions face a tough post-euro future, but the banks are 
first in the firing line. The disappearance of national currencies 
will lose them a lot of foreign-exchange business and expose 
them to far more competitors. A Portuguese bank with expertise 
in dollar-escudo business, for example, will struggle to compete 
with bigger rivals’ dollar-euro work. Similarly, the disappear- 
ance of guilder-denominated bonds will hurt Dutch banks, 
which run around 85% of issues of such debt. 

One hope for such banks is that local knowledge might re- 
main valuable. But relying on this to cement national strength 
may turn out to be only a holding action—technology is making 
local knowledge easier to replicate, and the price of most ser- 
vices is steadily falling. Thus a second option: to go for cross- 
border mergers, and try to create something big enough to con- 
front the world’s megabanks. Yet few banks in Europe have so 
far managed this. The only results have been mergers within the 
Nordic region, such as Merita’s with Nordbanken, or the 
consolidation within Benelux—although several German 
banks are said to be interested in acquisitions in France or Italy. 

An alternative to all-out mergers, suggested by Jean 
Dermine, a professor at Insead, a business school near Paris, is 
to form a co-operative venture with foreign banks. He draws a 
parallel with the regional agricultural banks in the Netherlands 
that established Rabobank, a co-operative big enough to create 
products that local banks then distributed. A co-operative Euro- 
pean bank formed by medium-sized institutions in several 
countries could, similarly, generate products that nationally fo- 
cused banks would package and sell in domestic markets in 
which relations with customers still mattered. 

Networks of specialists linked by a small central institution 
might also be constructed on functional, rather than national 
lines. Economies of scale are much debated in banks: few mon- 
sters have proved good at exploiting them. Some American re- 
search suggests that diseconomies.of scale start to outweigh 
economies when a bank’s assets exceed $25 billion. Herwig 
Langohr, a colleague of Mr Dermine’s who is also on the board 
of KBC, a Belgian bank, echoes Adam Smith's observation that 
only the size of markets limits the degree of division of labour, 
and suggests the future lies in specialisation. 

Niches that it may not have been worth occupying on the 
national level could be more attractive across the bigger euro 
market. So instead of massing into larger size, some European 
banks may choose to unbundle. But even then, they will face 
competition from new, technologically astute and more fo- 
cused firms of the sort already offering telephone banking or 
on-line share dealing. The future for euro-bankers looks grim. 
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that harmonising tax across the 
EU in order to avoid “harmful 
tax competition” will be a prior- 
ity for the German Eu presidency 
next year. He has already clashed 
with Gordon Brown, his British 
counterpart, who wants taxes to 
remain a purely national area of 
competence and says that Eu- 
rope should be seeking to lower 
taxes rather than raise them. 

One other aspect of internal 
organisation is financial. In- 
formation and communication 
technology has already encour- 
aged large firms to centralise 
their accounting and back-office 
functions. This makes even more 
sense when dealing with a single 
currency. For many firms that 
operate in several European 
countries, the euro block will be- 
come their largest single market. 
Unilever does no more than 8% 
of its sales in any European mar- 
ket, and around 20% in its largest 
single market, the United States. 
When all 11 euro countries are 
added together, however, they ac- 
count for more than a third of 
the group’s sales. Reporting re- 
sults will become more transpar- 
ent, both to the firm itself and to 
its shareholders. 

The euro offers tremendous 
opportunities for firms to sim- 
plify and streamline their opera- 
tions. That is one reason why 
most businesses are enthusiastic 
about it in the long run—though 
in the short run many fear it may 
dent their profits (see chart 2). Yet 
all these chances will be on offer 
to their competitors too, so they 
will not provide a source of dif- 
ferential strategic advantage. In- 
stead, firms will be under more 
pressure to distinguish them- 
selves by excellent management. 
That is because another effect of 
the euro will be to accelerate the 
confrontation across borders be- 
tween firms that had previously 
dealt mainly with national ri- 
vals. In short, most 
euro area busi- 
nesses are in for an 
uncomfortable few 
years. 
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Reliable banking made by WestLB. 


It's exceptional service that 
makes a bank a good bank. But 
only stability makes a good 
bank a secure bank 

Whenever you want to 
get things moving and are 
interested in reliable partners, 
include the WestLB in your 
plans. As one of Europe's 
leading banks we are big and 
above all stable enough to 
achieve even long-term goals 
— with you. Established as a 
German wholesale bank, we 


offer you all services from one 
source, made to measure and 
for as long as you wish. 

Granted, reliability doesn't 
make everything right. But 
everythings wrong without 
reliable cooperation. 

Are you looking for a partner 
near you? Simply call our auto- 
matic fax service in Germany on 
(449) 211 5 37 95 22 to request 
a list of our worldwide network 
straight away or visit our Web 
site: http://www.westib.com 
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Turning Point in Telecommunications: 
How NTT Is Serving Asia-Pacific Business 


Since the World Trade Organization 
agreement deregulating the industry came 
into effect in February, 1998, telecommuni- 
cations companies have scrambled to meet 
clients' expectations for new and better 
services, lower costs, and advice. 

With services geared toward global 
business, vast experience in the Asia- 
Pacific region, and cutting-edge R&D, 
Nippon Telegraph and Telephone (NTT) 
is well positioned to guide a company, 


especially an  Asia-based company, 
through today's  telecommunications 
revolution. 


Perhaps most importantly, NTT is 
working fast to expand the scope of its 
global operation. 

In a recent inter- 
view, NTT President 
Jun-ichiro — Miyazu 
said: “NTT plans to 
. expand its service 
B area and provide 
a widening range 
of high-quality IP 
(Internet Protocol) 
and other Arcstar 
services." 





Jun-ichiro Miyazu, 
NTT president 


Unifying telecom services 

Arcstar is the brand under which the 
NTT Group markets its global services. 
Currently, Arcstar has more than 20 bases 
in North America, Europe, Asia, and 
Oceania. 

NTT designed Arcstar to be a total 
solution for any size company. "We work 
closely with each client to determine their 
needs before proposing a communications 
package that best suits their present and 
projected networking load," said Mitsuhiro 
Takase, vice president of NTT Global 
Business Headquarters. 

Arcstar offers a wide range of services 
that provide maximum networking effi- 
ciency at low cost. Such services include 
Arcstar Managed Bandwidth, which allows 
bandwidth to be expanded during peak 
hours, and one-stop billing, which provides 
a single bill regardless of the client's 
number of branches or the variety of ser- 
vices rendered by NTT. 


Security is a priority 

Probably no networking issue is of 
greater concern to global corporations 
than security. Arcstar expertly handles 
intranet and Internet security with a 
choice of networking options and NTT's 
proprietary products. 

Arcstar manages network operation 
centers 24 hours a day, 365 days a year. 


Ahead in Asia 

As NTT develops its Arcstar services 
worldwide, the company is keeping its 
focus on Asia. Indeed, one of NTT's 
proudest achievements is the breadth of its 
involvement in the Asia-Pacific region. 
President Miyazu stated: "NTT's global 
business plans will continue to place high 
priority on Asia, where the telecom industry 
is expected to play a key role in overcoming 
the region's economic difficulties." 

NTT's depth of experience in the Asia- 
Pacific region places the company well 
ahead of its North American and European 
rivals. Regional alliances, partnerships and 
tieups include: a partnership with the 
Philippines SMART Communications, Inc.; 
a participating in StarHub in Singapore; par- 
ticipation in the management of Sri Lanka 
Telecom Ltd.; joint ventures with Beijing 
Telecommunications Administration and 
Shanghai Posts and Telecommunications 
Administration; and many others. 

No project better represents NTT's com- 
mitment to Asia than the Asian Multimedia 
Forum (AMF), which NTT founded with 
infocommunications companies in the Asia- 


Global Service Bases 


NTT Worldwide 
Network 


Pacific region. Through the AMF, NTT is 
working to make a positive contribution to 
the Asia-Pacific region through the con- 
struction of a multimedia platform and the 
development of multimedia services. 


Advanced R&D 

Widely recognized as a leading devel 
oper of telecommunications technology, 
NTT is applying its formidable R&D 
resources to devising networking solutions. 

One recent breakthrough is in the area 
of encryption technology with a product 
called E2. It is Japan's first 128-bit block 
encryption for commercial use and marks 
an advance in speed and security over the 
current Data Encryption Standard. 

NTT has also produced a number of 
technologies now recognized as interna- 
tional standards. In 1997, the International 
Electrotechnical Commission adopted eight 
types of optical connectors as international 
standards; five were developed by NTT. 


Looking ahead 

As global business grows, telecommu- 
nications will be the lifeblood of global com- 
panies. They wil need faster, more 
economical, and more reliable telecommu- 
nications. And they will need a telecommu- 
nications team they can trust. In this 
environment, NTT is counting on its 
Arcstar services and experience and exper- 
tise in the Asia-Pacific region to pay off. 

For more information about NTT and 
Arcstar services, visit the company's web- 
site at info.ntt.co.jp/global 
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NTT. Solutions. 24 hours a day. 365 days a year. 


Krcs ta r Global telecommunications today. The developments are coming so fast, 
it’s hard to keep up with the changes. But now there's one answer: NTT. 


Under the brand name of Arcstar, with subsidiaries and associates in America, Europe, Asia, 
and Oceania, NTT delivers global telecommunications solutions to any corporate client. We 
build networks. Supply top-level security. And provide tailored services like Arcstar Managed 
Bandwidth and Arcstar Managed Frame Relay. Turn the pace of change to your advantage 
with the total telecommunications solution: NTT. 
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In its latest effort to break into the world's investment-banking superleague, 
Deutsche Bank is to buy Bankers Trust. The deal may create more problems 


than it solves 


T WAS certainly not its first choice, and 
probably not even its second. Yet on No- 
vember 23rd Germany's mighty Deutsche 
Bank announced that it was buying Bank- 
ers Trust, America's eighth-largest bank. 
The purchase follows years of shopping 
around and weeks of rumours; it still needs 
approval from separate board meetings on 
November 29th. The takeover, the largest 
ever ofan American bank by a foreign firm, 
will create the world's biggest financial-ser- 
vices company. But integrating the two will 
also create a world-class headache. 
Deutsche Bank began life in 1870 with a 
licence from Kaiser Wilhelm I to conduct 
"banking business of all kinds". It has done 
just that. But as capital markets have be- 
come global, Deutsche has struggled to 
keep up. And its repeated attempts to build 
an investment bank to compete with Amer- 
ica's *bulge-bracket" firms—such as Merrill 
Lynch and Goldman Sachs—have all ended 
in failure. 
This latest effort may not end any differ- 
ently. The $9.2 billion purchase—hardly 
cheap, at 2.1 times Bankers Trust’s book 
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value—will promote the German giant 
merely from the third division of global in- 
vestment banks to the second. Deutsche's 
rivals are already calling the deal a dud. 

In a vain effort to join the top league, 
Deutsche is believed to have spent upwards 
of $3 billion since 1989, when it bought 
Morgan Grenfell, a British merchant bank. 
At first, it left Morgan Grenfell largely to its 
own devices. When it decided to integrate 
its acquisition more fully after five years, 
there were numerous squabbles and defec- 
tions. A later fund-management fraud did 
not help, leaving Deutsche hundreds of 
millions of dollars worse off and raising 
questions about its internal controls. 

More recently, Deutsche's strategy has 
been to poach teams of investment bankers 
for extravagant sums from top-name rivals. 
Edson Mitchell was pinched from Merrill 
Lynch to run a global-markets division; 
Frank Quattrone, a renowned high-tech 
specialist, came from Morgan Stanley. 
Deutsche's board started to worry that it 
was creating a monster of an investment 
bank, based on hugely expensive egos. 


Some of the egos also complained of 
chronic indecisiveness in Frankfurt, and 
chafed at constant reorganisations. Carter 
McClelland, the investment bank's boss in 
America, left in a huff earlier this year. Mr 
Quattrone departed for Credit Suisse First 
Boston in April, taking with him most of 
his 130-strong technology team. Deutsche 
Morgan Grenfell (DMG), the investment- 
banking arm, was folded into a new group 
just as its people thought it was starting to 
thrive. Old hands saw this as further evi- 
dence that Deutsche was a serial zigzagger. 

Most recently, Deutsche introduced a 
“fitness programme" at a cost of DM2.5 bil- 
lion ($1.5 billion). This involves regrouping 
the bank into five parts in a bid to improve 
profits (which fell to a mere DMi1.02 billion 
last year, from double that in 1995). Ever the 
optimist, Deutsche's chairman, Rolf Breuer, 
talks of raising the bank's overall return on 
equity, just 6.4% last year, to 25% by 2001. 

If it is to have any chance of doing this, 
Deutsche needs to diversify. Many of its ex- 
isting businesses are barely profitable, or 
are under threat. It has struggled against the 
big American banks even at home; it was in 
an embarrassing sixth place among advis- 
ers on corporate mergers and acquisitions 
(M&As) in Germany last year. Margins on 
corporate loans are wafer-thin, in part be- 
cause there are too many banks in Ger- 
many (the five biggest hold only 17% of do- 
mestic assets). Deutsche has tried and failed 
several times to woo rivals—including 
Bayerische Vereinsbank and Dresdner 
Bank—into mergers. Profits in retail bank- 
ing are equally puny, which perhaps helps 
to explain the bank's enthusiasm for throw- 
ing money at investment banking. 

Only a few months ago, Josef 
Ackermann, who is now in charge of invest- 
ment banking, talked confidently of *our 
Europe-first strategy". The opportunities 
thrown up by the arrival of the euro in Jan- 
uary seemed a higher priority than Amer- 
ica. But European expansion has proved 
tough. Deutsche has a sizeable network in 
Spain, but it sees France, the biggest poten- 
tial money-spinner, as, in Mr Breuers 
words, “all but closed to outsiders”. 


Because it was there 

Regardless of Europe, no bank aspiring to 
global greatness can ignore America. Deut- 
sche courted J.P. Morgan for years, only to 
be spurned. Bankers Trust, on the other 
hand, was troubled and available. Whether 
it is a good buy is another matter. True, the 
bank is less gung-ho than it was five years 
ago. Then it was famous for its brains, its 
risk-taking, its focus on derivatives, and its 
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aggressive, sales-driven culture. The com- 
bination proved its undoing in 1994, when 
a number of complex interest-rate-based 
products that it had sold to Procter & Gam- 
ble and others lost their buyers a fortune. 
The scandal cost Bankers Trust much of 
its reputation and brought in a new chief 
executive, Frank Newman, a former deputy 
secretary of the American Treasury. Mr 
Newman tried to clean up the bank, to curb 
its risk-taking culture and to wean it off de- 
rivatives. It already had reasonable busi- 
nesses in global custody and asset manage- 
ment. It has moved into junk bonds, where 


Herd on the Street 


NEW YORK 


ET another new high for the Dow. On 

November 23rd, the New York Stock 
Exchange, as measured by the Dow Jones 
Industrial Average, climbed to a new 
peak, hitting 9,374. Once again, all the 
talk is of when—not if—the Dow will soar 
past 10,000. 

That is not to say that American share 
prices at current levels make any sense in 
terms of the underlying fundamentals. 
Rather, investors are not much interested 
in corporate profits just now. And during 
the current lull between the end of the 
season for reporting third-quarter results 
and the first fourth-quarter news, it is easy 
for them to be in denial about the grim 
prospects for profits next year. 

Instead, investors have been encour- 
aged that, since the market's previous 
peak in July, there have been macroeco- 
nomic "improvements". This celebration 
of the Federal Reserve's interest-rate cuts, 
and the 1MFs recent rescue package for 
Brazil, conveniently forgets that, in July, 
neither measure was deemed necessary. 
The revival of merger mania has given in- 
vestors yet another reason to buy. The an- 
nouncementon November 23rd of merg- 
ers involving American companies worth 
$30 billion helped to push share prices to 





itisstrong, Maa, where it is not, and equity 
underwriting. Yet Bankers has failed to 


break into the top tier of investment banks. 
This summer's crisis hit particularly hard. 
Bankers lost $488m in the third quarter 
alone. 

Bankers Trust is now in "desperate 
straits”, says Charles Peabody, an analyst at 
Mitchell Securities. Worst affected has been 
its emerging-markets operation. Its less vol- 
atile businesses—asset management and 
global custody—are still profitable, but not 
very competitive. The uncharismatic Mr 
Newman has come in for much criticism 
within the firm. One board member, Ver- 
non Jordan, a sometime career adviser to 
Monica Lewinsky, recently said that 
whether he would become a good chief ex- 
ecutive "is still something to be answered." 

Boardroom pressure may have forced 
Mr Newman to sell Bankers—albeit at a de- 
cent enough price. But what will Deutsche 
get for its money? The bank hopes to gain 
strength in areas where it is weak. But its 
main weakness in investment banking, as 
Mr Breuer admits, is in M&A. Buying Bank- 
ers Trust does little to plug that gap: accord- 
ing to one global league table for Maa ad- 
visers, the addition of Bankers would have 
lifted Deutsche only from 13th to 11th place 
in the first nine months of this year. One 


their new high. 

The rebound has also confirmed the 
belief of many individual investors that 
equities are the best long-term invest- 
ment, and that dips in prices are buying 
opportunities. Nowhere was this opti- 
mism more evident than in Internet 
shares (none of which is included in the 
Dow), led by the current market favourite, 
Amazon.com, which rose by nearly $38 
on November 23rd, to $218. 























senior former Deutsche man says that graft- 
ing Bankers on to Deutsche is like "bolting 
anew computer on to the Mir space station. 
You have to ask what the point is." 
Deutsche has promised Bankers a great 
deal of autonomy, but eventually it is likely 
to want, as with Morgan Grenfell, to inte- 
grate it into its own structure. At that point, 
things could turn decidedly nasty. The two 
banks’ cultures, which are about as far apart 
as you could imagine, are sure to clash. 
Bankers remains far more adventurous 
and aggressive than Deutsche could ever 
be. The deal could also expose Deutsche's 
penchant for corporate infighting. 
Merging has proved hard enough for 
banks from the same country with vaguely 
similar internal cultures: witness recent 
bustups at America's newly formed 
Citigroup and at the equally new Hypo- 
Vereinsbank, based in Munich. Take a 
transatlantic combination of a lumbering, 
accident-prone universal bank with a 
prickly, free-wheeling investment bank, 
and only the foolhardy would bet on suc- 
cess. The only clear winners are the firms 
advising on the transaction. They include 
Morgan Stanley and Goldman Sachs, two 
of the very firms that Deutsche hopes to 
scare through its purchase. Some hope. 
- j 












Many professional fund managers 
are privately sceptical about current share 
prices. But almost all are fully invested in 
the stockmarket, even so. A fund manager 
is unlikely to be blamed much if a stock- 
market plunge damages his portfolio—so 
long as all his peers are hurt too. But woe 
betide the manager who bucks the trend 
and stays out of the market, only to see it 
soar higher still. The danger in such a herd 
mentality is that share prices start to be 
driven by non-professionals, acting on all 
sorts of irrational beliefs about valua- 
tions. Which is perhaps why, before long, 
the Dow may indeed top 10,000. 
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Japanese banks 


Still mired in the mud 


TOKYO 


This week, Japan took a belated step towards fixing its broken banks. It has a 


long way still to go 


OR a man who calls himself a “plod- 

ding ox”, Keizo Obuchi has a surprising 
turn of speed. First, the Japanese prime 
minister split the opposition, strengthen- 
ing the slippery grip on power of his ruling 
Liberal Democratic Party (see page 28). 
Then he announced a Y24 trillion ($198 bil- 
lion) boost for the economy, the biggest yet. 
Now, his government is claiming a success 
no other administration in seven years has 
come close to achieving: clearing up the 
country’s banking mess. 

By November 24th, 15 of Japan’s 18 sur- 
viving big banks had said they would apply 
for public loans from a ¥60 trillion rescue 
package cobbled together in October. The 
other three may yet join the queue for 
hand-outs. Only one of them, Bank of To- 
kyo-Mitsubishi, has turned the offered 
funds down flat, and most observers expect 
it to have second thoughts. Between them, 
the 15 applicants agreed to take ¥5.8 tril- 
lion—far short of the ¥25 trillion that the 

government hoped they would accept, but 

<a tidy sum nonetheless. 

~The doubt now is over whether the 

~ banks will start tackling the real problem: 
their massive bad loans. Even by Japanese 
standards, the conditions attached to the 
bail-out are ambiguous. But, no question, 
they hugely favour the banks. With bank 
loans continuing to shrink—by an unprece- 
dented 3.3% year-on-year in October—the 
government had been talking about forc- 
ing the banks to lend some of its money out 
again. Now the conditions they have to 
meet to have access to the rescue cash are 
even softer than expected. So the banks are 
likely to use most of it to write down their 
bad debts instead. 

The volume ofthese is staggering. James 
Fiorillo of inc Barings Securities, a Dutch 
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investment bank, thinks that Japan’s 18 big- 
gest banks have ¥41.4 trillion ($345 billion) 
of bad or doubtful loans between them. As- 
suming that they manage to recover one- 
fifth of this, Mr Fiorillo reckons that, de- 
spite the provisions they have already 
made, they still need to set aside an addi- 
tional ¥19.5 trillion to cover their losses. 
That is more than triple the amount they 
have just requested from the government. 
Even Mr Fiorillo, an optimist among To- 
kyo's hard-bitten bank analysts, thinks that 
the recapitalisation could drag on for an- 
other two to three years. 

Nor, alas, is it clear what the govern- 
ment will get for its money. It is highly un- 
likely that the banks’ shareholders will have 
been punished in any way. Most of the 
money will probably be injected through 
purchases of preferred stock—a sort of cross 
between equity and debt, which in this case 
will look much more like debt than equity. 
The government will have no chance to 
convert it into bank shares—so it will gain 
nothing if the banks return to health. And 
the banks can pay it back when it suits 
them. That, says David Atkinson of 
Goldman Sachs, an American investment 
bank, makes the money, in effect, a low-in- 
terest loan, with few strings attached. 


No mending of ways 

Unfortunately, this leaves the banks with 
little incentive to press ahead with serious 
restructuring—branch closures, lay-offs, 
mergers and so on. Nor will it necessarily 
help the economy. For the government's 
rescue funds to work, the banks must use 
them either to forgive some of their loans or 
to force the borrowers into bankruptcy, 
thus freeing up resources that could be put 
to better use. Otherwise, the money will 


simply sit on the banks’ own books--as re- 
serves against loans that soured long ago. 
A few recent deals have kindled some 
hope. Aoki, a middling-sized construction- 
company, asked its banks to forgive Y200 
billion of loans. Towa Real Estate, a devel- 
oper affiliated with the big Fujita construc- 


tion firm, has asked Tokai Bank to do much ] 


the same. But there is a mountain of worth- 
less paper to clear up, and progress is still 
grindingly slow. That is hardly surprising. 
With super-low interest rates, it costs banks 
almost nothing to carry their bad loans. 

More seriously, property prices have 
collapsed, and the legal system is no longer 
capable of resolving disputes between war- 
ring creditors. Consider a piece of property 
that secures equal loans to six different 
banks. Now the property may be worth 
only a sixth of its former value. But if the 
borrower is forced into bankruptcy and the 
property is sold, only the bank with first 
claim on it will be repaid. Any decision to 
foreclose, however, requires a majority vote 
among all the creditors. The result? Stale- 
mate. Nor are banks keen on forgiving 
debts, for the obvious reason that this 
means a transfer of wealth from them to 
their borrowers in the construction and 
property industries. 

One way or another, the government . 
will probably have to force the banks to act. 
Doing so explicitly is difficult under Ja- 
pan's constitution, but there are plenty of 
ways they could be made to behave. For in- 
stance, the banking regulator, the Financial 
Supervisory Agency (FsA), could threaten 
round-the-clock audits, or it could with- 
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hold licences to do business. Dismissed at 
first as a poodle of the finance ministry 
(from which it was hived off last July, and 
from where its staff have come), the FsA has 
recently been talking a good game. It was 
unexpectedly candid, for example, about 
the dubious accounting practices of the 
failed Long-Term Credit Bank (LTCB) 
which was put out of its misery in October 
and taken into public ownership. The LTCB 
had tried to hide more than Y1 trillion of 
bad debts in dummy companies. 

MrAtkinson, who was asked to give evi- 
dence to a government committee on bank 
reform this summer, found the experience 
discouraging. After he had told the politi- 
cians how banks and borrowers might re- 
negotiate their loans, the banks responded 
by attacking him personally. Later, the gov- 
ernment quietly dropped legislation, insti- 
gated by borrowers, which would have pro- 
vided a forum for negotiations with banks. 
Given the strength ofthe banking lobby, Mr 
Atkinson argues that “the rsa needs politi- 
cal support—and there isn’t any.” Expect 
that ox to start plodding again. 





Premium market 


NEW DELHI 


HE winds of competition gusting 

through the Indian economy since the 
early 1990s have passed the insurance in- 
dustry by. Life insurance is the domain of 
a government-owned monopoly, the Life 
Insurance Corporation (LIC). Non-life be- 
longs to four firms, under the state-owned 
General Insurance Corporation. The re- 
sults are predictable: inefficient insurers, 
and inexpert agents. Pension funds barely 
exist. So, despite India’s high saving rate, 
capital available for investment in infra- 
structure is scant. 

This may be about to change. On No- 
vember 23rd the government said private 
insurers could enter the market and that 
foreign insurers could buy stakes of up to 
26% in them (and increase their influence 
to 40% if friendly institutional funds or 
overseas Indians invest alongside). But 
this is not quite the final hurdle for a long- 
awaited and hotly disputed measure. Na- 
tionalist ideologues within the ruling 
Bharatiya Janata Party (Bj) hate the idea, 
as do trade unions. If the BjP does badly in 
state elections on November 25th, as exit 
polls suggest, insurance reform could be- 
come a casualty of the ensuing par- 
liamentary mélée. 

Still, hopes are high among the for- 
eign insurers queuing impatiently for ad- 
mission. The market is tempting in its po- 
tential. Premium income per head was 
estimated at just $7 in 1996, compared 


European Central Bank 


Not cut and dried 





The European Central Bank is being pressed to cut interest rates when it takes 
over euro-area monetary policy in January. It is likely to be cautious 


HERE is a spectre haunting Europe— 

not necessarily an evil one, but cer- 
tainly shadowy in its manoeuvres. From 
January tst, the ecs will hold the monetary 
reins for the 11 countries in Europe's single 
currency. But how it will exercise its power 
remains a mystery. The bank's first chance 
to change interest rates will come at a meet- 
ing of its governing council on January 7th. 
By then, rates in all 11 economies will have 
fallen to 3.3%, the current level in Germany. 
But is there room for the ECB to cut rates 
further? And how will it decide? 

The Ecs has set itself the medium-term 
goal of an annual increase in consumer 
prices of less than 2%. The word “increase” 
means that inflation should not fall below 
zero. And, since the consumer-price index 
overstates the true inflation rate by at least 


with $219 in Malaysia and more than 
$740 in Taiwan. Life insurers spy oppor- 
tunity in the crumbling of India’s tradi- 
tional extended families and the thread- 
bare social safety-net, which can be 
padded out only with private savings. 
Non-life insurers covet the custom of 
large corporations. Big foreign insurers 
such as Allianz of Germany, ING of the 
Netherlands and A1G of the United States 
have already found Indian partners and 
expect to sell their first policies by 2000. 

The pampered five existing insurers 
are not oblivious to the threat. They have 
been trying to modernise, for example by 
computerising their operations. They al- 
ready sell most of the products that for- 
eigners are likely to offer. But they do so 
with too little service and at too much 
cost. LIC is overmanned by 25% at least; its 
125,000-strong workforce is among the 
least productive in the world. Filing a 
claim with a non-life insurer can be a 
nightmare. Spurious claims might actu- 
ally be easier to make, because the agent 
could well share in the loot. One loss-ad- 
juster reckons that only a fifth of the 
claims he sees are fully genuine. 

The newcomers should do better than 
this. But many a multinational has come 
to India with dreams of making a killing 
only to be defeated by its vast distances, 
its regional quirks and its sheer poverty. 
The foreigners’ Indian partners—finance 





half a point, the ECB will presumably not 
want the index to rise by less than 0.5%. 
But it is not obvious how the ECB will 
try to meet its inflation objective. Otmar 
Issing, the EcB’s chief economist, who was 
formerly at the Bundesbank, is a firm be- 
liever in monetarism—the notion that 
higher money-supply growth predictably 
spills into higher inflation. Several studies 
suggest that the link between money and 
inflation is stronger in continental Europe 
than in America. But the introduction of a 
single currency will lead to structural 
changes that are likely to make money a less 
reliable compass. The EcB has therefore 
ruled out a strict money-supply target. 
However, the alternative—a formal in- 
flation target, as used by the Bank of Eng- 
land—may be prone to similar problems. It 


A different sort of we 


and industrial companies—have little ex- 
perience in insurance. And the former 
monopolists are not push-overs. They 
have matchless brand-names and coun- 
try-wide sales networks, which foreigners 
will not find easy to replicate. Sam Ghosh, 
manager of Allianz's Indian operation, 
thinks that foreign-linked insurers will 
have no more than 15% of the market after 
five years. 

Ordinary Indians will certainly bene- 
fit from the better service and higher re- 
turns that competition will bring, and 
from the power plants and airports that 
new forms of investment will build. And 
in pensions India has a chance to out- 
shine the rich world, where tax-financed 
schemes are the norm. Because it is start- 
ing almost from scratch, India could 
build a retirement safety-net that is fully 
funded and privately managed. Govern- 
ments from Washington to Tokyo would 
then look on with envy. 
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rátions ot R4 026 million 
|: billion or R242 per share 














*A higher than idend has been declared. Following the announcement on 15 October 1998 of the proposed 


restructuring of the Corporation and the combination with Minorco to form Anglo American ple, it has been decided to 
change the year end of the Corporation from 31 March to 31 December. Accordingly, it is proposed that a final dividend for 
this nine month period will be declared early in 1999 with respect to the final three months. 


For the twelve months to 31 March 1998, a total dividend of 735 cents per share was declared. On the basis of a maintained 
dividend for the nine month period, it is expected that pro rated dividends totalling 550 cents per share will be declared, 
of which the interim dividend is one half. This will absorb R650 million, whilst maintaining a satisfactory cover of 3,6 times 





NOTICE OF DIVIDEND 


Dividend No, 125 of 275 cents per share has beeri declared payable on Friday, 8 January 1999 to shareholders 
registered at the close of business on Friday, 11 December 1998. The register of members will be closed from 
Saturday, 12 December 1998 to Saturday, 19 December 1998 inclusive. 


The full conditions relating to the dividend may be inspected at the Registered and the London offices of the 
Corporation and at the offices of its transfer secretaries at which copies of the interim report are also available 


The full interim report will be posted to shareholders on or about 30 November 1998. 
Registered office: London office: 
44 Main Street 19 Charterhouse Street 
Johannesburg 2001 London ECIN 6QP 
The interim results are available on the Internet on http://www.aac.co.za 
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requires an accurate inflation 
forecast, which is hard enough 
in normal times. The switch toa 
single European currency may 
cause changes in pricing behav- 
iour, which will further muddy 
the waters. 

Because of such uncertain- 
ties, the ECB cannot put its faith 
in any single measure. It is 
therefore adopting a vaguer 
“reference value” for monetary 
growth. And it will also moni- 
tor a wide range of other indi- 
cators to assess the future path 
of inflation. In order to second- 
guess ECB policy, a forecaster 
needs to know which economic indicators 
it will pay most attention to, and to decide 
what they are currently signalling. A brief 
guide follows: 

* Money. The euro area's broad money 
supply is rising at an annualised rate of 
5%—within the range of 4-6% that the ECB is 
likely to set for its reference value. Verdict: 
no change in interest rates. 

* Nominal GDP. Many economists prefer 
to focus on nominal GDP growth. If the de- 
sired inflation rate is 1-235, say, and the 
long-term growth that can be sustained 
without pushing up inflation is about 2.5%, 
then the ECB should aim to accommodate 
nominal Gpr growth of about 4%. Esti- 
mates based on The Economist's poll of 
forecasters suggest that nominal GDP 
growth will be 3.7% next year. Verdict: a 
small cut in interest rates. 

* Inflation. A drop in prices in recent 
months in Germany and France has led to 
talk of deflation. The 12-month rate of con- 
sumer-price inflation has fallen to 0.7% in 
Germany and to 0.5% in France. But most of 
this drop reflects cheaper imports from 
Asia and lower commodity prices, rather 
thanan overly tight monetary policy. More- 
over, inflation in the whole euro area is 
somewhat higher, at 1.0%, and is expected 
to climb further next year. Verdict: no need 
to change interest rates. 

* Wages. Over the past year, average wages 
in the euro-11 have increased by a modest 
2.2%. But, encouraged by Europe's political 
shift to the left, some unions are starting to 
flex their muscles. Germany's 1G Metall, 
which represents engineering and metal 
workers, has demanded a 6.5% pay rise for 
next year. Verdict: no rate cut. 

* Growth. Continental Europeans are slow 
to report growth figures. So far only France 
and the Netherlands have data for the third 
quarter, when both economies’ GDPs grew 
at an annual rate of around 3%. Surveys of 
business confidence suggest that growth is 
set to slow, but there seems to be little risk of 
recession. The Economist's poll would sug- 
gest GDP growth of 2.3% in the euro area 
next year. Verdict: no change in rates. 

* Output gap. Some economists, such as 
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Peter Cornelius at Deutsche Bank, think 
that this is the best guide to future inflation: 
if the actual level of output is greater than 
“potential” Gpp (ie, sustainable capacity), 
inflation will rise; if there is a negative gap, 
inflation will fall. Mr Cornelius estimates 
that the euro area indeed has a negative 
output gap, of more than 1% of GDP, and 
that this will widen next year. Officials at 
the ECB play down the importance of the 
output gap: different methods, they say, 
produce different estimates of its size. True, 
but most measures show a negative gap in 
Europe. Verdict: a small cut in rates. 

* Exchange rate. If the euro appreciates 
against the dollar, this will strengthen the 
case for lower interest rates, because it 
would reduce inflation and squeeze ex- 
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ports. Verdict: who knows? 

On balance, there is perhaps 
room for a cut in rates, but only 
asmall one. The table compares 
the key indicators for the euro- 
11, Germany and America—and 
shows how economics has de- 
feated the politicians. One rea- 
son why many European politi- 
cians were so keen on the single 
currency was to loosen the 
Bundesbank's grip and so make 
it possible to have lower inter- 
est rates across Europe. But as 
the table shows, if rates were 
now set on the basis of eco- 
nomic conditions in Germany 
alone, the case for lower interest rates 
would be far stronger. Nor does the table 
suggest that the ECB should listen to the 
many commentators who have demanded 
that it follow America's Fed in cutting rates. 
Rather, it shows a case for higher rates from 
the Fed. 

Most private-sector economists expect 
the ECP's rates to fall to 3% by next spring. 
Deutsche Bank thinks that may happen as 
early as January. Others worry that political 
pressure for lower rates may make the ECB 
delay any cuts, in order to prove its mettle 
in standing up to populist politicians. 
There may, however, be a less devious rea- 
son for the ECB to hold rates steady: many 
of the data are telling it not to cut. 
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A working model? 


HE European Central Bank's rela- 

tions with politicians have got offto a 
bad start, as finance ministers have tried 
to tell the bank how to set interest rates. 
But things could get even frostier if the 
politicians find out about the shady 
practices going on inside Frankfurt's 
Eurotower, home of the ECB. Strange 
lights and shadowy figures have been 
spotted in the building in the evening 
and at weekends. Are ECB staff printing 
counterfeit euros? No, they are guilty of 
another heinous crime: they are work- 
ing—and in Germany of all places. 

Germans, once admired for their 











work ethic, are now one of the most 
workshy nations, clocking up 20% fewer 
hours on average each year than Ameri- 
can workers. And it is not just Germany: 
throughout continental Europe, politi- 
cians and trade unions have been push- 
ing for new limits to working hours. 

Nobody seems to have told the ECB. 
Staff from top management to secretar- 
ies have been clocking up 70-hour weeks. 
As for a holiday: "What's that?", asks one 
official. With five weeks left before the 
euro arrives, the ECB has been struggling 
to meet its January 1st deadline. When 
the rest of Germany is celebrating the 
new year, ECB staff will be at their desks 
throughout the so-called changeover 
weekend between December 31st and 
the opening of financial markets on the 
morning of January 4th. 

By the end of the year the ecs will 
have only 570 staff—compared with the 
54,000 at the 11 national central banks. 
For the euro to succeed, labour markets 
across the region need to become much 
more flexible. Who better to set an exam- 
ple than the guardian of the euro itself? 
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Off ta rget 


After Europe's exchange-rate mechanism (ERM) collapsed in 1993, advo- 
cates of “‘target zones” went quiet. Is the idea about to make a comeback? 


ERMANY’S new finance minister, 

Oskar Lafontaine, has made an im- 
pressive start, if the ability to command 
headlines is any guide. His new (that is, 
old) ideas about European economic pol- 
icy include calls for taxes to be shifted 
from labour to capital; for measures to 
curb “harmful tax competition" among 
member states; and for the new European 
Central Bank (ecB), when setting interest 
rates, to take account not just of inflation 
but also of jobs and growth. But perhaps 
his most surprising attempt to revive an 
unfashionable doctrine has been his sup- 
port for currency target-zones. 

Under a target-zone system, govern- 
ments set a level for the exchange rate, 
plus or minus some chosen margin, and 
promise to use interest rates and/or inter- 
vention in the foreign-exchange market 
to keep the currency on track. Most econo- 
mists regard the collapse of the ERM five 
years ago as proof that such regimes can- 
not work, Today’s capital market is too 
powerful to be harnessed in this way: 
sooner or later investors will overwhelm 
the system. The options for currencies, it 
is argued, have been “hollowed out”. Gov- 
ernments should either let them float, or 
fix them permanently (with a currency 
board, or in a monetary union). 

Echoing the modern consensus, Alan 
Greenspan, chairman of the Fed, and Ed- 
die George, governor of the Bank of Eng- 
land, denounced the idea immediately. If 
zones are narrow they break down, and if 
they are wide they are useless, observed 
Mr George. But is the idea really so daft? 

To be championed by Mr Lafontaine 
is a setback for any proposal, admittedly. 
His aim, transparently, is to bring the in- 
fant ECB to heel: a commitment to stabi- 
lise the euro, dollar and yen, undertaken 
by finance ministers and subordinating 
the ECB's mandate to achieve price stabil- 
ity, would serve that purpose very well. In 
short, Mr Lafontaine is mainly interested 
in increasing his own power. But the fact 
that there are bad reasons for proposing 
target zones does not mean 
that there are no good 
reasons. 

The leading advocate of 
target zones over the years 
has been John Williamson 
of the Institute for Interna- 
tional Economics and the 
World Bank (for references, 
see www.iecom) He fa- 












vours "crawling-band" systems. Such sys- 
tems use zones that are wide (allowing the 
exchange rate to vary by, say, plus or mi- 
nus 10% around a central rate) and, cru- 
cially, move according to rules an- 
nounced in advance. The key thing is to 
take account of differences in inflation: if 
one country has higher inflation than its 
trading partners, its currency band 
should be lowered to facilitate a gradual 
nominal depreciation. This would keep 
the real exchange rate steady, give or take 
the movement permitted within the 
band itself. 

A Williamson-type crawling band 
cannot bring inflation down if it is al- 
ready high (although some countries, in- 
cluding Brazil, have paced the crawl to 
cause a gradual real appreciation, and 
that provides some restraint) Its aim is 
more modest: to avoid big misalign- 
ments in currencies, and the trade fric- 
tions and other costs that go with them. 
This is a worthy goal. The question is 
whether it can be met. 


All that slithers 


The ERM broke down, Mr Williamson has 
argued, because the authorities tried to 
defend rates that were fundamentally out 
of equilibrium. A zone that crawls, in- 
stead of staying put as such misalign- 
ments grow, need never be in this posi- 
tion. The disinflation benefits of a static 
zone are lost; but something well worth 
having—stability in the real exchange 
rate—is retained, and durably so. 
Countries such as Chile, Colombia 
and Israel have used crawling bands suc- 
cessfully over extended periods, so the 
idea should not be dismissed as impossi- 
ble. And for all the lip service that govern- 
ments pay these days to "hollowing out", 
almost all revert periodically to a middle 
way in exchange-rate policy. Even Amer- 
ica, with least to worry about in this re- 
spect (because of the size of 
its economy) has a policy of 
sorts on the dollar's value— 
including attempting to 
push the rate around by 
means of foreign-exchange 
intervention. Mr William- 
‘son’s middle way can be 
seen, if nothing else, as an 
attempt. to replace this ad 






















hoc non-system with. something less 
muddled. 

The most potent criticism is that aim- 
ing for exchange-rate stability compro- 
mises the central bank in its task of con- 
trolling inflation—one instrument (mon- 
etary policy) is being asked to do two 
things. This is true as far as it goes, The 
width ofthe band can be exploited, allow- 
ing scope for interest rates to be used to 
curb inflation—but not the unlimited 
scope that central banks have at present. 
So Mr Williamson’s plan sits best with the 
view that fiscal policy should also have a 
strong counter-cyclical role. Then there 
would be two instruments for two goals. 

But this is unfashionable as well. Cur- 
rent orthodoxy says balance the budget 
then forget about it. If fiscal policy cannot 
be rehabilitated, adopting a target zone 
comes down to saying that stable curren- 
cies are worth the price of somewhat com- 
promising the authorities’ ability to use 
monetary policy in controlling inflation. 

Mr Lafontaine would like the sound 
of that. But he might not like a further cor- 
ollary: under a targetzone system, 
responsibility for exchange-rate manage- 
ment, as well as for controlling inflation, 
has to be given to the same policymaker. 
Countries with independent central 
banks are confused about this. They typi- 
cally make their finance ministries re- 
sponsible for exchange-rate policy. But 
this is merely to say that they have no co- 
herent exchange-rate policy: monetary 
policy and exchange-rate policy (aside 
from occasional meddling) are opera- 
tionally indivisible. Likewise in Europe, 
exchange-rate policy is not to be within 
the EcB’s domain. If Mr Lafontaine ever 
got his way on target zones, that would 
have to change—or else the EcB would not 
be able to do either job properly. 
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BANGLADESH 


NATURE'S 
PLAYGROUND 


St. Martin Island, Bangladesh 


World's longest unbroken sea beach- Cox's Bazar. World's 


largest mangrove forest - the Sunderbans. Home of the 
Royal Bengal Tiger. Sparkling Rivers. Endless fields 
of green. Quiet villages. Simple artistic people. 
Unspoilt nature at its best. 
Even as the 21st century roars around there's still a natural retreat. 
Biman can take you there ! 
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BANGLADESH AIRLINES 


your home in the air 
Contact your travel agent or Biman Bangladesh Airlines, Head office, Balaka, Kurmitola, Dhaka 1229, Tel : 897400-19, Fax : 897472-4 
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Vhen crashing is not an 


The blending of car and computer technologies promises much—so long as a 


few teething problems can be overcome 


ACING along the autobahn near Stutt- 
gart at a brisk 160kph (100mph), a new 
$-Class saloon starts coming up fast on a 
pack. of slow-moving traffic blocking the 
road ahead. Before the driver hits the 
brakes, though, his car automatically shifts 
down, losing enough speed to maintain a 
safe distance. The s500 creeps along at a 
mere 120kph for another couple of miles, 
monitoring the situation with a trio of ra- 
dar beams until the traffic clears. Then, still 
«Withoutany intervention from the driver, it 
steps on the throttle, speeds back up to 160, 
and roars into the night. 

Futurists have long predicted the day 
when cars would be able to drive them- 
selves. And indeed, last year, a short stretch 
of interstate highway, just outside San 
Diego, was converted into the world's first 
fully automated highway. But there are 
only a handful of cars capable of using this 
road—hand-tooled prototypes costing per- 
haps $1m apiece. Although the newly rede- 
signed Mercedes-Benz s-Class car is not 
cheap, it is a bargain in comparison. Its 
*Distronic" Active Cruise Control system 
cannot take complete control of the car, but 

“Jt moves a giant step closer to the era of the 
sel-running automobile. 
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Mercedes is by no means the only car 
maker that is investing in high-tech elec- 
tronic systems to make it safer and easier to 
operate cars. Jaguar has already announced 
that it will fit a similar system in its luxury 
models, and Nissan is set to follow suit too. 
The rush to embrace new add-ons will esca- 
late as car makers struggle to differentiate 
their products from those of their rivals. 

Gadgets rolling off the assembly lines 
now and in the future promise to help driv- 
ers find their way in unfamiliar territory, 
pay road tolls without stopping, avoid traf- 
fic jams, and access the kind of information 
and entertainment features currently avail- 
able only at home or in the office. But as 
computers become more common in cars, 
they will cause new problems. There could 
yet be a few bumps in the road on the way 
to automotive nirvana. 


The road ahead 


In one sense at least, the marriage of cars 
and computers makes perfect sense. Car 
makers, like computer firms, will stop at 
nothing in the search for sexy technologies 
to build into their products. As well as its 
fancy radar-assisted cruise control, the s- 
Class has high-tech systems to help with 


planning routes, avoiding traffic jams, and 
parking in tight spaces. But even these pale 
in comparison with General Motors's 
plans for next year's Cadillac line: a night- 


vision System. 


According to GM's research, a dispro- 


Téttonate share of accidents and road fa- 


talities occur at night. The reason is simple 
enough: drivers cannot see things that are 
in their way. Standard headlights barely 
cover the length ofa football field, so that at 
85kph, the most distant point visible is less 
than six seconds away. 

Night-vision lets the driver see up to 
five times as far, using a passive infra-red 
sensor. Originally developed for military 
use, this technology has plummeted in 
price and can now be packaged in a box 
small enough to fit behind the radiator of a 
Cadillac DeVille saloon. The ghostly image 
that it captures is projected on to a head-up 
display at the bottom of the windscreen. 
But it takes a while to get the hang of the 
system. Drivers initially tend to stare at the 
infra-red image, rather than the real road. 

This is just one example of how features 
designed to enhance safety and comfort 
can have unexpected side-effects. Adrian 
Lund, research director for the Insurance 
Institute for Highway Safety, cautions that 
even the most well-intentioned new tech- 
nology could backfire if designers do not 
think carefully about the interface between 
man and machine. Programming some of 
today's on-board navigation systems, for 
example, is an exercise in frustration that 
could overwhelm. even a child reared on 
Game Boy and PlayStation. 

One favoured solution involves yet an- 
other layer of technology that would allow 
the driver to control on-board systems us- 
ing spoken commands. Jaguar's new s-Type 
saloon, for example, which should hit the 
market next year, will allow a motorist to 
operate everything—from the sound sys- 
tem to the air-conditioning to the naviga- 
tion computer—by voice. 

Another potentially useful innovation 
is the so-called reconfigurable display. It 
may look like a sleek analogue instrument 
panel, but a prototype unveiled by Ford's 
Visteon division is really an electronic 
simulation. One minute it is a tachometer; 
moments later, it isa text display showing a 
newly-arrived e-mail message. Ultimately it 
is, of course, a PC. 

The on-board pc is one of the most 
keenly anticipated developments in car 
technology. It is easy to see why: PCs are po- 
tentially far more flexible than specialist 
devices. You can send and receive e-mail on 
the new Clarion Autopc, for example, 
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 Adeluge of information 


CALI, COLOMBIA 


N THE face of it, computers would 
not seem to be of much use when it 
comes to disaster relief—certainly not 
when compared with such things as heli- 
copters, emergency supplies or medical 
equipment. But when it comes to clearing 
up the mess, having vital information on 
tap can play a vital supporting role—as 
the current disaster in Honduras shows. 
In October, a few days before the ar- 
rival of Hurricane Mitch, the finishing 
touches were put to a digital atlas of the 
country. Compiled by the International 
Centre for Tropical Agriculture (CIAT) in 
Cali, Colombia, it contains 90 layers of 
information gathered over four years, in- 
cluding details of soil type, crop distribu- 
tion, climate, population and topogra- 
phy, along with every town, village, road, 
bridge, marketplace and water pump in 
Honduras. Originally, the idea was to use 
this information for agricultural and 
environmental planning. Instead, it may 
now play a key role in restoring the coun- 
try's agricultural capacity, after the huge 
damage caused by the hurricane. 
Restoring such capacity is vital, since 
62% of the workforce is employed in 
farming, and over three-quarters of the 
daily calorific intake in Honduras comes 
from maize and beans, two crops that 
were devastated by flooding. Yet the digi- 
tal atlas provided only the *before" pic- 





choosing to have your messages displayed 
on a small screen or read aloud by speech 
synthesiser. Rick Wagoner, president of 
General Motors, suggests that within a de- 
cade this technology will be standard—as 
common as the car-radio is today. Future 
systems will include navigation, paging, 
and even the ability to let passengers watch 
satellite-fed movies. 

Unsurprisingly, the potential blending 
of car and computer technology has strong 
support in Silicon Valley, which senses a lu- 
crative new market just around the corner. 
Netscape, Sun and 1BM have formed a con- 
sortium to develop in-car computer sys- 
tems. Microsoft is moving in as well, with 
an automotive adaptation of its light- 
weight Windows CE operating system. One 
consequence is that the mudslinging of the 
computer industry is spilling over into the 
car industry. GM's vice-chairman Harry 
Pearce recently took a shot at Microsoft 
when he declared that *we don't want a car 
that crashes twice a day." Car makers prom- 
ise that information systems will, however, 
be isolated from crucial "heartbeat" sys- 
tems such as the engine, transmission, 
brakes, and airbags. 
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ture. In order to generate the 
"after" picture, another layer of 
data was needed, showing the 
depth of the water. 

This information has been 
provided by Radarsat, a Cana- 
dian satellite capable of detect- 
ing detailed water and land fea- 
tures through thick clouds, fog 
and rain using synthetic-aper- 
ture radar equipment. With this 
technology, the motion of the 
satellite is used to simulate the 
large antenna needed to take 
high-resolution images. Suit- 
ably massaged, the satellite data 
allowed an extra layer to be added to the 
digital atlas, showing the extent of the 
flooding. In addition, the database is be- 
ing updated continuously to show which 
roads and bridges are impassable. The re- 
sult has been dubbed the “real-time 
Mitch atlas”. 

By combining original atlas data 
(showing where crops are traditionally 
grown, and which villages have water 
pumps) with the most recent information 
about the state of roads and bridges, the 
Mitch atlas should make it easier to plan 
seed production and distribution in the 
coming months, Areas most suitable for 
growing seed crops will be identified, tak- 
ing into account factors such as soil types 


As with home and office computer 
hardware, in-car technology is rapidly get- 
ting cheaper, though it is still pricey. Five 
years ago, on-board navigation systems 
cost $3,500 or more, but prices on some sys- 
tems have now fallen to $1,500, and they 
are expected to keep dropping. And like the 
pc industry before it, the car industry has 
recognised that it can push costs down fur- 
ther by standardising its technology. Ford, 
GM, Toyota, DaimlerChrysler and Renault 
recently joined together as partners in the 
Automotive Multimedia Interface Consor- 
tium (AMIC), and most of the world’s other 
car makers expect to sign up shortly. Within 
the next few years, the consortium will is- 
sue standards for both hardware and 
software. 

These rules will affect not only in-car 
electronics, but also portable consumer 
goods, says GM's Dave Acton, who is help- 
ing to promote the AMIC project. He fore- 
sees a time, not very far off, when it will be 
possible to take a pager and slip it into a 
cradle, so that your car can automatically 
handle any messages. When one comes in, 
the computer translates it into speech, then 
sets up your mobile phone to call the per- 





Pass the database 


and local climate. The aim is to have seeds 
ready for the planting season next May. 
According to Peter Jones, a CIAT scien- 
tist who worked on a similar project in 
Rwanda in 1995, this kind of technology 
is likely to play an increasingly important 
role in disaster relief in future. Next 
month, America's National Research 
Council will publish a report, *Reducing 
Disaster Losses Through Better Informa- 
tion", calling for the creation of an inter- 
national disaster information network, 
to ensure that emergency managers have 
as much information as possible at their 
fingertips. Databases may not be as glam- 
orous as helicopters, but they could be 
just as valuable in coping with disasters. 





son trying to reach you. 

Such a vision is, of course, typical of the 
sort of thing that computer makers have 
been promising for years. But as computers 
invade the car industry, bringing new 
opportunities, benefits and problems, they 
will no doubt bring the gee-whizz claims of 
the computer industry along too. 





Sociobiology 


A beauty contest 


Wie art historians agree that stan- 
dards of beauty have changed over 
time—witness the plump shapes of Rubens, 
versus the svelte forms of Klimt—many sci- 
entists beg to differ. In particular, socio- 
biologists argue that aesthetic judgments, 
particularly about prospective mates, are 
deeply ingrained in human nature and are 
carried in our genes. But in this week’s issue 
of Nature, Douglas Yu, a biologist at Impe- 
rial College, London, and Glenn Shepard, 
an anthropology student at the University 
of California, Berkeley, present findings 
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that they hope will make the socio- 
biologists’ arguments a mite less attractive. 

Dr Yu's research builds on the work of 
Devendra Singh, a psychologist at the Uni- 
wersity of Texas at Austin. In 1993 Dr Singh 
found that when presented with standard- 
lised drawings of female body-types, men 
Krom a variety of different cultures pre- 
Iferred those with an hourglass shape. In 
iparticular, he found that men preferred a 
woman whose waist was 70% as wide as her 
hips, regardless of her total body mass. 

Dr Singh suggested an evolutionary 
istory to explain these findings. An hour- 
iglass shape in women is associated with rel- 
atively high levels of the hormone 
oestrogen. Since oestrogen levels influence 
fertility, men seeking to pass their genes to 
the next generation would do well to pick 
hourglass-shaped women. And any gene 
that encourages such behaviour would do 
better than one that did not. 

Although Dr Singh's hypothesis paints 
a pretty picture, other researchers have seen 
flaws. Even if the results hold across cul- 
tures (and it is not certain that they do), how 
likely is it that such uniformity is due to na- 
ture, rather than nurture? If men really do 
prefer an hourglass shape, have they been 
programmed by their genes, or by their cul- 
ture? As more of the human species is ex- 
posed to the same entertainment and ad- 
vertising, it becomes increasingly hard to 
separate the two. 

So Dr Yu travelled to a national park in 
south-eastern Peru, where he interviewed 
members of an isolated indigenous popu- 
lation. Although the 300 members of the 
park's Matsigenka people have come into 
contact with the outside world, exposure 
has been limited to researchers and “offi- 
cial visitors". Dr Yu found that Matsigenka 
men preferred heavier body types to lighter 
ones, and more significantly for Dr Singh’s 
hypothesis, preferred women with wider 
waists than the “western” norm. 

These results cast some doubt on the 
universal applicability of Dr Singh’s re- 
sults, and suggest that culture, not heredity, 
may be the main influence on perceptions 
of female beauty. Even so, there could be a 
sociobiological explanation for the Matsi- 
genka’s preferences. There might, for exam- 
ple, be an unusual feature of their environ- 
ment that makes larger, wide-waisted 
women healthier or more fertile than their 
thinner counterparts. Dr Yu has tried to 
counter this potential objection by survey- 
ing two other populations of Matsigenka 
descent, both of which have had more con- 
tact with western influences. He found that 
as contact increased, men’s preferences 
shifted rapidly to coincide with those of 
men in the United States. This would ap- 
pear to undermine sociobiological ex- 
planations that rely on the slow work of 
natural selection. 

The argument is far from over. But as Dr 
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Yu points out in his article, it may not goon 
much longer. As globalisation works its 
magic, isolated groups such as the 
Matsigenka are becoming harder to find. 
The great hourglass debate is, sadly, run- 
ning out of time. 





Statistics 
Myths, monsters 
and maths 


VER the years, the prospect of discov- 
ering a sea monster unknown to sci- 
ence has prompted countless searches by 
explorers, adventurers and marine biolo- 
gists, armed to the teeth with high-tech 
equipment. The latest search for unknown 
beasties, carried out by Charles Paxton of 
the Animal Behaviour Research Group at 
Oxford University, is rather more unusual. 
Dr Paxton has eschewed sonar detectors, 
underwater cameras and robot subma- 
rines in favour of an entirely different 
method of detection: statistics. Indeed, he 
has estimated the number of undiscovered 
sea monsters lurking in the world’s oceans 
without leaving the comfort of his office. 

His approach relies on a statistical tech- 
nique invented in 1943 by a British statisti- 
cian, Ronald Fisher, and now widely used 
by geologists and ecologists to estimate the 
diversity of populations (of, say, fossils or 
beetles). The technique allows statisticians 
to make guesses about the size and make- 
up of a population based on only a small 
sample. 

Suppose, for example, that you are 
given a huge tin of assorted chocolates. Is it 
possible to work out how many kinds of 
chocolate there are, and their relative num- 
bers, without tipping them all out on the 
floor and counting the number of each 
type? The answer is yes. By repeatedly 
shaking the tin, removing a single choco- 
late, noting its type, and then replacing it, it 
is possible to generalise about the contents 
of the whole tin. After a rash of initial dis- 
coveries, the most common kinds of choco- 
late will be quickly identified; less com- 
mon types will turn up sooner or later. If 
the number of types of chocolate known at 
each stage is plotted on a graph, it will 
roughly correspond to a mathematical 
curve called a hyperbola. Because there are 
only so many kinds of chocolate available 
for discovery, the hyperbola rises rapidly, 
but tends towards a fixed upper limit. 

Dr Paxton has applied the same ap- 
proach to species of salt-water animals 
greater than two metres (about six feet) in 
length. Starting with the tenth edition of 
Carolus Linnaeuss Systema Naturae, 
which was published in 1758 and identifies 
23 such species, he scoured the subsequent 
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scientific literature to establish the year in 
which new species meeting his criteria 
were first identified. 

By 1995 the total number of such spe- 
cies known had risen to 217, but the num- 
ber of new species being identified each 
year had dropped dramatically. By fitting a 
hyperbola to the data for the period 1830- 
1995, Dr Paxton was able to estimate its up- 
per limit. His conclusion, published in the 
latest issue of the Journal of the Marine 
Biological Association, is that there are 
some 47 new species still waiting to be 
discovered. 

This result does, however, assume that 
the sampling rate—the number of opportu- 
nities for people to encounter these large 
creatures—has remained constant. It may 
be that the decline of whaling has meant 
that the sampling rate has fallen, in which 
case 47 would be an underestimate. On the 
other hand, because marine research trips 
and the use of large nets are both more 
common than they were 150 years ago, the 
sampling rate may actually have risen. 

For his part, Dr Paxton regards it as un- 
likely, though possible, that any entirely 
new kinds of sea monster await discovery. 
The missing creatures, he says, almost cer- 
tainly include a few new species of whale, 
though he would be happy with “a couple 
of new totally weird sharks”. 

And although his results apply only to 
salt-water creatures, there is no reason why 
the same analytical technique could not be 
applied to predict unknown freshwater 
creatures, such as the (still mythical) Loch 
Ness Monster. Dr Paxton has already 
started collecting the data. 





Only another 46 to go 
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Our Traveler’s Litigation 
Bag is made with our 
Flexible Unwreckable™ 
frame to double as your 
laptop bag. Inside the 
19" bag, our Insiders™ 
dividers protect your 
laptop and organize A4 
and letter-size papers 
vertically side by side mak- 
" ing space for an extra shirt. Our 22" 
bag (the largest carry-on size) holds your laptop, letter- 
size folders and binders vertically side by side, and two 
shirts, and a suit wrinkle-free (in our Suitfolder), We make 
hard-working travel goods for frequent business travelers 
and sell direct to you. Please call for our free catalog. 
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GOVERNMENT ^ xx OF KENYA 
MINISTRY OF AGRICULTURE 


Invitation to bid for Technical Manager Agreement of 
South Nyanza Sugar Company Limited 

The Government of Kenya (GoK) hereby invites interested parties to send an expression 
of interest to undertake the Management Agreement of South Nyanza Sugar Company 
Ltd (hereafter referred to as SONYSUGAR). 
Gok has 98.8% shareholding in SONYSUGAR. The company consists of a factory with 
an installed capacity of 3,000 Tonnes of Cane per Day (TCD), a nucleus estate of 2,500 
Hectares and 16,200 Hectares of contracted outgrowers canc. In addition, there is suitable 
land available to support the expansion of the factory up to 6,200 TCD. SONYSUGAR is 
located 160 kilometres south of Kisumu Town. 
Basic Requirements 
1 A bidder may consist of the following: 

a. A sole entity of company which has relevant experience in sugar growing, milling 

and marketing, or 

b. a consortium with the experience outline in paragraph (a) above. 
2, Each bidder must submit identification of all the shareholders and beneficial owners 

that control more than 5% of its capital. 
Technical Qualification Requirements 
A bidder or in the case of a consortium, the proposed Manager of the consortium 
must provide: 
a. proven track record of operating one or more sugar producing complex(es) of 
comparable nature and size in a developing country; 
b. proven record of successful financial management of comparable sugar producing 
complex(es); 
c. proven record of training indigenous staff; and 
d. plan and progress the expansion and privatisation of SONYSUGAR. 
Submission Procedures 
Interested bidders are requested to register their interest and obtain a copy of the 
Terms of reference and other related information, on or before 21 December 1998, at 
4.30pm., from: Chairman 
The Board Committee on Technical Management Agreement 
NSSF Complex, 9th Floor, Bishop's Road, 
P O Box 51500, NAIROBI, KENYA. 
Tel: 254-2-710600/1/2; Fax 254-2-723903 
e-mail «KSAgDusers.africaonline.co. ke» 
An expression of interest should be accompanied by a non-refundable Submission Fee of 
three Hundred United States Dollars (US$300), payable by bank draft to SONYSUGAR. 


ADLINK INTERNATIONAL, LONDON 


Australia: 
lise.alexander@awl.com.au 
Hong Kong: 

ftm Ghk.super.net 

Malaysia & Rest of Asia: 
Fax «60 (0)5 791 4587 


irenes@awl.com.my 


Europe, Middle East, Africa: 
Phone +(44) 1704 508301 

Fax +(44) 1704 506723 
hwmba@ftmanagement.com 
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A very contemporary Russian 


When it comes to Russian leaders, taking sides about an 18th-century tsar is 


another sure way to start an argument 


"o Bee are, very broadly, two sorts of 
Russian patriot, and a handy way of 
telling the difference is to ask what each 
thinks of Peter the Great. For a romantic 
Slavophile who adores Russia, not for her 
worldly power but on the grounds of her 
pre-modern culture and spirituality, the 
warrior-tsar is a scheming villain. He tried 
to force the motherland, against her will 
and ultimately without success, into an ill- 
fitting western straitjacket. But for anyone 
who measures greatness in firepower and 
territory conquered, the emperor is one of 
the towering heroes of the nation’s his- 
tory—the man who put Russia on to the Eu- 
ropean map by constructing a navy, found- 
ing a capital and creating a military- 
industrial base. 

The harshness of this dilemma—should 
Russia be traditional, or should she be 
strong—is only highlighted by the dishon- 
esty of those who refuse to make a choice. 
Take Alexander Rutskoi, the hapless, blus- 
tering air-force veteran who, as deputy to 
Boris Yeltsin, led a doomed rebellion in 
1993. Visitors to the vice-presidential of- 
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fices in the Kremlin would invariably be 
shown a portrait of Peter the Great's giant, 
ungainly figure, towering over the models 
of the fighter-bombers which Mr Rutskoi 
had flown in Afghanistan. There was some- 
thing pathetic, as well as inappropriate, 
about this gesture. A man of Mr Rutskoi's 
muddly Slavophile views would, in Peter 
the Great's time, have been ranged with the 
conservative Muscovite gentry whose strag- 
gling beards and loose oriental clothing 
would infuriate the modernising emperor. 

An 18th-century Rutskoi might even 
have taken a stand with the diehard tradi- 
tionalists who identified Peter the Great 
with the Antichrist. As Lindsey Hughes 
records in her formidably encyclopedic ac- 
count of Peter's reign and the Petrine age, 
the emperor's ruthless innovation in mat- 
ters social, military, economic and spiritual 
prompted warnings from religious dissi- 


| RUSSIA IN THE AGE OF PETER THE GREAT. 
| By Lindsey Hughes. Yale University | 
| Press;640 pages; $35 or £25 | 


dents that his new capital, St Petersburg, 
was a latter-day Sodom, ripe for destruc- 
tion. Like today’s Russian conservatives— 
an ill-assorted and quarrelsome family 
among whom Mr Rutskoy ranks as one of 
the more harmless figures—opponents of 
the Petrine regime equated foreign influ- 
ence with decadence, corruption and blas- 
phemy. With greater ruthlessness than the 
latest generation of Russian modernisers 
has so far shown, these dissidents were duly 
crushed by a secret police force that has 
been a feature of the country ever since. 

The ambiguity of Peter the Great's lega- 
cy is, of course, only one small illustration 
of the recurring problem which has faced 
Russia—and any other deeply conservative 
society—as it competes with rival powers 
whose social structure, and technological 
base, are far more sophisticated. To protect 
a traditional society against “modern” ri- 
vals, it is necessary to copy and embrace 
some aspects of modernity: industrialisa- 
tion, monetisation, secularisation, literacy, 
social mobility. All these trends tend to eat 
away at the foundations of traditional soci- 
ety, challenging the legitimacy of old power 
structures. That is probably the reason why, 
in so many traditional societies, from Iran 
to Indonesia, modernisation has gone 
hand-in-hand with intensified repression. 
And that, in turn, may help to explain why 
the most ambitious modernising projects— 
such as Soviet communism—can so easily 
fossilise into profound conservatism. 

Ms Hughes provides a huge amount of 
raw material—without herself offering any 
firm conclusions—for the historian who is 
trying to assess how fundamentally Peter 
did manage to change traditional Russian 
society. On the face of things, he inflicted a 
stunning, irreversible defeat on one of the 
most theocratic societies ever established: 
the medieval kingdom of Muscovy whose 
seven-hour liturgies, rigorous fasting and 
interminable bell-ringing used to astonish 
visitors, even sympathetic ones from else- 
where in eastern Christendom. The mere 
fact that Peter relied heavily on foreign ad- 
visers was in open defiance of warnings 
from the Church against close relations 
with non-Orthodox foreigners. An even 
harsher blow was dealt by the anti-clerical 
frolics of the “all-mad, alljesting, all- 
drunken assembly" created by Peter and his 
friends. And an apparent coup de gráce to 
the old theocracy was the abolition, in 1721, 
of the Russian patriarchate in favour of a 
more western model of ecclesiastical gover- 
nance, aiming at transforming the church 
into a state-guided agency of social control. 

Under Peter, art, science and non-reli- 
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gious education were introduced to Russia 
—not for themselves but because, without 
them, it would have been impossible to 
build a war industry. To the received image 
of Peter as a ruthless seculariser, Ms Hughes 
brings a useful qualification: religious 
painting and publishing persisted and 
even flourished during his reign, despite 
having to compete with the secular world. 


iai a at ae 


But the real outcome of the struggle be- 
tween the sacred and profane which began 
under Peter lies outside the scope of her 
book, for it was not fully manifest until the 
19th century when there emerged, in reac- 
tion to the pressures of modernism, a mo- 
nastic and mystical tradition whose inten- 
sity had not been seen in Christendom fora 
millennium. 





Forests in the Russian imagination 


The dark beyond 


ARCHANGEL. By Robert Harris. Random House; 416 pages; $24.95. Hutchinson; 


388 pages; £16.99. 


SkuNK. By Peter Aleshkovsky. Ivan R. Dee; 186 pages; $14.95 


[1 I: YOU are afraid of wolves, keep out 

of the forest,” Joseph Stalin was said 
to have remarked in 1936. As that was the 
year when he embarked on the most brutal 
period of bloodletting in Russia’s grim his- 
tory, it is tempting to think that the forest he 
meant was the Soviet Union and that the 
wolf he had in mind was himself. So it is 
apt that Robert Harris sends Fluke Kelso, 
the historian hero of his novel “Archangel” 
into the forests of Russia’s frozen far north 
to stalk down the cunning, wolfish heir to 
Stalin’s historical legacy. 

Taking as his narrative foundation the 
rumoured theft of personal papers from 
Stalin’s safe hours before his death in 
March 1953, Mr Harris constructs the edi- 
fice of his gripping, if not ultimately credi- 
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Where to track the Russian soul 
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ble, story on the bricks of history and con- 
temporary reportage. Introduced along the 
way is a cast of characters, both real and 
imagined. There is Lavrenty Beria, Stalin's 
sinister chief of secret police, who lured 
young Moscow girls to their destruction in 
his lair. Into the real political space be- 
tween a befuddled Boris Yeltsin and his 
lacklustre Communist counterpart Gen- 
nady Zyuganov, Mr Harris has introduced 
the fictional Vladimir Mamontov, a cold- 
blooded Stalinist whose collection of 1930s 
memorabilia hints at more than just a 
hobby. And manipulated by all about him 
is Kelso, a brilliant, hard-drinking histo- 
rian who has failed to fulfil his potential or 
his marital oaths. 

Well-researched and skilfully observed, 
"Archangel" examines how Rus- 
sias uncompleted  history—the 
“past that carries razors and a pair 
of handcuffs"—continues to affect 
its attempt at free-market democ- 
racy. Underlying the story is the 
whispered issue of what makes 
Russia Russian. This question so 
vexed the real President Yeltsin 
during his first term in office that 
hesetupa national competition in 
search ofan all-embracing Russian 
idea. None was forthcoming. But, 
in choosing to set his novel among 
the forests that surround the north- 
ern city of Arkhangelsk, Mr Harris 
has cleverly seized on one of the 
most ancient and enduring back- 
drops to the Russian sense of iden- 
tity: the zaleskaia zemlia, the 
wooded lands. 

In "Archangel" Stalin is re- 
ported to believe that “the soul of 
Russia liesin the ice and solitude of 
the far north." Certainly, since the 
13th century, that landscape has be- 
come closely linked with Russian 
spirituality and national identity. 
As the Mongol hordes swept across 
the European steppe, the Russian 


Orthodox Church was forced to take refug 
in the woodlands of the north. The fores 
also provided shelter during the 17th cen 
tury to the schismatic Old Believers whei 
they were cast out of the mainstrean 
church and society. 

The exodus north meant that Russia! 
culture evolved independently during thi 
period, cut off from the rest of a Christian 
world that had just rediscovered the Greel 
philosophers. And simultaneously th 
church was forced to come to an accommc 
dation with aspects of the animist pagat 
traditions, to which the forest dweller 
were so deeply attached. To this day a war 
eye is kept on the tree-spirits, which can b: 
malign and tricky, by many an icon-wor 
shipping Christian in the villages whicl 
nestle alongside the forests of the north 
And this link between the people and thi 
landscape, which protects, feeds anc 
warms as it threatens, is emphasised ety 
mologically by the mutual root of villag: 
(derevnia) and wood (derevo). 

Peter Aleshkovsky makes explicit thi 
connection between the Russian soul anc 
the northern forests in his first. novel 
“Skunk”, which was shortlisted for the Rus 
sian equivalent of Britain's Booker prize 
and published in English this year. Thi: 
boldly ambitious, if heavy-handed, Bild 
ungsroman takes its hero, a young puni 
called Skunk, on a spiritual journey fron 
the underworld to sainthood. 

Unloved and unlovely, Skunk grows uy 
in the back room of a small-town, post-So 
viet grocery store with nothing to sustair 
his hope but his love for a local girl. Wher 
he discovers that she regularly submits tc 
sex with Moose, the school gang leader, anc 
his mates, Skunk feels compelled to kil 
him. He then flees to the forests. 

In a plot which draws on M 
Aleshkovsky's own experience working a: 
an archaeologist restoring the monasterie: 
of the north, Skunk is led to salvatior 
through a series of encounters with thi 
beasts and the priests of the forest that arı 
richly symbolic. He learns to survive in tht 
harsh, cold climate and to work in har 
mony, rather than conflict, with nature. Ir 
so doing he purifies his soul to such a de 
gree that when he returns to his pollutec 
and corrupt hometown, he astonishes the 
populace by miraculously causing the sa 
cred stone of St Andronicus to hover ovei 
the river. 

Russians love trees with a primal pas 
sion. Even now the suggestion to a Russian 
that a tree might be felled to give light to z 
gloomy house can provoke an indignant 
rejoinder. Readers will recall the mournfu! 
death of a tree in Tolstoy's "Three Deaths' 
and the desolate signal ofan era ending as a 
woodcutter hacks away at the cherry or 
chard in Chekhov's play. Trees stand for a 
continuation ofthe Russian way of life. 
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[Classical dance 


Ballet’s superstar 


NUREVYEV: His Lire. By Diane Solway. William 
Morrow; 512 pages; $27.50. 

INTERNATIONAL ENCYCLOPEDIA OF DANCE. 
Edited by Selma Cohen. Oxford University 
Press; six volumes; $1,250 or £775 


UDOLF NUREYEVSS life is tangled in 

mythology dense enough to obscure a 
less striking figure. He began the elusive 
legend himself with a memoir ghost-writ- 
ten when he was only 24 years old. His 
story makes for colourful copy but poses 
questions which, despite partisan convic- 
tion and tireless sleuthwork, remain unan- 
swered and probably unanswerable five 
years after his death. 

Nureyev was the Russian defector 
whose “leap to freedom” thrust the epicene 
world of ballet into the forefront of the 
trendsetting 1960s. He was one of the first 
superstars of the new hyped-up media era, 
and perhaps to this day the only dancer to 
amass a vast personal fortune. His cult sta- 
tus eventually came to be seen as a detri- 
mental distraction to genuine creativity in 
dance. His later life could be read as the 
cautionary tale of a genius spoiled by too 
much adulation, his talent and powers all 
but frittered away by the time Arps caught 
up with him at the age of 55. 

In her new biography “Nureyev, His 
Life”, Diane Solway sets about sorting 
through the legend, confirming the verifi- 
able parts and fitting them into a wider 
well-documented framework. Nureyev's 
personality was intrinsically contradictory, 
but the contrast between his early and later 
lives and selves is also astonishing. First in- 
troduced to the West as a "Russian defec- 
tor" he was in fact neither Russian nor re- 
motely interested in politics of any kind. 
This new biography incorporates for the 
first time previously classified and unavail- 
able material from the Russian archives. 

Nureyev was born in the remote 
Bashkirian Urals to Tartar Muslims. His 
first language was not Russian and his eth- 
nic identity and marginal beginnings 
made him an outsider long before he left 
Russia for the West. Even without the con- 
strictions of the Soviet system, it is extraor- 
dinary that he should have found his way 
out at all. But the backwater harboured ex- 
iles from Moscow and Leningrad. Nure- 
yev's first mentors were a series of cultured, 
adoring women who believed in his ca- 
pabilities. Such figures would continue to 
play prominent but backstage roles 
throughout his life. Their voices are heard 
often for the first time in this book. 

Nureyev himself rarely acknowledged 
these figures. He was reluctant to dwell on 
any aspect of the past. His own version of 
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Nureyev and fans 


the dramatic events at Le Bourget Airport 
on June 16th, 1961 (he claimed it was June 
17th for astrological reasons) varied over 
the years and differed considerably from 
that of other participants. Ms Solway has re- 
constructed what is probably the fullest ac- 
count you are likely to have. Nureyev's 
"leap to freedom", it seems, was not 
planned but brought on by the short- 
sightedness ofhis KGB minders who sought 
to punish his freewheeling behaviour (he 
was 22 at the time) by recalling him from 
the European tour. He was tried for treason 
in absentia and sentenced to seven years 
imprisonment though the maximum pen- 
alty could have been death. This sentence 
had not been revoked at the time of his 
death in 1993. 

Ms Solway sifts through the other im- 
portant milestones of his life in the same 
methodical but never tedious manner. 
Extenuating information is relegated to fre- 
quent footnotes which supply the neces- 
sary background without waylaying the 
central narrative. Without prurience, she 
sensitively examines his enduring but trou- 
bled love for Eric Bruhn, his fabled partner- 
ship with Margot Fonteyn, his insatiable 
need to perform right up to the time of his 
death. She does not shirk awkward ques- 
tions regarding his character and sexuality 
but she refrains from irresponsible pro- 
nouncements where conclusive evidence is 
missing, fairly offering what is known and 
leaving the reader to judge. 


Anew bible for dance 

The heading for Nureyev in the new six vol- 
ume "International Encyclopedia of 
Dance" published by Oxford University 
Press offers four pages of information 
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which include biographical basics not no- 
tably at variance with Ms Solway's compre- 
hensive account, a brief and reasonable 
critical appraisal of Nureyev's achievement 
and its significance, and a 15-item bibliog- 
raphy with sources dating to 1994. 

The scope of this work, 20 years in 
preparation, is truly vast. One might not 
think to find a heading for Belize in a dance 
encyclopedia but the "international" of the 
title is taken literally and not even the 
smallest countries are entirely overlooked, 
however compact the entries. Neither are 
subjects related to but not essential to 
dance. Thus there are entries (all signed) for 
composers and musicians, for all the major 
Kabuki actors in Japan, for *photography", 
“film and video", “reconstruction”, and 
“kinesiology”. Predictably, the majority of 
entries concern individual dancers, chore- 
ographers, works and companies from the 
western classical tradition: 13 pages for 
Petipa, nine for Nijinsky, six for “Swan 
Lake”, 11 for the Royal Ballet. 

The encyclopedia’s entries are liberally 
illustrated with photographs, drawings 
and diagrams. The Anglo-American origins 
and outlook of the project are perhaps in 
evidence. As choreographers, Kenneth 
Macmillan rates five pages, Maurice Béjart 
four and Jiri Kylian barely two. As intend- 
ed, these volumes, in redressing a previous 
lack, reflect the hard-won recognition of 
dance as a distinct and important art form. 
Given the amorphous nature of the subject 
there are bound to be omissions and in- 
equalities, but the ambitious scope of the 
encyclopedia makes it a browser's delight 
and it will not fail to set searchers on the 
right path for further information. 
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Banned music 


Hold that tune 


Music has alwa 


had a great capacity to provoke the powers that be. But is 


musical censorship the threat it once was? 


ee USIC is probably the most cen- 
sored of all art forms." This star- 
tling claim is from "Smashed Hits", a spe- 
cial issue ofthe magazine Index, put out by 
a London-based watchdog, Index on Cen- 
sorship. It seems a bold assertion on the 
face of it. Haven't the powers that be more 
to fear from books, films and plays? Isn't 
music too abstract and intangible to cor- 
rupt the innocent or threaten the mighty? 
In answer, Index presents a good case that 
music's capacity to stir emotions makes it a 
natural target for cultural policemen. 

Music lends words a per- 
suasiveness that has been 
feared for centuries. Verdi's 
operas, rallying cries for Ital- 
ian unification, were sub- 
jected to thousands of nit- 
picking cuts and alterations. 
Mozart's "Marriage of Fig- 
aro”, whose servant hero 
fools his master, was fre- 
quently censored (as was the 
enormously popular play 
on which it was based). In 
more modern times, Arvo 
Part's declaration “I believe 
in Jesus Chris" in his 
"Credo" earned it a ten-year 
Soviet ban. And in 1989, one 
of the great post-war British 
opera productions—Benja- 
min Britten's “Death in Ven- 
ice"—was dropped from Glyndebourne's 
educational opera festival under a legisla- 
tive provision against the "promotion of 
homosexuality" in schools. 

Musical censorship, of course, is a tricky 
notion. Depending on who you are listen- 
ing to, it is often stretched to mean pretty 
well anything from outright bans to disfa- 
vour, opprobrium and even neglect. 

Leonard Bernstein was unofficially 
blacklisted in America's McCarthy era. 
Conlon Nancarrow, an American of the 
previous generation now recognised as a 
great original, was harassed enough for his 
communism to choose self-exile—and rela- 
tive neglect—in Mexico. 

Because his more hateful views ap- 
pealed to Nazis, Wagner remains off-limits 
in Israel. When Zubin Mehta attempted to 
conduct music from "Tristan and Isolde" 
there in the late 1980s, the orchestra was 
physically attacked. Curiously, as Sir Simon 
Rattle pointed out before a London concert 
for Index on Censorship on November 
16th, Tel Aviv concertgoers were happy to 
hear Carl Orffs “Carmina Burana" (1937) a 
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week before the aborted "Tristan". Orff was 
almost a Nazi court composer. 

Some composers suffer not for their 
views but for who they are. Jewish compos- 
ers were first frowned on and then banned 
by the Nazis, even those like Mendelssohn 
who were pillars of the German repertoire. 
More recently, people have argued that the 
paucity of contemporary works by women 
in concert performance is a form of preju- 
dice amounting to censorship. 

Dramatic content can be troublesome. 
Both Bartok and Shostakovich fell foul of 





Shostakovich and Britten irked the censors 


the authorities in a favourite playground 
for censors—sex. Stalin was so offended by 
the brutal coupling of Sergei and Katerina, 
portrayed graphically by the orchestra in 
Shostakovich's opera *Lady Macbeth of 
Mtsensk”, that Pravda denounced the com- 
poser at length. It was virtually a career- 
ending sentence which Shostakovich only 
averted by a painful adjustment of his style. 
Bartok's “Miraculous Mandarin" ballet, a 
fable of prostitution and murder with no- 
tably erotic music, was cancelled in Buda- 
pest in 1931 on moral grounds. 

Yet music, so pure and abstract, con- 
tains meaning even without words. Re- 
markably, some western classical music 
has been outlawed, blocked or otherwise 
interfered with on its own terms. Hungary 
between the first and second world wars 
laid political claim to Transylvania. Bartok, 
a Hungarian, ran into considerable trouble 
for using Transylvanian folksongs, which 
clearly had strong Romanian "finger- 
prints". Shostakovich was similarly criti- 
cised for using Jewish themes in deeply 
anti-Semitic Soviet Russia. 


The Israeli ban on Wagner is often de- 
fended by those who claim to hear Wag- 
ners personal politics transmuted into 
sound. For these critics certain chord pro 
gressions are browbeating and fascistic 
Mahler—himself Jewish—claimed thai 
some Wagner parts such as Mime in “Sieg. 
fried" were unflattering portraits of Jews 
This for him was more than a matter of dra: 
matic caricature: he claimed to hear sup- 
posed Jewish characteristics like "petty 
intellectualism" represented musically. 

Finding moral meanings in formal mu- 
sical patterns has a venerable history. In his 
"Laws", Plato condemned certain scales for 
their sensual qualities: complex rhythms 
and melodies would lead to depression 
and disorder, and should be banned. Cal- 
vin likewise warned listeners against the 
musical dangers of chaos, voluptuousness 
and effeminacy. Descartes feared music be- 
cause it so powerfully excites 
the imagination—and to 
control freaks, imagination 
is a dangerous rival. 

There are many political 
equivalents. The good Soviet 
composer was expected to 
write bright, optimistic mu- 
sic, easily understood by the 
masses. Bourgeois capitalis- 
tic experimentalism got the 
music of Prokofiev, Schnitt- 
ke and Part, among many 
others, banned or censured. 
"Six Bagatelles" of a great 
Hungarian, Gyorgy Ligeti, 
were premiered with one 
missing. The sixth contained 
too many dissonances “hos- 
tile to the people". In Portu- 
£al during the Salazar dic- 
tatorship, composers had to make 
nationalistic use offolk music, which drove 
some into alternative careers. 

How much of a threat musical censor- 
ship represents now is debatable. Censor- 
ship involves a perverse form of flattery, 
and in many countries classical music has 
lost the power to provoke. What music is or 
isn't suitable, for example, at religious ser- 
vices or on public occasions will continue 
to be argued, as will the question of wheth- 
er or not non-performance in these con- 
texts amounts to censorship. But in rich de- 
mocracies at least, the active attentions of 
cultural police, state or private, are directed 
more at naughty rock lyrics or political 
"hate" music. If classical music faces a 
present danger, it is less from outright op- 
position or interference than from indiffer- 
ence and lack of support. 

Yet it is wrong to be complacent. Ira 
Shapiro, a contemporary Israeli composer, 
has met serious trouble in his own country 
because of protest works such as “Intifada”. 
The censors’ itch is always there. 
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Live your favorite linguists a gift subscription to Champs- 
Elysées, Puerta del Sol, Acquerello italiano, or Schau ins 

md, audiomagazines for intermediate and advanced students 
of French, Spanish, Italian, and German. Produced for people 
- Who want to maintain or improve their proficiency in a 

~ language, each edition includes an audiocassette with an 
hour's worth of news, interviews, and conversation about 














the cassette, subscribers also receive a magazine containing à 
| word-for-word transcript of the audio, an extensive glossary, 
and informative background notes. 










ll of the programs are produced in Europe by professional 
i broadcasters and journalists. Listening to them for a few 
“hours each month is all it takes to build vocabulary, improve 
-listening comprehension, and become more culturally literate. 







: Champs-Elysées i in French: The rich... 
ditions and. contemporary élan of 
France resonate through each edition of. 
- Champs-Elysées. A feature on the 100th 
anniversary of the Ritz Hotel, a 

. comprehensive look at soccer 
mania in France, and a visit to 
[ the Piper-Heidsieck 

| champagne cellars are among the 
recent segments on this lively French- 
| language audiomagazine. Coming up: a feature on Quimper 
pottery and an interview with actor Michel Serrault. 

























| Schau ins Land in German: Professional journalists in 
| Germany, Austria, and Switzerland provide a fascinating 
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Makes a Great Holiday Gift! 














| Champs-Elysées: — C1 5 monthly editions (US$79) 
jo CJ Study supplements (US$20) 
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Address B 3 E 
City/State/Zip ee ME z - ES e 
E-mail 





Extra postage: Canada & Mexico, add US$4 on all subscriptions. Outside North America, add US$10 on all subscriptions. 
Tennessee residents add 8.2596 sales tax. 


Send check or money order to Champs-Elysées, Dept. O38, P.O. Box 158067, Nashville, TN 37215-8067 





Credit card orders may be faxed to 615.297.3138 | 


ORDER BY CREDIT CARD IN THE U.S. & CANADA: 


“urrent events, politics, the arts, and other topics. Along with 


Puerta del Sol: O 6 bimonthly editions (US$89) 
O Study supplements (US$30) 
Acquerello italiano: 06 bed editions (US$89) 









overview of German-speaking Europe every 
month in Schau ins Land. Recent programs 
have included a two-part profile of Bertolt 
Brecht, a look at Sion, 
Switzerland's bid to host the 2006 
Olympics, and a report on the 
recent elections in Germany. 


Puerta del Sol in Spanish: A talented 
group of broadcast journalists in Madrid examines 
the colorful textures of Hispanic culture 
lll every two months in Puerta del Sol. A 
feature on the new Guggenheim 
Museum in Bilbao, interviews with 
best-selling author Arturo Pérez-Reverte. f 
and rising film star Jordi Molla, and a 
profile of literary giant Federico García 
Lorca are just a sample of the intriguing | 
segments on recent editions of this 
Spanish-language audiomagazine. 


Acquerello italiano in Italian: Produced six — / 
times a year in Rome, Acquerello italiano 
showcases the vitality and style of 
contemporary Italy. Recent programs | 
have included an interview with film 
director Giuseppe Tornatore, a look at ^ 
attempts to restore the archaeological site 
at Pompeii, a report on the controversial: 
cancer treatment of Luigi Di Bella, and a i 
visit to the Italian shipyards where a new generation 
of cruise ships is being built. 


































































E Study supplements (US$30) 





C] Check enclosed. zl checks must be in US$ and drawn on a US bank. TE 
Please charge my CIVISA [C] MasterCard [1 Discover 


Card no. , 





Exp. date |. 





Signature 










Visit our Web site at http: /iwww.champs-elysees. com 


1.800.824.0829 


N A rather gloomy look at 

what she called Russia's 
"democratic house of cards", 
Galina Starovoitova said she be- 
lieved that it would collapse un- 
less parliament retained its 
small group of genuine reform- 
ers, and unless Boris Yeltsin, 
whatever his faults, kept hold of 
the presidency. Mr Yeltsin's suc- 
cessor, she feared, might be a 
“potential dictator" or a finan- 
cial baron with little interest in 
democracy. Now Miss Staro- 
voitova, perhaps the most ar- 
dent of the reformers, is dead, 
murdered, apparently by politi- 
cal opponents, and Mr Yeltsin 
looks none too well. This week 
the future of Russia, always 
foggy, looks that bit more 
impenetrable. 

Miss Starovoitova did her 
best to help non-Russians 
through the fog. She made fre- 
quent visits to the United States 
and European countries, and 
would happily, and lucidly, ex- 
plain in good English the nature 
of post-Soviet politics. At the end 
of her lecture or radio interview, 
you were a little more aware of 
the reformers’ struggle as they 
faced attacks by powerful 
groups “striving to restore the 
old economic and political sys- 
tem” and which sought to ex- 
ploit the “ordinary Russians’ 
nostalgia for communist times”. 

She knew these times as well as any Russian. The first 44 
years of her life were spent under Soviet rule. She recalled that 
her childhood home was “typically Soviet”, although it was 
probably better than that: her father had the privileges that went 
with being the boss of a factory. After graduating at Leningrad 
University she secured an interesting job with a state institution 
studying Russia’s ethnic minorities. During her 17 years there, 
Armenia became one of her studies. Before becoming a Soviet 
state, it had been independent, and many Armenians wanted to 
be independent again. Miss Starovoitova found herself sym- 
pathising with them. In earlier times she would probably have 
been sent to a labour camp, but in the 1980s the Soviet regime 
was easing. Mikhail Gorbachev was in the ascendant. 


Speaking out 

In 1985 Mr Gorbachev became leader of the Communist Party. 
The Congress of People’s Deputies, the Soviet parliament, be- 
came a genuine legislature, with its debates shown on television. 
Miss Starovoitova was elected to the congress from Armenia, 
grateful for her support for its independence (which it gained in 
1991 following the break-up of the Soviet Union). Her forceful 
speeches calling for more democracy made her a star in a coun- 
try new to uncensored views. Everything she said seemed fresh. 
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Galina Vasilievna Starovoitova, Russian 
democrat, died on November 20th, aged 52 


NU Pr B z - . a ers 


She defended traditional reli- 
gion (although was not a be- 
liever) but said it should not be 
allowed to threaten Russia's 
small pagan minorities. 

Boris Yeltsin, Russia's first 
popularly elected president, was 
fond of Miss Starovoitova. Like 
France's Francois Mitterrand, he 
enjoyed the company of intelli- 
gent, good-looking women. Miss 
Starovoitova was now in the 
new Russian parliament, the 
Duma, representing a constitu- 
ency in St Petersburg, formerly 
Leningrad, and a member of a 
party that called itself Demo- 
cratic Russia. Mr Yeltsin made 
her his adviser on ethnic minor- 
ities and there was talk of her be- 
coming a minister. 

They fell out in 1994 when 
Mr Yeltsin tried to put down a 
secessionist movement in 
Chechnya, but Miss Staro- 
voitova continued to believe 
that he was the country's best 
hope for continued reform. As 
for Mr Yeltsin, he said from his 
sickbed last week that she was 
“my closest comrade-in-arms 
and helper". He dispatched his 
interior minister and a security 
chief to St Petersburg to try to 
find her killer. 

No one seemed hopeful that 
they would be successful. Mur- 
der is common in Russia. Since 
1993 seven members of the 
Duma have been killed, although in most cases as a result of 
financial disputes rather than politics. The murder of Galina 
Starovoitova was probably carried out by a hired hoodlum. 
Nothing was stolen, except her life. 

She had plenty of enemies. The Communists, obviously. She 
was planning to present to the Duma evidence of corruption by 
Communist members. She was loathed by the nationalists, who 
seek Russian domination over former Soviet states. She said re- 
cently that she would run for a governorship against Vladimir 
Zhirinovsky, a nationalist leader she accused of trying to build 
“a criminal dictatorship”. She condemned anti-Semitic remarks 
made by a former general who now sits in the Duma. The army 
feared her. “Our military is not accountable to the civil society 
and does not answer even to the president,” she once said. Mr 
Yeltsin, who has a quirky sense of humour, was believed to have 
offered her the job running the defence ministry, but she made a 
joke of it. Russia was not ready for a defence minister in a skirt, 
she said. The army did not laugh. 

A problem for her enemies was that she could not be bought. 
She lived simply and seems to have had no business interests. In 
a country which sometimes seems to be in the grip of criminals 
she was a saving grace. A friend of hers said that, with her death, 
democracy has died. Perhaps not that, but it has taken a knock. 
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The Oxford 
Advanced | 

Management 
Programme 


_ Presents a global overview of the business enterprise and its strategic challenges. Oxford’s 

four-week AMP provides a unique opportunity to stand back and pursue your own learning 

. agenda, assisted by a top class team of individual tutors and in the company of some of the 
most international and high calibre senior executives. 


10 January - 7 February 1999 


For further details return to Maureen Campbell, Templeton College, Oxford, OX1 SNY, UK 


Job Title: 











Em 








+44 (0865 
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INSEAD 





Risk Management 
in Banking 


June 1999 in Fontainebleat 


Strategic Management 
in Banking 


1-6 March 1999 in Singapore 





Led by Professor Ingo Walter, this programme 

gives a comprehensive understanding of the sources 

of market and credit risks facing banks in the modern 
g 

global financial environment and how they may 

be controlled. 


While the programmes in both locations share 
the same themes, the programme in Singapore 
will have more of an Asian focus. 


You will explore in detail the following themes: 
e New ways of evaluating and managing position risk 
Mastering credit risk evaluation 
e Understanding Value-at-Risk 
» Managing off-balance sheet exposure 
° Discussing reputation risk management, 

uncontained losses, and consequences on 

Shareholder Value. 





7-19 March 1999 in Fontainebleau 


Since the banking industry has its own needs, this 
programme, designed by Professor Jean Dermine, 
has been dev reloped to enhance some key bank specific 
management skills. They will help bank executives to 
analyse the forces transtorming b: industry, as well 
as to develop a strategic mind in this fast changing 

£ 
environment. 


The main topics are: 

Strategic Analysis of the Financial Services Industry 
e Competitive analysis of the banking industry 

e The impact of the euro 

e The future of financial intermediation 

e Specialisation vs universal banking. 


iribi tgo d e 


Developing Bank Specific Management Skills g 
e Asset-Liability Management: profitability and risk control : 
e Information Technology: direct banking ` 


e Marketing of financial services. 
€i wv wd 


Special feature 
For both programmes, the use of the ALCO Challenge computer simulation (Asset- Liability Committee ). 
designed by INSEAD, recreates an international banking environment complete with its strategic and regulatory 
dimensions. Participants experience first hand the dynamics, links between product profitability, risk, 
capital adequacy, taxation and the stock market value of banks. 


Famin N Name 


First Name 


: omoun N Name è Address. 





: de Constance, 77305 Fontaine: eau Cedex, France, 
mail execed@insead. fr, http://www.insead.fr 


iplease give dates) 


UU OMr/NIS/Dr/Other 


Job Title 


. Postcode 
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COURSES 








Harvard University 


Master in Public Administration/ 
International Development 









The John F. Kennedy School of Government 
is launching an exciting new degree program, 
the MPA in International Development 
(MPA/ID). 


Prepare yourself to make 
a difference in the world. 


RIGOROUS AND INTENSIVE, the MPA/ID 
represents a breakthrough in development 















education, combining depth in economics 
training (at the Ph.D. level) with a cross-dis- 
ciplinary approach to solving the most critical 
problems facing the world. 


TAUGHT BY A WORLD-RENOWNED 
FACULTY, including economist Jeffrey Sachs 


id who envisioned the program, the MPA/ID 


will bring Harvard's extensive resources to 
GETTING A COMPETITIVE EDGE IN THE GLOBAL ECONOMY... 


Corporate Demand for our 
high-quality Graduates 


bear on promoting sustainable economic 
growth with equity and social justice in an 
interdependent world. 


FOR EXCEPTIONAL, MOTIVATED PEOPLE 
from all over the world with strong math and 
economics backgrounds, the program will 


i a 
get in early! deepen and expand analytic skills in combi- 


The leading international companies 
and pr nal firms in our field 
increasingly recruit high-quality 
CEPMLP graduates. And there are 
good reasons for this. A worldwide 
recognition as the leading graduate 
school in our field with close 
connections to industry and the 
professions. Our global network of 
rnal faculty, associates, partners 
alliances Graduate studies, 
executive training, research and 
consultancies span five continents 
Plus an internationally acclaimed team 
A unique and distinctive graduate 
programme focusing on professional 
relevance with academic excellence 
And we can substantiate such claims, 
check our website to 
graduates go! A good inve 
and we are ready to chip in with a 


co-financing package! 





International Business 
Transactions & Investment; 


Finance; Oil & Gas; 
Energy; Water; 
Environment; Mining; 
EU Integration - with an 
Interdisciplinary 
Orientation: 
Law, Policy, Economics 


& Management 


Diploma * MBA * LLM * MSc * PhD 





and Mineral Law & Policy 
The Leading International Graduate School in Natural Resources, 
Energy and International Business Transactions 
J Info: Kathleen Shortt, CEPMLP /University of Dundee 
3 (E12), Dundee DD1 4HN, Scotland, UK 

Tel: +44 (1382) 344300 Fax: +44 (1382) 322578 


e-mail: cpmip@dundee.ac.uk 





Website and CEPMLP ine Journal: www.dundec.ac.uk/petroleumlaw 
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UNIVERSITY 






nation with real-world experience through 
intensive internships in international set- 
tings. Students will develop the tools to 
become leading development analysts and 
practitioners, Our career services staff will 
help launch graduates into rewarding devel- 
opment careers. 


Classes begin in September, 1999. 
Applications are due by January 4, 1999. 
Full and partial scholarships are available. 


If you're committed to a career in international 
development and want to learn more, send 
your name, address, telephone 

and e-mail address to: 


JOHN F. KENNEDY 
SCHOOL OF GOVERNMENT 


79 John F. Kennedy Street 

Cambridge, MA 02138 

phone: 617-495-2133, fax: 617-495-9671 
e-mail: idprogramsQ)ksg.harvard.edu 
http://www.ksg.horvard.edu 


= Office of International Development Programs 
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Join tbe ORANA 


MSc Trade, Transport & Finance 
MSc Shipping, Trade & Finance 





concentrated courses on important 







profound training of skills in e 
empirical research and economic p: 






If you bring the talent we'll provide the knowledge 






Courses: 






for a successful international business career in 






Macroeconomics in Open Economies 






banking, finance, international trade & transport or international inancla Markes 






stockbroking. 


The Economics of Employment 







Political Economy of Open Economies 


International Trade 





We have 750 graduates in over 70 countries who 






: European Economic Integration 






enjoy an international career. Stelios Haji-Ioannou 





Environmental Economics 








founder Chairman of no-frills airline easyJet is just Economic Growth and Development 






For detailed information write to: 
‘Institute of World Economics « Advanced 
Fax: Germany+43 1485853 

Internet info http/www.uni-kiel.de:80 


one of them. 













But success is not easy. Our 14 month course is 





intensive and demanding, pulling in practitioners 
from the City of London as well as our own 


City Experts, many with international reputations. 





If you have the talent to meet the City Challenge 
then get in touch! 


Call us for more information on 
Course enquiries 
0171 477 8606/7/8 


Executive education 
0171 477 8710 


E-mail: cubs-postgrad@city.ac.uk 
http://www.city.ac.uk/cubs/ 


The Maastricht Sehol f biwi- 


i 
ce et lo Tu 
fr the 34 prs programme is US 00. 
The DEA 
a CITY 

P University 
BU. SIN ESS. SCHOOL 


history asthe gregis Anerioo deter in bus 


in order a offer is programme in Maastricht. 


ape "M the next Miieantum 







Enter as Master, 
Emerge as Doctor | 








get vache e United als tia 
14 U, 1947 and Harvard U, 1953) and has heen crowned = 


relapse ily : 
ror ay lm nna disais V 


| KIEL INSTITUTE 
“OF WORLD ECONOMICS 


Advanced Studies 
in International Economic Policy Research 
August 1, 1999 - May 31, 2000 








areas of international economics; 


conomic analysis, methods of 
olicy evaluation; 


designed for economists holding a university degree who are 
interested in à career with international organisations, domestic 
policy and academic institutions, international corporations etc. 


lecturers: 

Holger Wolf (Washington) 
Geert Bekaert (Stanford) 
Dennis Snower (London) 
Guido Tabellini (Milan) 
Wilfred Ethier (Pennsylvania) 
Victor Norman (Bergen) l 
Scott Barrett (London) 


Xavier Sala-i-Martin (Columbia) 


Studies * D-24100 Kiel © Germany 


80/ifw/ 





nem Pete 


ss, MOMS IURE 6 
L| TOC MINA 
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bed AM for Dissemination of Their Research 


' Cd Dn Cbr a 


Objectives 
I Co-upervising MOM Dread Candidates Disertaton 
Stark: January 188 
[nerd pa aie 
Associate Dean European DBA Programme 
hii aar n 
1203, 6901 BE Moastrieht The Netherlands 
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MSM 


_ Maastricht School of Management 
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ECONOMIC POLICY WORKSHOPS | 


Workshops organized every year from January to July 





| nfr a stru ctu r e i n a For mid-career policymakers from LDC's and Transition Economics 
(from ministries such as Planning or Finance, Agriculture, Health, Trade...) 

Participants from parastatals or the private sector are also mostwelcome, oS 

M a rket Eco n O my With instructors drawn from the faculties of the CERDI and its academi 

partners (European and North-American), as well as major Interpanonal 

Institutions (World Bank, IMF, European Commission, United Nations 

Agencies, World Trade Organization, Aid Agencies, Central Banks...) 

* ECONOMIC POLICY MANAGEMENT : MASTERING THE 
ANALYTICAL INSTRUMENTS 

(4 Workshops from January to mid-February) 

* APPLYING THE TOOLS OF MACROECONOMIC POLICY 

: EXCHANGE RATES, TAXATION AND DECENTRALIZATION 
(5 Workshops from. March to mid-April) 

* FIRMS, THE MARKET AND THE STATE : PRIVATIZATION, 

REDISTRIBUTION AND POVERTY 
(5 Workshops from April to mid-June) 

* THE BIG PICTURE : LDC's, TRANSITION ECONOMIES AND 
EMERGING MARKETS IN THE CONTEXT OF | 
GLOBALIZATION ; 

(6 Workshops from mid-June to July) 

For further information, please contact: 
Professor Patrick Guillaumont 
CERDI | 
65, boulevard Francois Mitterrand 
63000 Clermond-Ferrand (France) 
Telephone :33.3.73,43,12.30 
Fax 334.73, 43,1228 

Emni — pmeseantücerdi.t-clermontl.fr 


Cranfield. 


NIVERSITY | 
School of Management 


| h e The Cranfield MBA will provide a unique experience : 


more than just a qualification, it can change your life. 



































; Senuery 17-29, 1999 and July 12-24, 1999 
Infrastructure in a Market Economy is designed for officials in the 

public or private sector who are responsible for developing ond 

implementing initiatives for the private provision of infrastructure. 

The program aims to develop a better understanding of whether to 

< privatize; when privatized firms need to be regulated; the various 

methods for doing so, such as concession contracts or price cap 

| regulation; and vehicles for financing infrastructure, 

- Deadline for applications: 

December 7, 1998 for the January session 

May 24, 1999 for the July session 

For brochure and application, please contact, 

Ms. Pyong Yim, Enrollment Services 

Phone: (617) 496-0484, ext. 58 
email: KSG. ExecEd 2 Horvard.edu 


HARVARD UNIVERSITY 
JOHN FE KENNEDY SCHOOL OF GOVERNMENT 












































































A first class programme with an emphasis on personal 


^ : 
C5 development; highly motivated, mature participants; 
ran le © taught by a dedicated and respected faculty with 


international business experience; in a stimulating and 


supportive learning environment; first choice for many 
À top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


LÀ 
zi a Uu 7 Z q u e Maureen Williams, Cranfield School of Management, 


Cranfield, Bedford, England MK43 OAL 


LÀ 
€ X p e y Z e A NA Tel: +44(0)1234 751122 Fax: +44(0)1234 752439 


Email: m.williams@cranfield.ac.uk 













httpi//www.cranfield.ac.uk/som 


“Cranfield University is ari exempt charity offering o centre of excellence Tor research ond: eclicaition 
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Good Distance Learning 
MBAs are hard to find. 


Mail for a guide to the best, 
wherever you are. 





The Durham MBA Distance Learning Programme is one of Britain's most highly 
regarded International MBA courses and is one of three AMBA accredited 


study options, including Full-Time and Part-Time. - yp. 
If you would fike to develop into one of the world's — University 
of Durham 

Investing in excellence in feaching and research 





America's 


Preferred 
Distance 
Learning 


BACHELORS 


* 


« No classroom attendance + Distance learning. 
* Distinguished faculty - Accelerated degree programs 
+ Credit for work experience « Students from 96 
countries and 30 states in the USA. 








INTERNATIONAL UNIVERSITY OF THE HEALTH SCIENCES 


Basseterrre, St. Kitts, W.1. 








BS/MD dual degree programme * Pre-clinical « Clinical e Degree conversion 
Problem-based, self-guided, self-assessed, electronic WWW curriculum. 
Reply to: 240 Crandon Blvd., Suite 207A, Key Biscayne FL 33149 USA 

Tel +1 305 361 0235 © Fax: +1 305 361 2349 ¢ iubs@medixb.webnet.net 





best managers, apply for your brochure today. 
& Durham University Business School, Admail 436, Mill Hill Lane, Durham DH1 3ZZ 
ž Telephone: 0191 487 1422. Facsimile: 0191 374 3389, e-mail: MBA. DL@durham acuk 

















UNIVERSITY DEGREE 
For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 


Dr Edward de Bono’s 
Thinking Methods 


Monadnock International 
Telephone: +44(0)181-871 2546 

















utilizing your life and work experience. College equivalent credits are M " 
eton ped given for your; Job, military, company training, Industrial Email: info@debono.co.uk 
position with a | courses, seminars and business experience. - 
legal degree | We accept college credits no matter when taken. Www.monadnock.uk.com 
and Our graduates are recognized for their achievements in business and 
transcripts indust, We will assist you in completing your degree requirements P OWER UP YOUR CR EATIVITY 
at your own pace through home study. 











Send/fax detailed resume for a NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 


"As you know 
experience is 
still the best 























teacher... But 1-(808) 597-1909 i 
degrees open CALL: (800) 423-3244 0137 UK: 0800-950-413 Taking the GMAT 
doors. Fax: (310) 471-5456 E-Mail: admissions pwu.com or GRE? 
* 





http:/Avww.pwu-hi.edu 












We CAN help! 


Details from GTAC Assaciates 
FREEPOST, London W5 4BR 
Tel: 0181-993 3983 





CONFERENCE 

















ee THIRD ANNUAL > 


US-Russian 
Investment 
symposium 


FINANCIAL & DIRECT INVESTMENT 
OPPORTUNITIES IN RUSSIA: 


Meeting the Challenge 


LASALLE UNIVERSITY 
Off Campus Degrees 

BACHELOR * MASTER'S» DOCTORATE 
Credit for Work & Life Experience 
1-504-626-8904, Dept. 136 
$20 Lotus Dr. N.* Mandeville, LA 70471 USA 


http//www.distance edu 
LASALLE Eoucation Corporation 













BS, MA, MBA, Ph.D. 
EARN A DEGREE 


Send resume for no-cost evaluation or Fax, 
stvarao (905) 889-2750 
Bue Y $400 Uptown Blvd, NE | 
(Universi 7? Suite GBW. 


Albuquerque, New Mexico 87110 U.8.A. 









John F. Kennedy 
School of Government, 
Harvard University 






















— ary 14-16, 1999 
INCLUDE: ' 
Vagit Alekperov i . ; 
Alexander Lebed Harvard University — Cambridge, Massachusetts 
7 Founded in 1985, Fairlix University offers: 
Yuri Luzhkay | 






E coaperation with 
Q The Conference Board" 
U.S -Russia Business Council 
Russian Marketing Association 
Russian National Foundation for Strategic Research 


* Home study degree programs with no written 
examinations or residency requirements 






Stanley Fischer 






* Credit awarded for prior learning/proctical 
experience 






Lawrence Summers 
James Wolfensohn 









* International faculty 






* Programs at the Bachelor, Master and Doctoral 
levels 





* Year-round admissions 
Details from: The Registcy, Fairfax University, 
‘ork Drive; Suite 200. Baton Rouge, 
a 70827 (Fax: 504.298. 03 
wirfaxutitmail famerieanet 
FAIRFAXU.EDU 


FOR ADDITIONAL INFORMATION, PLEASE CONTACT. 

US-Russian Investment Symposium *° 79 JFK Street. *. Cambridge, MA 02138 

Tet: (617) 496-1565 + Fax: (817) 496-8779 © Email: cameron _half@ harvard. edu 
wwweksgharvard.edu/besia/sdi 





WWW: bttoy Awe. juhs.webnet net 





Aliseda 


115, 28009 Madrid (Spain) 
176 | Fax: 434 91 401 0673 
E-mail: aliseda @ correo.com 


http:// 












OFFERS THE FOLLOWING 
POSTGRADUATE STUDIES: 
February and October admission- 
Full-tíme and Part-time study. 





















* MA in European Politics and 
_ Democracy Studies (Wf) 
* MA in International Conflict | 
Analysis (MA) l 
* MAin International Relations | 
and European Studies (MLA) | 
*. MAin International Relations | 
(WAY) | 
* MPhil and PhD (BA V) 


Courses are available at the | 
following locations: | 
(WM UKC (A)LCIR (W)BSIS 


For further details, please contact 
the appropriate office: 


Graduate Office, The Registry 
University of Kent 
at Canterbury (UKC) 
Canterbury, Kent, CT2 7NZ, UK 
"Telephone: +44 (0) 1227 764000 
ext. 7561/3692 
Fax: +44 (0)1227 452196 
E-mail: Graduate-office&ukc.ac.uk 






London Centre of International 
Relations (LCIR) 

T1 Kingsway, London, 
WC2B.6YE, UK. 
Telephone: +44 (0)171 565 6826/ 6836 
Fax: +44 (0)171 565 6827 
E-mail: L.CIRGukc.àc.uk 


Brussels School of International 
Studies (BSIS) 
Pieinlaan 2, B-1050, 
Brussels, Belgium. 
‘Telephone/Fax: +32 2.629 2707 
E-mail: |. Wiener&ukc.ac.uk 















Excellence in Higher Education at 
Britain's European University 
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THE DIRECTORY OF MBAs Your Future in Management 
http://www.e i] itio nki i.co.uk at the University of North London Business School 


ition XIl's The Directory of MBAs is the leading domestic and W MBA/MBA Executive 
ional guide to MBA programmes. Available on-line, in all good W = MA International Business 
okstores and direct from the publishers (ISBN 1 86149 020 8). W MA International Finance 
Tek +44 171 8330120 Fax: +44 171 923 5505 
: E-mail: market@editionxii.co.uk We offer: 

flexible, modular study programmes 
study on a part-time or full-time basis 
focus on personal development, linked to improved 
performance and opportunity in your career 
exemptions for previous study/work experience 
February and October entry 


To find out more, come to our open evening(s), 2 December 
and 13 January 5pm - 8pm at the Learning Centre, 236-250 


Choose one. of 4UK & USA accredited Management ; Ir si Tube station 
Diploma nurses of 13 units followed 3. M tality Financial Holloway Road N7 (Opposite Holloway Road Tube station) 


year paid internship in a ativelv. r 
London hotel, or, choose our 4. Hotel Sales & Marketing k’ Alternativ ely, contact Postgraduate 
‘Diploma in Tourism. Start January '99 Management Admissions, University of North London, 


Cati 44 171 665 0000 for details, 5. Phot Operations 166 - 220 Holloway Road, London N7 8DB, 
London Hotel School sagena dant and tel +44 (0)171 753 3333, fax +44 (0)171 753 
pedrord Avenue € ‘3 nang Qo 3272, Email admissions@unl.ac.uk or visit 


d nd our web site at http://www.unl.ac.uk 
1 t Cn 


-Helping students to improve their futures 





| Programme Manager: 
ducation Sector in Uganda 


DFID's programme of support to the education sector in Uganda involves the single largest financial commitment by DFID in 
“Africa, which is oe the Government of Uganda to implement a sector-wide development approach in education. We are 
seeking an exceptional person to locally manage our involvement in the sector-wide approach through their critical initial stages, 


- QUALIFICATIONS 

A first degree in an appropriate discipline is necessary, and a higher degree desirable. You will have experience of managing 
complex human development projects and proven ability to achieve results, communicate effectively, influence at a strategic 
level, and provide sound judgement and decision making in intricate situations. Sector-wide approaches are relatively new in 

o development and therefore we do not expect candidates to already have comprehensive experience of such approaches. 

However, you will already have an advanced level of knowledge and/or experience in two or more of the following: national 

“systems of education, education policy formulation, sector planning, public service reform, sector/programme monitoring and 
evaluation, development co-operation. Applicants should either be nationals of Member States of the European Economic Area 
(EEA), or Commonwealth citizens who have an established right of abode and the right to work in the United Kingdom. 


TERMS OF APPOINTMENT 


You will be on contract to the British Government for 3 years in service to the Government of Uganda, and will be located n 
“the DFID Field Management Office in Kampala. Salary will be in the range £35,000 to. £45,000 p.a. depending upon age and 

experience (UK taxable). Additional benefits will normally include variable tax-free allowances, children's education allowances 

free accommodation and passages. 

Closing date for receipt of completed applications is 18 December 1998. 

For further details and application form, please write to Appointments Officer, Ref No AH304/2C/MM«E/TE, 

Abercrombie House, Eaglesham Road, East Kilbride, Glasgow G75 8EA, stating Ref No AH304/2C/MM«E clearly 

on your envelope, or telephone 01355 843243, E-mail: m-mcelhinneyGdfid.gtnet.gov.uk 


DFID is committed to a policy of equal opportunities and applications for this post are sought from both men and women. 
Department for 
A | International 
a " Development 
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Industrial Market Research 


LMC International, a rapidly growing economic consultancy based in central 
Oxford, wishes to recruit an analyst to work as part of a team on industrial 
marketing and market research projects in the automotive, tyre and related 
sectors. Much of this work will focus on specialist raw materials and components 
used in these sectors. 


The successful applicant ís likely to be a graduate with at least three years' 
experience in industrial and economic analysis in a commercial environment. An 
ability to understand technical, commercial and economic aspects of industries is 
called for, together with good quantitative, computing, writing and oral skills, 
Knowledge of chemistry and foreign languages would be an advantage. A 
proven ability to work to tight deadlines is needed, as well as readiness to travel 
internationally, Non-EU applicants must possess the right to live and work in the 
UK. 
Apply, with a full CV, to: Director of Personnel, LMC International Ltd, 
14-16 George Street, Oxford OXI 2AF, UK. Email. Itromans@Imc.co,uk. 


PAKISTAN 





























who leads the donor consortium. 


QUALIFICATIONS 


TERMS OF APPOINTMENTS 
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CO-ORDINATOR 
SociAL ACTION PROGRAMME PROJECT 


DFID joined the SAPP donor consortium in 1994. Other consortium donor members indude the World Bank, Asian Development 
Bank, Netherlands Government and the European Commission. A Multi-donor Support Unit (MSU) based in Islamabad, helps to co- 
ordinate SAPP management and inputs from SAPP donors. As DFID SAPP Co-ordinator, you will be a key player in the management 
and development of the donor side of the SAP partnership, working particularly closely with the WB Social Sector Team Leader, 


Specifically, you will oversee effective co-ordination of DFID support to, and strategic guidance on, SAP through the SAPP and related 
inputs. This will indude developing and maintaining knowledge and understanding of the SAP and overall social sector service 
provision, and co-ordinating and leading DFID representation in SAP-related discussions with the Government of Pakistan at all 
levels. In addition, you will monitor and regularly review the progress of DFID inputs into SAPP and take lead responsibility for 
the preparation of a Mid Term Review and Project Completion reports. Co-ordinating inputs and participation of other DFID staff 
and consultancy personnel will also fall within your remit as will preparing terms of reference in consultation with DFID advisers. 


You should have sound analytical, presentational and interpersonal skills coupled with the ability to work on your own and as a 
leader and team member. Proven competence in the management of social, developmental and institutional issues at the strategic 
and policy level in a developing country, preferably in South Asia is pre-requisite. Experience of facilitating and supporting 
professional personnel from a range of disciplines is essential, 


Experience of public sector management in one or more of the social sectors, together with an understanding of change management, 
will be required. An appreciation of the processes involved in decentralisation, public/private partnerships, quality assurance and 
community participation would be advantageous. 

Ideally, you will have some familiarity with DFID and its internal procedures. Experience of working overseas, particularly in South 
Asia and as a member of a multi-disciplinary team, would be an advantage. 


Applicants should either be nationals of Member States of the European Economic Area (EEA), or Commonwealth citizens who have 
an established right of abode and the right to work in the United Kingdom. 


Based in Islamabad, you will be on contract to the British Government for 3 years in service to the Government of Pakistan. 
Salary will be within the range £43,000-£46,000 p.a. (UK taxable) commensurate with qualifications and experience, Additional 
benefits will normally include variable tax-free allowances, children's education allowances, free accommodation and passages. 


Closing date for receipt of completed applications is 18 December 1998. 


Department for 
International 
A APE 








T he creme always rises to the top, 
so why shouldn't you? 


Looking for the way to achieve that higher level of income? If you're an 
international senior executive, over 40, and currently earning +100K per 
year, we can assist you in attaining your goals. At Resume Broadcast 
international, our team will manage your career search with the expertise 
you have come to expect. Our commitment is not just 40 hours per week, 
but 24 hours a day, 365 days a year. Contact us at Tel: (909) 866-4213, 
Fax: (909) 866-4244 or E-mail: 102224.3306@compuserve.com today 
and watch the doors to opportunity open tomorrow. 


Resume Broadcast International 

PO BOX 2892, Big Bear Lake, California CA92315, USA. 
Tel: +1 (909) 866 4213, Fax: +1 (909) 866 4244 

Email: 102224.3306 @compuserve.com 
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BUSINESS AND POLICY ADVISORS IN BANGLADESH 


The IRIS Center seeks to fill two full-time positions in its Bangladesh office. The first opening is for a Sr. Business 
Advisor who will develop business opportunities and markets for the enterprise development component of the project. 
second opening is for a Sr. Policy Advisor, who will provide leadership in the project's policy agenda, whose 
_ current focus is on access to secured credit by SMEs. Both positions require seven years of experience in business | 
velopment / management and policy advocacy/reform, strong familiarity with small businesses in poor countries, an E 
- professional experience in South Asia. 


For info on the positions and the project, please visit http://www.inform.umd.edu/IRIS/. 


- Applicants should submit a cover letter specifying their areas of technical expertise, the position(s) for which they wish : 
to be considered, a resume, and salary history to Amy Denkenberger, IRIS Center, 2105 Morrill Hall, College Park, 
MD 20742, Fax: (301) 405-3020. 


Only those chosen for interviews will be contacted. 


m 
IRIS is an equal opportunity employer; r 
women and minorities are encouraged to apply. 


JUNIOR PROFESSIONAL OFFICER 


The Office of Internal Audit (OIA) at UNICEF is responsible for assessing the use of scarce resources to maximise benefits for 
children and women. As an integral member of the OIA team, you will carry out audits in field locations. and, through working 
at HQ in New York, gain an excellent insight and knowledge of UNICEF's work at all levels. Under the supervision of two or 
three senior auditors, you will play a full role in the analytical work required to prepare for the audits and in drafting and 
editing reports, Extensive travel for 4-6 weeks at each location will be required and the training provided will equip you with 
a wide range of skills in the management of financial and administrative operations in field offices and HQs. 


“QUALIFICATIONS 


Age 25-35, you will need a degree in Accounting, Business Administration, Economics or any other related subject, backed up 
by:at least three years’ relevant work experience, preferably gained in a developing country. Fluency it french and/or Spanish 
is highly desirable. In addition, you must be able to demonstrate first-class leadership skills and the ability to work under 
pressure whilst adapting to new, different cultures in a wide variety of locations across the world. Sound 1T skills will be an 
advantage. 


Applicants should either be nationals of Member States of the European Economic Area (EEA), or Commonwealth citizens. who 
have an established right of abode and the right to work in the United Kingdom. 


TERMS OF APPOINTMENT 


The duration of the post is one year, but it is likely to be extended to 2 years. Salary will be commensurate with experience. 
Closing date for receipt of completed applications is 18 December 1998. 


Department for 
International 
Development 
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SULTAN QABOOS UNIVERSITY 







Sultanate of Oman 





College of Commerce & Economics T 
Max Planck Institute 
for Demographic Research 


The College of Commerce & Economics opened in 
September 1993 in a new purpose-built. building of ‘the 
highest quality equipped with leading edge technology in 
information, business education teaching systems. The 
College is one of the most modern and comprehensive 
business schools in the region and aims to become an 
international centre of excellence in business and 
management education. Current enrollment is over 1,000 
students and an MBA degree is under development. The 









For information about 
research activities 










language of instruction is English, therefore, fluency in and 

English is essential. Previous international experience in En 

teaching non-native speakers of English is highly desirable. open positions, 
please see 





Expansion of the student body requires the addition of 
faculty for fall 1999 in the following areas: (accounting 
information systems and management have openings for 
January 1999) 







http://www.demogr.mpg.de 











Accounting Marketing 








Finance Operations Management 
Economics Information Systems 
Statistics Management 






Business Communications 
















Applicants must have a. doctoral degree from a recognised 
| school of business or management, teaching excellence at a 
business school and a creditable research and publication 
record. For the accounting positions, professional 
certification is desirable. For the business communication 
positions applicants are expected to have their degree in the 
communications field with specific preparation in teaching 
business communication, technical writing or public 
speaking or with extra academic experience in one or more 
fields of professional communication. New faculty will be 
expected to use the. newest methods teaching and utilize 
computer based technology. Candidates must also have 
held. the rank for which they are applying for at least two 
| years no one is hired at a rank higher than currently held. 






FAA Holding is an Austrian company carrying out projects 
mainly on behalf of the EU in Phare and Tacis countries. FAA | 
as part of a consortium is carrying out à Tacis Framework | 
Contract for Enterprise Restructuring and Development - a | 
mechanism allowing to launch smaller projects without | 
tendering procedure - which will be operational at least until 
June 2000. 
FAA is looking for short- and long-term experts: 
Fields of Expertise: Skills: 

Insurance and Banking Long-/ short-term Advisor 

Privatisation, Restructuring | Project Manager 

Public Administration Trainer / Coach 

Taxation and Customs Monitor / Evaluator 

Public Finance Project Identification 

SMEs Tender Evaluation 
| Human Resource Lawyer 

Development Accountant 

Regional Development Economist 

Information Technology Communication 

Energy Procurement 

Pre-Accession 

Tourism 

Environment 


Specify in your reply availability for S/T or L/T missions. Send us 
your CV in English and preferably. in EU format, highlighting 
your strengths and. experience in Tacis, Phare, Meda regions to: 
waltraud.gugerbauer@faa-mdi.com or to FAA Holding, Reisner 
Strasse 40, A-1030 Vienna, Austria, Fax: -*43 1 714 94 05. 

For detailed information and CV form see: : 

http:/Awww. finanzakademie.at 


Experience with Phare / Tacis preferred, MEDA a Do 

























In addition to competitive tax-free salaries, successful 
applicants will. receive paid travel, free and good housing, 
medical facility in Government Hospitals and end of | 
contract gratuity. Tuition fees for up to two eligible children 
is subsidized. Appointments are made on the basis of rolling 
two-year contracts with annual leave. 


















dere send CV's to address below, Fax to 968-514043 or e- 
mail to QGERBERGSQU.EDU.OM, quoting our Ref. 
ADV/CCE/01/98. Positions are open-until filled, but early 
applications will be given preference. 











Dean, College of Commerce and Economics, 
Sultan Qaboos University, P.O. Box 20, 
"Al-Khod, Postal Code 123, 
Sultanate of Oman. 
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ions are e invited for two permanent lectureships in economics in the 
partment of Economies. 


persons appointed will have a strong commitment to excellence in 
research and teaching. Applications are welcome from suitably qualified 
i candidates specialising in any field of applied or theoretical economics. 
The appointments will be made from 1st September 1999, 


The Department of Economics has been rated 8 in the last three Research 
sment: Exercises and it seeks to further improve its research standing. 

At has large undergraduate and postgraduate programmes in Economics and 
is developing new initiatives, particularly at the postgraduate level. It is part of a 
Strong research-oriented group of Social Science Departments and has 

"research links with the ESRC-sponsored Institute of Social and Economic 
;; Research which is also located at Essex. 


: “Appointment to these permanent posts will be on either the Lecturer Grade A 
or Grade B:scale (in the range £16,655 to £29,048 per annum). 


“Application detalls and further particulars may be obtained by telephoning 
(01206) 872462, by e-mail to staffing@essex.ac.uk or by writing to the 
Personnel Section, University of Essex, Wivenhoe Park, Colchester CO4 3SQ. 

» Please quote reference L/418, Further particulars may be viewed on the 
website. www.essex.ac.uk//vacancies 


The closing date for applications is 8th January 1999, 


; Promoting excellence in research, scholarship and education 
Working towards equal opportunities 


University of Essex 





Dynamic Sales Professionals 

£ Salary + Exceptional OTE Package 

Locations: Frankfurt, Stockholm 
and Madrid. 

Could you capitalise on 


your overseas experience? 


i MM LN 


"hen People... 
Achieving Goals 


nternationally minded people living and working abroad. They rely 

n our Investment Consultants to manage their finances effectively. 

-Our ambitious plans for the next millennium start now with the 
expansion of our Sales Force world-wide. 


An acknowledged high achiever in your prime with proven sales 
“success, you are aiming for a long term career with excellent 
: promotion prospects. 


lients at the highest levels. Meyado will provide you with 
comprehensive training and ongoing support to equip you with the 
ools necessary for success as an International Investment 
Consultant. Living and working in Frankfurt, Stockholm or Madrid, 
you will be expected to work in the English language. This should be 
thelast career move you ever make... 
Do you believe you have the commitment and the drive to build an 
exciting new career with us? Will you be stimulated by the demands 
&nd the benefits of a serious, results orientated package? 
Ti. Then please send your CV (max. 2 sides Ad) and a covering letter 
quoting reference EC2, to: 
: Human Resources Manager, 
Meyado International Ltd, 
Hygeia Building, Harrow, Middx, 
HA1 1FD, England 
Alternatively, please fax applications on *44 181 324 1455, 
or e-mail them to careers@meyado.com 


; FRANKFURT > MADRID - LISBON - STOCKHOLM - PRAGUE 
4 | : * SAO PAULO * BUENOS AIRES * SANTIAGO 








Meyado is Europe's premier provider of investment. advice to | 


| You will have already built up the skills and credibility to deal with | 
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United Nations Environment Programme 
Programme des Nations Unies pour l'environnement 
Division of Technology, Industry and Economics 


The United Nations Environment Programme, Division of Technology, 
Industry and Economics is seeking for its Production and Consumption. 
Unit located in Paris (France), candidates for two professional posts to 
implement the project "Strategies and. Mechanisms for Promoting 
Cleaner Production Investments in Developing Countries". 

This project is funded by the Government of Norway. 


1) Senior Programme Officer (Cleaner Production Investments) 
P5 - Ref: NP 98 01: 

The incumbent, under the guidance and supervision of the Chief, 
Production and Consumption Unit will be responsible for managing the 
implementation of the project "Strategies and Mechanisms for 
Promoting Cleaner Production Investments in Developing Countries.” 
In close cooperation with the Coordinator of the UNEP Cleaner 
Production Programme and national and international financing 
institutions, he/she gives intellectual leadership to the project, 
supervises the activities of national coordinator, secures integration of 
the results and experiences of the country demonstrations and the 
global research activities, reviews progress in the implementation of 
country demonstration activities, and drafts conclusions and 
recommendations for the international community to further promote. : 
Cleaner Production investments. 


Qualifications and experience: An advanced university degree in 
international finance, international policy, business economics or 
technology management/assessment, At least 15 years working 
experience in fields related to the financing of technology transfer and 
collaboration in developing countries, preferably in areas related to ` 
Cleaner Production, including at least five years as manager of ` 
technical assistance, training and policy research projects in developing 
countries, preferably in the environmental field; Excellent command of. 
written and spoken English essential, with a good working knowledge 
of Spanish highly desirable. 


2) Programme Officer (Cleaner Production Investments) P3 ~: 
Ref: NP98-02: 

Under the guidance and supervision of the Senior Programme: Officer 
(Cleaner Production Investments) the incumbent provides technical - 


support to the implementation of the project "Strategies and [| 


Mechanisms for Promoting Cleaner Production ‘Investments: in 


Developing Countries" through liaison with national coordinators in thé | 


five participating countries: Guatemala, Nicaragua, Tanzania; 
Zimbabwe, Vietnam. He/she prepares. reports. on project 


implementation and ensures the dissemination of the results of the |: 


project. The incumbent also coordinates and supervises the production 
of various publications (including training documents) and maintain the 
internet information services related to this project. 


Qualifications and experience: A university degree in environmental 
engineering or business economics. At least six years experience in 
information dissemination and training of various target groups in 
developing countries, preferably in the environmental field. Knowledge 
of the international Cleaner Production network and financial 
instruments is preferred. 


An attractive package of salary, international allowances and benefits is. 
offered. Applications of equally qualified women are encouraged. 
Applications quoting the vacancy number may be sent or faxed before 
lith December 1998 to: The Chief of Administration, UNEP TIE, Tour 
Mirabeau, 39-43, Quai André Citroén, 75739 Paris Cédex 15, France, 
Fax no. 00 331 4437 1474. Only those applicants in whom the 
organization has a further interest will be contacted. 
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of DFID staff 


particular cases 


Electricity and the Fire Services Inspectorate. 


COURSES 


Rushmore. M 
University 
international MBA by Distance 
Learning. International faculty. 
Bachelors not always required. 
370 Anchor Drive Ste, 250, Dakota Dunes 
SD 57049 US, Plone:.605-232-6039 
fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 






Doctor of Letters Degree 
A private British West Indies University offers a 
limited number of D.Litt degrees to high profile 
people with published works in their field of 






expertise, 
Apply to Australian Tertiary Education Services 
Fax: 618 8269 4931 
or email: adming@stclements.edu 
Mail: FO. Box 15, Prospect 5082 South Australia. 








MONTICELLO UNIVERSITY 


Prestigious Distance Learning » Professional Experience Credits 


International Acceptance 
Bachelors e Masters « Doctorate e Juris Doctor 
Law e Business e Education « Diplomacy & Int'l Studies e Arts & Sciences 
(913) 661-9977 Tel, © (912) 661-9414 Fax « infofimonticello.edu + www.monticello.edu 
Administrative Services: 8600 W 110th St, Suite 206, Overland Park, KS 66210 USA 
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The selected agency must be capable of providing the following core services: 


aj conduct humanitarian emergency situation and needs assessments 

bj design, monitor and review programmes and projects of humanitarian assistance induding disaster preparedness, 
disaster relief, refugee and displaced persons assistance, and disaster mitigation 

d build capacity in organisations and governments concerned with humanitarian programmes which will include training 


d directly implement and manage everyday humanitarian assistance activities and projects if required 

e) maintain and manage DFID's humanitarian programme assets (including vehicles and equipment); this will indude 
maintaining and managing a register of DFID-funded assets with NGOs and other international organisations 

f provide on request information and analysis of humanitarian aspects of crisis situations, following the conduct of desk 
studies, Internet searches and other enquiries as necessary 

g) maintain a register of humanitarian experts who could be deployed to provide additional or specialist services in 


h) provide operational liaison with PJHQ and other services elements of the UK Ministry of Defence as agreed 

)) arrange and manage emergency procurement if required (procurement arrangements will be decided by DFID 
on a case-by-case basis, and may not necessarily be handled by the successful organisation) 

) liaise with and participate in joint activities within the United Nations and others, as agreed 

k) provide payroll and support for expert consultants designated by DFID 

) maintain weekend and out-of hours “emergency-on-call” service on behalf of CHAD, and in support of CHAD's duty officer. 


The agency must be contactable on a 24 hours/365 day basis and have three experts to be deployed at 18 hours’ notice, and a further 
three at 72 hours’ notice, and further four at one week's notice. 

The technical expertise provided will include expertise in project management, logistics, and the social and institutional aspects of 
humanitarian work. Health and nutrition experts would be accessed through links with International Health Exchange, and those for 
engineering {including for water and sanitation) through RedR. DFID also has calldown contractual arrangements with Northern Ireland 


Expressions of interest of no more than 2 sides of A4 should be submitted by 17 December 1998, Shortlisted candidates will be invited 
to submit full detailed proposals by 12 January 1999. 


DFID 
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BUSINESS & PERSONAL 








GOV'T FORECLOSED homes from 
pennies on $1. Delinquent Tax, 
Repo's, REO's. Your Area. Toll Free 
(1) 800-218-9000 Ext. H-4265 for 
current listings. 


BELIZE 
CITIZENSHIP & PASSPOR 


Confidential Service Direct From Belize 
FULLY LEGAL PROGRAMME 
Generous Visa Free Travel 


















Psychometric Assessment 
for Management Selection 
and Development 


FOXKX 


ASSOCIATES LIMITED 
Business Payehologists 

14 Rocks Lane, London 5W13 ODB. 
Tel:+44 (0)181 878 2213 Fax: «44 (0)181 878 
7286 Email: Foxx 6 CompuServe com 


From US$45,000. inclusive 






Belize Passport Consultants Ltd. 
944 Orchid Garden, P.O. Box 165 
Belmopan, BELIZE 
Tel: + 501 8 22759 
Fax: + 501 8 23785 
Government License 981001 
http: /www.visafree.com 
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m" BIRKBECK COLLEGE 
^ | UNIVERSITY OF LONDON 


"err 
PROFESSOR OF ECONOMICS 


Birkbeck College is a premier research institution located in Bloomsbury, The 
Department of Economics, which has a 5 ranking, is creating a new chair in 
order to enhance further its performance in research and teaching. 


Applicants should have a distinguished research record, which may be in any 
field of economics or finance, and will be expected to make a significant 


Economist 


Are you interested in working with 
ü The Economist ? 
Fm We are seeking part-time helpers in various European cities who would be 
"prepared to spend up to four half days a month checking and reporting on The 

Economist’s newsstand availability, 
1$. We require assistance in the following cities : 

Barcelona - Berlin - Bonn - Brussels - Cologne - Dusseldorf - Hamburg - 
«Milan - Munich - Rome Stockholm -Stuttgart 

If you live in one of the above cities and are interested in learning more about this 

opportunity, please contact ; 

Peter Lacey 
The Economist Newspaper Ltd. 
6, rue Paul Baudry, 75008 Paris, France 


Fax:0033153936603 Email: PeterLaceyec@economist.com 


MEN 
UNITED NATIONS VQ 


RUP 


United Nations Office in New York 
STATISTICIAN (P-4) 


| The Office of Demographic Statistics, Department of 

‘Economic and Social Affairs (DESA) in New York has an 
| opening for the position of Statistician. Under the supervision 
| of the Chief of the Demographic Statistics Section, the 
incumbent plans and conducts an analytical programme 
of work in demographic and other areas of statistics drawing 
Į on related areas of specialized work in the Statistics 
| Division and the other international statistical services, 

and in consultation with national and international producers 
and users. This includes: (a) ae Oo analysis/research 
projects, (b) conducting the analysis, (c) assisting in technical 
advisory activities for national capacity building. 


Requirements: Advanced university degree in statistics 
T including knowledge of survey methodology. Demonstrated 

ability to conduct independent research of high quality. 

Applicants should have at least eight years of experience. 
| Experience and knowledge of statistical activities and 
] challenges in developing countries desirable. Fluency in 
English is required. Knowledge of at least one other UN 
official language is highly desirable. 


Preference may be given to equally qualified women 
candidates. 


Remuneration: Depending on professional background 
and experience, annual net salary from US $91,716 plus 
| corresponding entitlements. Closing date for receipt of 
] applications: 14 December 1998. Detailed curriculum vitae 
including date of birth and nationality should be sent to: 
98-M-ESA-A86-NY/AE, Staffing Support Section, 
Office of Human Resources Management, 


TIONS UNIES 


Fax: (212) 963-3134. E-mail address: Staffing@un.org 
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Room 
$-2475, United Nations, New York, NY 10017, USA. 


| 


i 


| 


contribution to the continuing success of the department. 


For details and application forms, please send a large (A4) sae to the Personnel 
| Office, Ref: EC018/H, Birkbeck College, Malet Street, Bloomsbury, London 


WCIE 7HX. Closing date: Friday 11 December 1998. 


The Department's website can be visited at: http://www.econ bbk.ac.uk 


H 
H 








Department of Economics 


ADAM SMITH CHAIR 


The University intends to proceed to make an appointment to 
the above Chair, with effect from 1 October 1999 or such other 


date as may be arranged. As part of this process, applications : 


are invited from those with an outstanding record of research M. 


and publication who will be able to enhance the international 


profile of the Department of Economics. 
Glasgow University is one of the UK's leading research 
universities, and its Faculty of Social Sciences achieved a 
standing in the 1996 Research Assessment Exercise. which 
places it amongst the top UK Social Science Faculties. The 
Department of Economics achieved a 4 rating in the 1996 
Research Assessment Exercise, and the Faculty is determined 
to improve this rating in the next RAE. 
Whilst applications will be welcomed from candidates in any 
fieldof economics, those specialising in areas complementary 
to the existing research strengths in the Department will be 
particularly welcome. 
The successful candidate will also be expected to contribute to 
the Department's teaching programmes at both graduate and 
undergraduate level. 
Informal enquiries may be made. to. Professor Anton 
Muscatelli, Head of Department, on 0141 330 5062, 
Further details of the Department's research and 
teaching activities may be found on the 
Department’s web site: 
http/www.gla.ac.ul/Acad/PolEcon/ 
Salary will be subject to negotiation. 
For an application pack please see our 
website at www.gla.ac.uk or write quoting Ref: 
539/98CJ/TE to the Director of Personnel Services, 
University of Glasgow, Glasgow, G12 800. 
Closing date: 15 January 1999. 
The University is committed to equality of opportunity in employment. 
The University of Glasgow is an exempt charity dedicated to teaching 
and research. 
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EMAILinfo@kensingtonparkapts.com Yel: +44 (0) 181 650 0180 (24hrs) 
Fax: *44 (0) 181 663 3212 
http//www.wadetrade.com 

LAN OE EM m EN NNNM 


INVISIBLE 
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Visit our web site: fax Miliner on +41 52 213 24 12 


WWW. kensingtonparkapts. com 


E ~m STARTYOUR OWN "" 
- "DE t 3 i š VE a 
IMMIGRATE TO CANADA IMPORT/EXPORT AGENCY , | Offering equity investments 
We Can Help r^ Serviced apartments near Harrods, | 
35 Select from studios, one/two bedroom i No capital or exp. req. No risk. Work y ; i 
Tuin cien red cube d || apartments all with ful equipped kitchens, and | , from home, Part/Full time. Help Desk. , |- in small fast-growth companie 
hittp://wewsomjen.com stylish italian furniture, at competitive rates. Established 1946. Clients in 120 countries. in Switzerland 
Email: somjena;somjen.com Limousine service. available. 3 Free Booklet. ' Ded 
Suite 810, 1240 Bay Street, SE Kenrngton Court, London WE Sp: WADE WORLD TRADE  ¥ |- full documentation available 
Toronto, Oistario, Canada, MSR 2AT TEL: ++ 44 (171) 937 2469 i 1 f 
Yel: (416)922 8083. Faxc(418)922 4234 ++ 788 7985955 (Mobile) Dept 2024 50 Bumhill Road "T 
Pe Nec e FAX: ++ 44 (171) 795 6215 Beckenham Kent BR3 3LA a |: healthy returns feasible 
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TVA SERVICE Sey R 
A e "Modern, comfortable ^ toz N 
Serviced Apartments offering Best Value tor Maney. 
Unbeatable location in South Kensington. 
2 person apartment from £70 per night 
4 person apartment from ens per night 





ph 


FINANCIAL ADVISORS 
SAVE CLIENTS UP TO. 
50% ON BANK LOANS! 


w/COLLATERAL LOANS 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED: 






| vourts¥ Board Pi c Fiction, non fiction, Biography, Religious] How to access and profit from | PAY INTEREST ONLY. 
ASHBURN GARDEN APARTMENTS Poetry, Childrens, the world's strongest and 
| 3 Ashburn Gardens, London SW7 4DG. U.K. 8 ENROLL IN OUR 


AUTHORS WORLD-WIDE INVITED. || most private banks. Mention 
WRITE OR SEND YOUR MANUSCRIPT TO:- x n 
MINERVA PRESS eod d to receive FREE 


2 OLD BROMPTON RD. LONDON SW? 300) 
SCOPE INTERNATIONAL 
230 Peppard Road 
Reading RG4 BUA England,UK 
Tel: (44) 1189-463419 
Fax: (44) 1189-483450 
Email:scopemail @compuserve.com 


INCORPORATE IN USA 
BY FAX OR PHONE 


e Corporations and LLCs TYPICAL INCORPORATING FEES 


* Free name reservation | Delaware $199.00 | 
* Personal assets shielded | Wyoming $285.09 | 
* Confidential and cost effective — | Nevada $380.00 | 
' Full registered agent services , Utan — — $270. .— 


FAX: 302-421-5753 TEU 302-421-5750. 


. E Mail: corp&?dca.net 
ie Reet: Ltd. He) Site: www.incusa.com 


TRAINING PROGRAM. 


ERIC A. KLEIN,ATTY. 
INTERNATIONAL DEVELOPING 
ENTERPRISES AGENCY (IDEA) 

PHONE: (212) 751-0800 

FAX: (212) 688-4442 (24 HRS) 

e-mait:panglobQaol.com 





Tel: ++ 44 171 370 2663 
AR E N 











W CANADA IMMIGRATION W 


Let our exclusive group of former Visa Officers, with over 35 years 
experience, provide expert assistance and guidance to your 
immigration process. Applications professionally and confidentially 
prepared. Our money-back guarantee is your assurance of success. 
Best Government owned and administered Investor Funds available. 
Specialists for skilled workers, businessmen and investors. 


OIC CONFRATERNITY CANADA LTD, 

823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 

INTERNET:- www.curwebsite.com E-MAIL-passport@infoserve. net 





OFFSHORE COMPANIES 


TRUSTS & FOUNDATIONS 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 

administration of offshore companies and other structures with emphasis 

on tax mitigation, asset protection and privacy. 

* Incorporation in ALL 
offshore jurisdictions 

* Post incorporation services 

* Bank accounts opened 

* Trust services 

* Banks & insurance 
companies formed 

* Migration consultancy 


a INTERNATIONAL COMPANY 
] SERVICES LIMITED 
The Offshore Professionals 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-Mail: iom@ICSL.com 





























LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 171 493 4244 Tek +420 2 573 20706 Tei: +41 22 311 3080 
Fax: +44 171 491 0605 Fax; 4420 2 538 928 Fax: +41 22 310 4879 
E-Mail: ukipicst.com E-Mail: firstcom@traveller.cz E-Mail: ICSLG?cortex.ch 
UKRAINE USA CARIBBEAN 
Mark Rayner Jerry Bakerjian Pau! Winder i 
Tek +380 44 464 1191 Tel: 4-1 954 843 1498 Tek +1 649 84 62828 economis 
Fax: +380 44.464 1193 Fax: +1954 943 1499 Fax: +1 649 94 62825 MASAI wworldte 






E-Mail: (CSL@gu kiev.ua E-Mail: usa@icsi.com E-Mail: tci@icsl.com 


1462 TEANECK ROAD + SUITE 114 - TEANECK, NEW JERSEY - 07666 - US: 
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JUSINESS & PERSONAL 


ND PASSPORTS / Driver's Licences 
Degrees / Camouflage Passports / 13 
countries / Secret Bank A/Cs / Awards. 
CIMC, Fax *3120-5241407; E-Mail 
00413. 3245@compuserve.com; 
ittp//www.global-money.com 


| OFFSHORE 
TAX-FREE 


companies world-wide 


formation and administration 
“of. companies opening of bank accounts 
tel/fax/mail forwarding services 


LAYECO-GROUP Head Office 
Clos de Sai ignie, Sark, 





Us Immigration, | : 
For free kit contact: 


7173 Construction Court 
ome Diag i: Cao USA 


LUTIONS INC. xen. Ae Aou 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


WORLD WIDE 


OFFSHORE COMPANIES 


FROM THE WORLDS 
NO. 1 PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciplined professionals 
including lawyers, chartered accountants, 
chartered secretaries, economists and 
bankers have been providing our clients with 
innovative solutions in the field of 
international tax and asset protection using 
ail of the major low tax areas. 


Throughout our network of international 
offices we arrange 





TUM 
COMPANIES 


BY LAWYERS 


 IMOXCHLNESR IA XO tUa e mE Tei ina PL PERMET ARD Iul 
SCF is one of the world's largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs will 
be dealt with in an atmosphere of 
utmost privacy and confidentiality. 


RRL EEE SOREL RARE AAEM EL 
WORLDWIDE OFFICES CAN 
Qe PROVIDE: £3 





OTHER JURISDICTIONS AVAILABLE 


PROFESSIONAL SERVICE PROVIDED BY 


Romania-LAW ECO /Romania/ sr] IN HOUSE LAWYERS & ACCOUNTANTS 





BLY, KOGAL NICE ANU NR, 60 
ET HL AP 9, Bucharest Romania. 
Contact languag 
» Tek 440-023 


Far East-Export and Import Bank = 
d Contact languages: English, Russian 
| 1474234147606 Fax: yo 





The Original 


CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13 WIMPOLE STREET 
LONDON WIM 7AB 
TEL: 0171 436 8100 


ee 0171 436 8188 


ralloaci j 


Lowest International Rates 


Call to the U.S. from: 


Hong Kong....35¢ Germany......25¢ 
| Spain............45¢ Italy.............. 34€ 
||Singapore.....33c Australia......26¢ 
| U.K.................17€ France..........27€ 





LUXEMBOURG 
Eveline Karls 
52 224 286 


HONG KONG 
Raymond Choi 
MBA MLA (Dip) 
Tel 4852 25220172 
Fax: «852 25911190 
SHANGHAI 
Bart Dekker LUM 
Tek «80 216248 4358 
Fax 486 21 6248 1421 
Chris Vassiliades USA 
ipso Haw Kevin Mirecki 
i i Tett «1 714.854 2344. 
Fg «t 714 851 6987 


FOR IMMEDIATE SERVICE AND OUR 110 
PAGE COLOUR BROCHURE CONTACT 
C W Forster 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, IM99 AEE 


LOWEST T YEAR 
& ANNUAL FEES 
GUARANTEED 


friendy advice please contact 
LONDON OFFICE 
90-100 SYDNEY ST, 
er con LONDON, 
TEL: + oe 2274 
FAX: + 171-873 9688 
E-mail: offshore@scfgroup.com 
FREEPHONE: 0800 262 856 
www.scfgroup.com 


DUBLIN OFFICE 
27-29 LWR PEMBROKE ST, DUBLIN 2. 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@scfgroup.iol.ie 
i if 
Athens, Budapest, Lisbon, Monaco, Moscow, 
' Nicosia & Sofia 
For a free colour brochure on 
how you can save taxes please 
complete this coupon helow: 


| Name 
| Address 





No D De osit E-mail: economist@ocra.com 
TEL: +44 1624 815544 
FAX: +44 1624 817080 
LONDON - Richard Cook, BSc 


Tet: «44 171 355 1096 Fax: +44 171 483. 4973 


1509002 CERTIFICATED 


Instant Activation 
Fiber-Optic Networks 
Itemized 6-Second Billing 
Ideal for Home, Office, 

. Hotels and Mobile Phones 








No Set Up Fees 


Agents Wanted 


Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info@kallback.com 





SCF iMG GROUP 


www.ocra.com 


OCRA World Wide is a member of the Estate anc 
General Group established in 1935. 
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ECONOMIC INDICATORS 


OUTPUT, DEMAND AND TORS America's GDP growth was tevised up to 3.5% in nthe year | 
to the third quarter; Britain’s was revised down to 2.3%, its lowest rate for nearly three years. 
France's GDP growth slowed to 2.8% in the year to the third quarter. Euro-11 industrial-pro- 
duction growth quickened to 4.7% in the year to August. 











% change at annual rate The Economist poil industrial Retail sales Unemployment 
....GDP GDP forecasts production (volume) % rate 
3mthst 1 year 1998 1999 3 mths? 1 year 1year latest’ year ago 
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*Not seasonally adjusted. "Average of latest 3 months compared: with average of previous 3 months, at annual rate. » #New series, Shun-Aug, claimant count 
rate 4,696 in October. * *Aug-Oct. 1 Economist estimate: weighted average of countries ‘sted above. 





PRICES AND WAGES Canadian consumer prices rose by o. 4%i in n October, pushing the 12- 12- 
month inflation rate up to 1.0%. Denmark’s consumer prices were almost unchanged in the 
same month; its 12-month rate remained at 1.7%. Sweden’s producer prices fell by 1.2% in the 
year to October; Denmark's were down by 2.1%. 
















% change at annual rate The Economist poll 
Consumer prices* consumer prices forecast Producer prices* ... Wages/earnings 
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+10 + 0.9 03 £49 $3303 
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*Not seasonally adjusted. TAverage of latest 3 months compared with average of previous 3 months, at annual rate, **New se serias. Economist estimate: 
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COMMODITY PRICE INDEX 
World cotton consumption is 
suffering its biggest annual decline since 
1974-75. The International Cotton Advi- 


The. 
Economist 


| sory Committee expects it to fall by 2.3% in 
| 1998-99, to less than 19m tonnes. The cul- 
| prits are the economic slowdown and 








| competition from synthetics. Production 
pru will fall even further, by 8% to 184m 
| tonnes, because of drought in America 
| and floods in China. Despite this, prices 
| are at five-year lows, because exports from 
| China, which holds 40% of world stocks, 


are rising. The ICAC expects China to ship 


| 370,000 tonnes of cotton in 1998-99, up 
| from 6,000 tonnes in 1997-98. Its imports 
; are likely to fall to 50,000 tonnes, down 


| from 400,000 tonnes. 
1990100 % change on 
Nov 17th — Nov24th* one one 
uuu STS eB Lai oy alate month — year 
Dollar index 


Al il items 








Sterling index 
All items 

















Metals 
SDR index 
All items 





$ peroz 294.55 


Crude oil North Sea 
$ per barrel ARAN 
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* Provisional, ! Non-food agriculturals. 











WBEER The Czechs just cannot get 





enough beer. According to Euromonitor, 
retail sales per person in the Czech Repub- 
lic topped 179.5 litres last year—almost 
half a litre a:day, and far more than any- 
where else. Sales per person are up by 
23.5% on 1992, whereas they are stagnant 
or falling in most beer-drinking countries. 
In second-placed Ireland, sales per head 
were 136 litres in 1997, only 1.6% more 
than five years earlier. Sales per person fell 
in 11 of the top 20 beer-drinking countries 
between 1992 and 1997. Only two notched 
up double-digit percentage gains: Poland 
(26%) and Slovakia (15%): Outside the top 
20, sales per head also rose sharply in Co- 
lombia (up. by 25%), Britain (24%), Chile 
(16%) and Argentina (10%). Sales per head 
fell most, ids 25%, in Romania: 


tail outlets, litres per person: 
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FINANCIAL INDICATORS 
- STOCKMARKETS. Crash? What crash? The Dow Jones Industrial Average hit a new high of | 


-49:374 on November 23rd. European shares soared too. London rose by 5.1% in the week to 
-November 25th. Frankfurt notched up gains of 5.2%. 


Share price indices 





% change on 





Dec 31st 1997 
in local in$ 
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6,179.0 




















Netherlands 














24117 
5,126.5 
"9,314.3 93743 7,539.1 
1409.5 1,143.0 "896.5 ^ "'« 36 ^" «106 ^ - 28 — 


;*Morgan Stanley Capital international index includes above markets and eight others, in dollar terms. 

















MONEY AND INTEREST RATES Government-bond markets mostly moved sideways. 
America's yield curve is steepening, as short-term interest rates fall but long-term ones do not. 
Sweden trimmed a further quarter-point off its repo rate, now down to 3.6%. 


.Meneysupply* — 
% tise on year ago 


Interest rates % p.a. (Nov 25th 1998) 
3-mth money market banks _ bond yields , Eurocurrency 
latest — yearago pri gov't! corporate — 3 mths bonds 
491 499 5.16 — 575 494 — 492 
3,57 3.85 4.23 na 
371 422 5.49 
7.63 
3,65 
398 
360 — 
375. 
5.82 
0.49 








over- 
night 
5.00 
337 
338 
631 
490 
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ABB 
States 30-year 5,1996, Japan No.203 benchmark 0.93%). 


‘Narrow: M1 except Britain MO, broad: MZ or M3 except Britain M4. Sources: Banco Ambroveneto, Banco Bilbao Vizcaya, Bank Austria Creditanstalt, 
; Belgian Bankers’ Assn, Chase Manhattan, Commerzbank, Credit Suisse First Boston, Den Danske, Deutsche, Generale, J.P, Morgan, Paribas, Royal Bank of 
Canada, SE-Banken, Svenska Handelsbanken, Warburg Dillon Read, WEFA Group, Westpac, Datastream ACV. Rates cannot be construed as banks’ offers. 








; in the wake of the Asian crisis. Demand ini = 
| the 25 main markets that are monitored |. 
i by the World Gold Council totalled 1,712. : 


| 20% down on the same period last year |. 
| But whereas gold consumption in the first | 
| quarter was 46% below the 1997 level, gold 
| use in the three months to September was |” 


B GOLD BUGS Demand for. gold has | 
| steadied, after slumping earlier this year. 


tonnes in the first nine months of 1998, 


| only1% lower than in the same period last 


| year. The world's two biggest gold markets 


| are leading the recovery. Gold consump- 


tion in the first nine months of the year 


| was up by 19% in India and by 17% in the 
| United States compared with the same pe- 
| riod last year. Gold use has risen by 8% in 
| Saudi Arabia and by 5% in the Gulf states, 
| mainly the United Arab Emirates. But de- 
| spite the pick-up in demand, the price of 
| gold continues to fall. An ounce of gold 
| cost over $400 in early 1996. It now costs 
| less than $300. 














TRADE, EXCHANGE RATES AND RES 


dollar's trade-weighted value rose by 0.9% in the week to November 25th. 


:RVES Britain's merchandise-trade deficit ballooned to a record £2.5 billion ($4.2 billion) in 
‘September, pushing the 12-month gap to over $30 billion. France's and Italy's 12-month surpluses widened slightly in September. The 




































































| 
| 
| 
| Trade balance*, $bn Current account, $bn — Exchange rate Currency units per $ Currency units Foreign reserves? $bn 
latest 12 latest 12 mths trade-weighted* Nov25th year ago per per per latest year ago 
i dus o month — — monti uU Nov 28th year ago . " £ ec euros 
i Australia — 180 181 ^ 140 Sep ^ 165 
| Austria —  - 090 A 138 1395 204 sep 212 
| Belgium + 183 5085 + (0*5 n — . 406 406 21.3 Sep 167 
| Britain — + 68 Qa 0.69 — 070 3164 — 347 — 
l 179 179 19.4 Sep — 223 
| 748 — 749 155 Sp — 177 
l 068 106 572 589 980 335 6.60 6.60 42.3 sep 29.1 
i 2197. 197 819 sep — 772 
1948 1949 39.1 Sep — 549 
141 140 2112 Sep 2244 
222 222 227 Aug — 257 
- 78 Ag — — m ee 149 O 167 16? 700 sp 675 
947 947 139 aug 124 
163 162 356 $p 351 
115 116 6485 56] 








port: , 
calculated by J.P. Morgan. 58 
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| WECENTRAL BANKERS This has been a 
| central-banking century. According to the 
_ Morgan Stanley Central Bank Directory, 
| the number of central banks has risen 
| from 18 in 1900 to 172 in 1998. The world 
; now has almost half a million central 
| bankers. Some 100,000 work for the Peo- 
ples Bank of China (including its 
branches). That, however, is equivalent to 


est density of central bankers; each has 


whereas the central banks of the European 


; omy, have 63,169. Staff numbers at EU cen- 
| tral banks have fallen by 8% since 1993, 


| the new European Central Bank. 

















| 
i 
i 
i 
i 





only eight bankers per 100,000 of China's | 
population. Among the larger countries, | 
Belgium, France and Russia have the high- | 


nearly 30 per 100,000. In contrast, Ameri- | 
|. ca's Federal Reserve has a modest nine per | 
100,000. It employs 23,237 people, | 


Union, which serve a similar-sized econ- | 


| butfurthercuts are likely as powershiftsto | 








ECONOMY South Korea’s Gpp contracted by 6.8% in the year to the third quarter. South 
Africa's GD? fell by 0.3%—its first year-on-year fall since the second quarter of 1993. Its visible- 
trade surplus narrowed to $0.3 billion in the year to October. South Korea’s surplus rose to 
$34.8 billion; Singapore's to $6.2 billion. 


































% change on year earlier Latest 12 months, $bn Foreign reserves, $bn 
“GDP industrial Consumer Trade Current latest Year ago | 
| production prices balance account 
i xë = fon +43.2 Ot $297 mm 141.1 
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Thailand 7L OA weh - 6d Sep 266 Sep 
| Argentina + 690 890: + 0700 o T n 240 sep 
Brazil 


























E 122» 
s ~ 9,9 sop +11.5 sep + 3.3 04 
“Estimate. "Includes gold. Visible and invisible trade balance. §New series. #Year beginning April 3st. 
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FINANCIAL MARKETS 





Emerging stockmarkets had a good week, after the cut in American 
interest rates on November 17th. Bangkok soared by 13.3% in the week to November 25th and 
is now up 4.9% this year. Seoul surged 9.5% and is 23.3% higher than at the start of the year. 
Mexico city bucked the trend, falling by 1.3% after bad inflation figures. 














, Currency units Interest rates Stockmarkets e change on 
 ,Ber$ perf short-term Nov 25th Dec31st 1997 — 
Nov25th yearago Nov 25th % p.a. one in local in $ 
week currency terms 






























Malaysia 











13905 
464.0 
7,213.5 


























Venezuela 





























Turkey 
Czech Republic 








3.52 


5.93 











Sources: National statistics offices, central banks and stock exchanges; Datastream/IC V; EIU; Reuters; Warburg Dillan Read; J.P. Morgan; Hong Kong 
1 Monetary Authority; Centre for Monitoring indian Economy; FIEL, EFG-Hermnes; Bank Leumi Le-Israel, Standard Bank Group; Akbank, Bank Ekspres: 
| Deutsche Bank; Russian Economic Trends 
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Your sales forecast just dropped. 
Are sales management and the sales force 
giving you the same number? 


Do you 





You can spend millions of dollars on application software and still not have the information you need to run your 
business. That's because most application software automates just the back office—or just the front office. Oracle* Applications 
integrate your entire business—sales, service, supply chain, manufacturing, accounting, projects, human resources 
Everything. Our applications capture all the information needed to provide a complete view of what's going on 
in your business. Every decision you make is based on up-to-date information and impact on shareholder value 
We call it business intelligence. And it’s from Oracle. Now you know 


R ^ : 
If you'd like to know even more—and who wouldn't—call Oracle © CLE 


Visit www.oracle.comlinfol6 today. A PP lie@a tae 4% 








Philippines 632 81 


998 Oracle Corporation. All ny cserved Oracle j trademark of O: Corp 





ssued by Deutsche Bank AG London, regulated by SFA for the ci 
provided by Deutsche Bank AG or by its subsidiaries and/or affiliates in accordance with appropriate local legislation and regulatior 
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Smoking guns 





Sir—tIt is unfortunate when law- 
suits have to be used to make 
public policy (November 21st). 
But, in the case of the ever- 
increasing flood of firearms in 
todays America, there doesn't 
seem to be any other way, and 1 
believe that, here, the end will 
justify the means. 

The well funded pro-gun 
lobby, aided by shortsighted 
court rulings in the past, has 
obscured the fact that the second 
amendment to our constitution, 
which prohibits Congress from 
passing any law to abridge the 
right of citizens to keep and bear 
arms, is a one-sentence statement 
specifically tying that right to a 
“well-regulated militia”. It is 
impossible to believe that the 
founding fathers, in specifying 
this context to that right, had 
in mind the rabble-in-arms 
now endangering the lives and 
property of America. 

If it is via the law courts that 
we must turn to remedy the fail- 
ure of legislators to provide this 
form of law and order to the 
majority of Americans who have 
said that they want it, then so be 
it. We should not forget that an 
appeal to our courts to remedy 
legislative neglect is not without 
precedent: witness the 1954 rul- 
ing by the Warren court in the 
struggle for racial equality in 
Brown Board of Education. 
Ankara HERMAN ARCHER 





Sig—After describing the terms 
of the recent tobacco settle- 
ment, you. wrote; “Incredibly, 
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35 St James's 


many anti-tobacco campaigners - 
oppose it for letting the indus-- 


try off too lightly.” I hope your 
leader-writer takes the time to 
read the text of the settlement, 
rather than relying on industry 
press releases. 

Even though the tobacco 
industry says it opposes under- 
age smoking, the “limitations on 
lobbying” section of the settle- 
ment contains an exception, hyp- 
ocritically permitting the indus- 
try to use its political influence 
to obstruct enforcement of laws 
prohibiting the sale of cigarettes 
to minors. 

The new settlement is not a 
give-away to health interests, 
who were excluded from the set- 
tlement talks, It is a deal between 
the tobacco industry and a 
few contingency-fee attorneys 
(whose pay will not be chal- 
lenged, as per the settlement), 
with the states taking a windfall- 
payment in exchange for co-sign- 
ing the deal. 

New York JONATHAN MILENKO 


Sir—Your excellent articles on 
the need for legislative policy- 
making for guns and tobacco 
highlight one of the biggest polit- 
ical ironies of the entire debate. 

A primary element of anti- 
tobacco rhetoric is the need 
to protect America's youth. 
Although tobacco use may well 
shorten lives, it is hard to imag- 
ine that tobacco is directly killing 
American teenagers below the 
age of 20 in the way your chart 
shows that guns do. 

Gun use has an additional 
tragic dimension when com- 
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pared with tobacco, namely the 
high incidence of unintentional 


^deaths, particularly among the 


young. The same parallel could 
bedrawn from the use of guns for 
suicide “by. America’s youth. 
Clearly, if the goal of politicians 
and other activists is to protect 
the lives of America’s youth, the 
presence and use of guns is the 
priority that policy must address. 
~The gun debate has always 
been framed in terms of crime in 
America and the need to protect 
oneself against it. I suspect this is 
by the design of gun proponents, 
since such a debate distracts 
attention from the ultimate yard- 
stick, which is the number of 
deaths. Those who would argue 
to continue prevalent gun avail- 
ability need only check those 
totals. To put it another way: 
we've tried life with guns, and it 
results in the deaths of thousands 
of young people, not to mention 
adults. Perhaps now is the time 
for America’s politicians to find 
an alternative way. 

Carlsbad, 

California Samu. O'SHEAGREN 


Sig agree with your leader that 
public policy should be made 
by democratically elected offi- 
cials and not in the courts, How- 
ever, until the passing of credible 
canipaign-finance reform legis- 
lation, which prevents special 
interest groups, businesses and 
unions from buying influence in 
the American Congress, the path 
to the courthouse will remain 
well trodden. 

Hemet, 

California Jonn WELLS 
m""-——"————"———————————— eesti m i 


America and iraq 


'Sig—If America wishes to be seen 


as a global champion of democ- 
racy then there are better ways of 
achieving this aim than by seek- 
ing to overthrow, by force, Sad- 
dam Hussein's regime in Bagh- 
dad (November 2ist). It could 
start by supporting existing 
democratic institutions. 

Let it pay its membership dues 
to the United Nations and 
respect UN motions passed 
against it such as the annual, still 
overwhelmingly adopted, Cuba 
blockade motion. Let it support 
the International Criminal 
Court rather than siding with 
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solely Bahrain, China, Israel, 
India, Qatar and Vietnam in 
opposing its foundation in July. 

If America is so concerned 
about Iraqi weapons of mass 
destruction, let it also turn its 
attention to sanctions. By 1995, 
data from the Food and Agricul- 
ture Organisation of the UN sug- 
gested that sanctions had killed 
500,000 Iraqi children. 

Practically, and morally, it is 
irrelevant whether sanctions kill 
by design or by Saddam’s abuse. 
America and. Britain support a 
mechanism that, even with oil- 
for-food, kills as many each 
month (5,000-6,000, according to 
Denis Halliday, who resigned as 
Baghdad oil-for-food co-ordina- 
tor, calling it a *morally bank- 
rupt Band-Aid approach") as 
Saddam is accused of gassing in 
1988. When Saddam was on our 
side we didn't care that they were 
Kurds; now that he is an enemy 
we don't seem to care that they 
are children. 


Cambridge Coin Rowat 


Chinese values 


Sir~You say ("China and the 
Internet", November 14th) that 
the Chinese of the Qing Dynasty 
“found it difficult to unravel the 
foreign technology from the val- 
ues that produced it, and China’s 
imperial system soon collapsed.” 
You expect the Internet to have a 
similarly revolutionary and, in 
your opinion, salutary effect, no 
doubt. Did the compass, the 
printing press and gunpowder 
(all of Chinese origin) turn Euro- 
pean civilisation into a reflex of 
the Chinese? After all, it was the 
West that used these to conquer 


the world; not China. 
Dhaka, 
Bangladesh IFTEKHAR SAYEED 


Booth's cuts 


Sin—Lexington mentions that 
the missing 18 pages in John 
Wilkes Booth’s diary is a “myste- 
rious fact" (October 10th). 
William Hanchett's “The Lincoln 
Murder Conspiracies" (Universi- 
ty of Illinois. Press, 1983) shows 
that Booth cut the pages out him- 
self, to useas note-paper. 
Mansfield, 


Ohio ANDREW O’LUTES 
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| co governments, and individuals, 


< investment banking businesses. The team covers the Euro area, the UK, 


“an London; 


The Position: 


@ To contribute to J.P. Morgan's research in the Euro area, with a 
particular focus on. Germany. 


© ‘To help anticipate the behaviour of the European Central Bank. 





© ‘To present the analysis verbally and in written publications, to internal 
“and external clients, 
79. To contribute to the functioning of the team, working with other 
economists in the group where appropriate with some editing 
responsibilities. 


available commensurate with experience and qualifications. 


JPMorgan 


a : E : | | | 
| European Economist with a German focus 
GEB. Morgan is a leading global financial firm that provides advisory, financing, trading, investments, and related services to business enterprises, 


The European economics team provides high, quality macroeconomic analysis to support the firm's fixed income, foreign exchange, equities, and 

andinavia, Eastern and Central Europe, Russia, and ‘Tarkey, and it works 
c dlosely with J.P. Morgan's regional economists in America ahd Asia, We are currently looking for a German specialist to join the small group of S 
| economists covering the Euro area, This position is based either in Frankfurt or London and will report to the Chief European Economist, who is based ^ 





This challenging position offers substantial career prospects with one-of the world’s leading financial firms. An excellent salary and benefits package is 


for a confidential discussion, please apply in writing to: J.P. Morgan (Reference ECONRES1), 60 Victoria Embankment, London ECW GIP. 


The Candidate: 

9 A high calibre economist with experience of analysing the 
German economy. 

@ Strong analytical skills, with the ability to develop and market: 
interesting views. 

© A team player, interested in contributing to the overall success of 
the group. 

@ Strong language skills — written and spoken = in both German 
and English. 


(91998 J.P Morgan & Co. NORIS ORCEDR RUN janie Ke EP Morgan i 
lovorporated and fer its subsidiaries worldwide, including Morgi Guaniiy Trst coe v ik 


ar LE Mongar: Securities Ine, 


y & Company 








: “McKinsey & Company is an international management consulting firm that 
focuses on issues of concern to senior management of large corporations. 
We are looking for a Communications Manager to join our Marketing Practice, 























& Your primary role will be to strengthen and extend the external reputation 
of the Practice in the worldwide business marketplace. This will include: 


<e Working with Practice consultants to develop and edit articles for 
publication in The McKinsey Quarterly, a management journal with 
à circulation of 60,000, and other publications 


* Developing and strengthening the channels through which the Practice 
communicates its knowledge to the marketplace 


* Working with the leadership of the Practice to align its reputation- 
building activities with its research agenda. 


We are looking for an individual with an excellent academic record, substantial 
exposure to management or business, and considerable communication 
expertise, including highty-developed writing skills. 


You will most likely be an editor or reporter with marketing expertise at.à 
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Help build our knowledge and reputation 





major business publication; a communications professional with two. years’ 
experience as a management consultant; orari MBA from a top. business 
school with proven expertise in business writing and communications. 


Communications Managers at McKinsey work in a problem-solving environ: ^ 
ment with our most senior consultants. You will need to. be articulate, 
command respect, and be able to challenge or steer discussions; to deal 
with a demanding agenda and shifting priorities; and te maintain the 
highest professional standards, You must also be an effective team player. 


A competitive salary and benefits package, depending on background and 
experience, will be offered. International travel will be required. The position 
will be based in New York or Dallas, although other locations may be 
considered as appropriate. 


Piease send your résumé and current salary details in confidence to 
McKinsey & Company, c/o TMP Worldwide, International Recruitment 
Division (Ref MCHECO!, 1633 Broadway, 33rd Floor, New York, NY 
10019, USA. Fax: +1 212-527-8637. Email: global@tmp.com 


We are an Equal Opportunity Employer 
www. mckinsey.com 





Food Industry Engineer, Agribusiness Department 


The Institution 

The International Finance Corporation (IFC), an international 
organization with headquarters in Washington, DC and a 
Member of the World Bank Group, promotes productive 
private investments in developing countries through project 
financing and other financial services to enterprises. 

The Position 

IFC is currently seeking a Food Industry Technical Specialist 
for their Agribusiness Department to be a team member in 
the appraisal of new projects and supervision of the existing 
portfolio. The position requires extensive international travel 
and the ability to work independently. 

Education 


Requirements include à Bachelor's degree or higher in 
Agriculture or Food Engineering/Science, or equivalent. 
English in. professional practice, with communication skills in 
French, Spanish or Portuguese a plus. 


|. Qualifications 

- Candidate must have international operating experience 
(including developing countries) in food industry processing 
at a managerial level. and above. Cross industry expertise in 
raw material and product sourcing, plant operations, quality 
management; packaging and product marketing, distribution 
including brand management, and excellent management 
and marketing skills required. Qualified candidates are 





Director 


expected to have developed critical evaluation and 
judgement skills derived from many years of exposure to 
different operating environments. This position is 
recommended for late career professional managers. 


Key Sector 

Experience with consumer products derived from vegetables, 
plants and milk is an advantage. Candidate will have à 
background in primary commodity processing (cereals, 
oilseeds, sugar, edible oils, concentrated juices, etc), fruit and 
vegetable processing, dairy products, bakery products, 
specialty consumer products derived from vegetables and 
plants, packaging, canning, quality control, product 
marketing and distribution. 


IFC offers challenging opportunities in a multi-cultural and 
multi-national commercial environment. Salary and benefits 
are internationally. competitive. Interested candidates should 
send a detailed. resume by December 19,1998, to: IFC 
Recruitment Division, Code: FIEEC1298, 2121 Pennsylvania 
Avenue, NW, Room 11K-294, Washington, DC 20433. Fax: 
(202) 974-4465. No phone calls please. All applications will 
be treated in the strictest confidence. 


International Finance 





Corporation 








of Finance 


Geneva 


The International Federation is the world's largest humanitarian 
network, working with people from around the world at the forefront 
of aid. and development. With a yearly budget of CHF 400-500 million, 
and with increasing emphasis on accountability, the Finance function 
has à pivotal role in the effective operation of the Federation. 


We are now sceking to fill the above position. Reporting to the 
Under-Secretary General, Finance and Administration Division, 
the primary purpose of this role is to ensure that the Finance 
Department controls and administers the financial resources of 
the Federation and provides timely and accurate information to 
the Secretariat, donors and the statutory bodies of the Federation. 


Particular areas of responsibility are- financial planning, 
budgetary control, accounting policies and practice, treasury 


We are an equal 
opportunity employer. 


Switzerland 


management, setting of investment guidelines and management 
of 20 staff to achieve all the above objectives. 


To succeed in this role you will possess a university masters 
degree in management and finance and more than five years’ 
experience in senior financial management, preferably in a 
multinational environment. Good verbal and written English 
is essential, plus a working knowledge of French. 

To apply, send a full CV and covering letter, quoting 
Vacancy No 98-278 no later than 8th January 1999 to: 

Amanda Batra, Recruitment Co-ordinator, International Federation 
of Red Cross and Red Crescent Societies, PO Box 372, 
1211 Geneva 19. Fax: (41 22) 730 4958. vacancies@ifre.org 


Visit our website at www.ifrc.org 


International Federation of Red Cross 
and Red Crescent Societies 
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Department of Trade and Industry 


UK SPECIAL 
REPRESENTATIVE ON 
| THE DIGITAL ECONOMY 


Salary negotiable 


An outstanding individual is sought to become the : 


UK's first Special Representative on ‘the Digital 


. Economy, a position announced by the Secretary af, 


State for Trade and Industry on 25 November 1998. 


The position will also be known as the UK's e-Envoy. . ! 
... The Prime Minister has laid out a vision of building 


the UK economy based on knowledge, creativity and 


| skill. Background on the Government's position on 


a wide range of e-commerce issues is set out in ‘Net 

Benefit’ — see (1) below. An Electronic Commerce 

Bill was announced in the Queen’s Speech on 24 

November. A further major statement of policy will 

“be made in the Government's forthcoming White 
' Paper on Competitiveness. 


i - The e-Envoy will report directly to the Secretary of 
| State and as required to the Prime Minister. S/he will 
| not create a new organisation but will draw on the 
resources of the. DTI, working with other 
Government departments and industry bodies, to 
~ spearhead the Government's drive to ensure that: 
* by 2002 the UK is the best environment 
worldwide in which to trade electronically; and 
* UK businesses and consumers fully realise the 
potential which this will create. 


The €-Envoy will have a representational role at the 
most senior level within the UK and overseas 


Londes 


(addressing industry, the financial and educational 


sectors and the media as well as governments). in 
addition s/he will keep under review the. totality of 
Government policies and activities relevant to these 


goals, and advise the Secretary of State and the Prime 
Minister on the future development. of strategy. me 


Candidates must have relevant business experience, 


a global perspective and a substantial grasp of the 

potential of the Information Age. They will also have: 

* strong advocacy skills, with a track record of 
influencing and building oe at a senior 
level; 

* excellent intellectual ability ind; otic insight; 
and 

* the subtlety and sensitivity to undertake a complex 
representational role. 

The term of appointment will be for discussion with 

the preferred candidate but may include an initial 2 

year full-time term. Secondment possibilities will be 

considered on their merits. 

For further information including how. to apply 

see (2). The closing date for applications is 

6 January 1999, 

(1): http//www.dti.govuk/cii/ecom.htm 

(2): http//www.dti.govuk/e-envoy 
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United Nations Environment Programme 
agiles pet pation . SONNEN 
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VACANCY NO. NA-98-64 - COORDINATOR, D-1 
UNEP GLOBAL PROGRAMME OF ACTION 
COORDINATION OFFICE, THE HAGUE 


The Intergovernmental Conference, held in Washington, D.C. (23 
October to 3 November 1995) adopted a comprehensive Global 
Programme of Action for the Protection of the Marine Environment 
from Land-based Activities (GPA). UNEP was selected to serve as 
Secretariat of the GPA, with its tasks to include promotion and 
facilitation of the GPA at the international, regional, sub-regional and 
national level To coordinate and facilitate the implementation of the 
GPA, a Coordination Office has been established by UNEP in The 
Hague, The Netherlands. The primary task of the Coordination Office 
is to assist in discharging UNEP’s Secretariat functions for the GPA, 
including meeting the evolving day-to-day needs for the coordinated 
implementation of the Programme. Initial priorities of the Coordination 
Office will include (i) promotion of a clearing-house mechanism of UN 
partner agencies, governments and other organisations; (ii) promotion 
of regional programmes and organizations to identify priorities for 
regional actions; and (iii) assisting partner agencies by developing 
guidance on how they may participate in implementation of the GPA, 










Functions 
The incumbent will (i) coordinate activities to facilitate implementation 
of the GPA including its clearing-house mechanism, and the 
mobilization of resources; (ii) Liaise with relevant UN agencies, 
intergovernmental, governmental and non-governmental organizations 
to ensure their full participation in the implementation of the GPA; (iii) 
Follow-up to the decisions taken by the Washington Intergovernmental 
Conference on the GPA (November 1995); (iv) Maintain high-level 
diplomatic consultation on matters related to implementation of the 
GPA; (v) Develop, coordinate, guide and supervise policy initiatives 
relevant to the GPA; (vi) Assist in fund raising for the GPA; (vii) 
Convene and represent UNEP at intergovernmental meetings 
addressing protection of the aquatic environment from land-based 
activities: (viii) Liaise with heads of other organizational units of 
UNEP to ensure interaction and integration of UNEP activities; and (ix) 
Coordinate and supervise preparation of expert and intergovernmental 
meetings to periodically review progress on implementation of the 
GPA and technical papers. 







Qualifications 
Advanced academic degree in marine or freshwater science or related 
environmental field. Twenty years relevant working experience, of 
which twelve are at the international level. Experience in management 
of multi-disciplinary, multi-country projects is essential. Experience 
should cover a wide range of technical and executive management 
skills, including relevant intergovernmental and inter-agency water- 
related activities. Knowledge of UN and UNEP principles and 
guidelines is desirable. Fluency in English is required. Working 
knowledge of additional UN language(s) an asset. 
















Salary range: $63,030 to $68,210 according to qualifications and 
experience. 


Applications for this position should be received by 29 December 
1998. A copy of the vacancy announcement with the description of job 
qualifications may be obtained from the UNEP web page 
www.unep.org OR from the Chief, Recruitment Section (see below). 
Applications for the post should be sent to: Chief Recruitment Section, 
HRMS, United Nations Office at Nairobi, PO Box 67578, Nairobi, 
Kenya. Facsimile 254-2-624134/622615/622624, 


IN ALL CORRESPONDENCE OR INQUIRIES PLEASE QUOTE 
VACANCY ANNOUNCEMENT NO. NA-98-64 
















































Institute 
cial Studies 


Hague, The Netherlands 


The ISS is an international centre 
for higher education and research in 
* development studies. Postgraduate 
S$ , teaching programmes are available 

^ at Diploma, MA and PhD levels. 








Social Studies has a vacancy for a CHAIR 
S OF DEVELOPMENT (m/f). 

to commence as soon as possible, is for 

f two years with possibilities of extension 
e review, indefinite contract at the level of 








nary staff group on ‘States, Societies, 
nt’ conducts teaching, research and engages 
ing projects as well as advisory services 














g, research and project/advisory work in at least 
the following areas: politics of state/society 

tons; democracy and democratization; environmental 
politics; social movements, NGOs and civil 






















;conomic policy reforms and emerging regional 
I security and collapsed states; 

nt tasks and responsibilities at the staff group 
ell as, when duly requested and appointed, at 
ite-level; and 

gness to travel and to reside abroad in connection 
ISS projects and advisory obligations. 


















equirements: 

Solid academic background, including a PhD or Doctorate 

in political science or in an allied social science; 

- Excellent record of relevant research and publications in 
political science journals; 

- Professional and academic work experience in developing 

countries and/or countries in transition. 


Employment conditions are comparable to those at Dutch 
Universities. Salary dependent on qualifications and 
experience in accordance with professorial scales at 
universities and institutions 

of higher education in The Netherlands, with a maximum of 
NLG 12,182 gross per month, plus an eight percent holiday 
l allowance. 


Applications, accompanies by a curriculum vitae and the 
names of three referees, should reach ISS before 15 January 
1999, address to the Rector, Institute of Social Studies, 

Box 29776, 2502 LT The Hague, The Netherla omen as 
well as candidates who originate from develg ountries 
are particularly encouraged to apply 


















Short-listed candidates will be req samples 

of published output; at that stage ¥ ill be 

contacted. 

Additional information can be óbtaitjed fi he 

Search Committee Chair, Professor J W B an, by letter, 
260546) or 


e-mail (bjorkmanQGiss.nl), telephone (431 
fax (431-70-4260799). MEE 
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anagement Centre Europe i 


(y Management Centre Europe (MCE), the European branch of the American Management 
_. Association, is Europe's leading management training and development organisation, providing 
-| solutions to business issues and conducting courses, programmes, seminars and conferences to 
| . enhance management skills. Our mission is to help Executives, Senior and Middle managers improve 
their skills and competencies whilst helping their company achieve its business objectives and goals. 










To suppor our growth we are now looking for a (m/f) 


Regional. Market Leader 


Who will lead and develop the UK and lrish markets (position. based in UK) 





Purpose of the position: g Identify and ensure implementation of market strategy and develop a Leader- 
ship position in the market; C] Grow market share to achieve the desired net and gross margins and 
targeted corporate net profit; C] Create a value proposition for the market and specific customer segments 
based on sustainable competitive. advantage for clients, with a focus on business results, on solutions 
rooted in best practices, and on lifelong peer affiliation; [- Build and grow proactively profitable business 
...Retworks and relationships with Senior Executives focused upon the business issues of clients; [ Achieve - 
i highest level of service through effective recruitment and resources management in line with MCE's d 
strategy; [] Build and manage a world class business development team. 


. For more information on the role and the personal profile please consult c our Website at 
http://Wwww.mce.be/comm/job-rml.htm. - 














We are also recruiting (m/f) 


Business Development Managers D 
a for Southern Europe (Portugal/Spain/Italy/France/Greece) and 
2 for German speaking countries (Germany/Austria/Switzetiand) 












oo Purpose of the position: Cl implement and execute Noro and market penetration strategies i inthe 
target group; C Achieve growth and revenue targets; C] Create a value proposition for the market and. 
specific customer segments with a focus on business results, on solutions rooted in best: practices, 


and on lifelong peer affiliation; C] Build and grow pro-actively profitable business networks and rela- 
tionships. 








For more information on the role and the personal profile please 
consult our Website at http://www.mce.be/comm/job-rml.htm. 








If you wish to develop as part of a dedicated, quality driven and globally 
operating team, please e-mail your application to jmerckx Q mce.be, 
Jacqueline Merckx, Director, Human Resources, Management Centre 
Europe, rue de l'Aqueduc 118, B-1050 Brussels, Belgium. 

Only EEC nationals will be considered. 





i UNIVERSAL COMMUNICATION 3 
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POSITION OF MANAGING DIRECTOR 


One of Kenya’s leading Agrochemical and Pharmaceutical 
Companies with offices in Tanzania, Uganda and Zambia 
requires a Managing Director based at their Head Office in 
Nairobi, Kenya. : 
The successful candidate must meet the following 
requirements: 

* Be a University Graduate in the field of Economics (MBA) 

* Be computer literate 

* Be a mature person not below the age of 40 years 

* Have at least 15 years experience in a relevant field 
The right candidate will be a professional who can 
demonstrate a successful track .record in business 


development and is persuasive and an assertive individual 
who will lead this Company from the front. 


On offer is a very generous salary, results related earnings 
and benefits associated with a successful and expanding 
regional Company. 


Candidates are requested to send their Curriculum Vitae, 
testimonials and telephone contact to: 


The Chairman, 
Board of Directors, 
P 0 Box 54689, 
NAIROBI, 





i 

i 

| 

i 

i 

| ‘ 
| Main responsibilities 
| 

i 

i 

| 

| 









KENYA 


HEAD OF EUROPEAN TRADE POLICY PRACTICE 
IN BRUSSELS OFFICE OF MAJOR US LAW FIRM 


Prestigious U.S. law firm with over 800 lawyers in 11 worldwide 
offices seeks an American or European attorney to run its 
European trade policy practice based in Brussels. 


This is a unique, career enhancing opportunity. 


Our clients are some of the top international corporations in the 
world based in the U.S., Europe and other nations. These long 
standing client relationships enable our attorneys to provide 
advice and counsel to businesses with a global perspective. As the 
attorney in charge of our international trade policy practice in 
Europe, you would be on the front line for their expanding global 
business markets. 


You must have the experience to make an immediate contribution. 


We are looking for someone at the Partner level who has a proven 
| track record of trade work in Europe. You should have experience 
in the operations of the European Commission relating to trade 
and international economic policy matters. Knowledge and 
experience with the WTO is also highly desirable. Law firm 
experience i$ a high priority. Compensation is commensurate with 
experience. There is a generous relocation package available. 


SEND A LETTER OR YOUR RESUME TO: 
(All inquires in complete confidence) 


INTERNATIONAL TRADE POLICY LAWYER 
THE ECONOMIST 
. BOX170 
111 WEST 57TH STREET 
NEW YORK 
NY 10019 
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Educational, Scientific and Cultural Organization 
. ds currently filling the position of 


| | 
DIRECTOR, UNESCO INSTITUTE FOR | 






EDUCATION (UIE) HAMBURG, GERMANY 









* The UNESCO Institute for Education is responsible, within UNESCO, for 
policy development, research, and training, and international co-operation in 
the field of adult learning, and the follow-up to the Fifth International 
Conference on Adult Education. 

| « The incumbent will provide leadership to the Institute's programme, ensure its 
implementation and secure additional financial resources through fund- 
raising. 


















Requirements 
“+ Ph.D, or equivalent in any area related to adult learning. 

* Knowledge of emerging adult learning in different national and regional 
contexts. 

*' At least 10 years experience in relevant research and development activities, 
with proven experience and recognition at an international level. 

+ Leadership qualities, excellent organizational skills. 

* Experience in mobilization of financial resources, : 

+ Excellent knowledge of English, working knowledge of French, knowledge of 
German would be an asset. 























Salary and benefits 

The post carries grade D-2 common to the UN system which includes a salary, 
plus a post adjustment, in the range of $113,000 (with dependants), $104,000 
(without dependants) exempt from all direct taxation and an international benefits 
package. : 



















Candidates, should send a detailed curriculum vitae in English or French, stating | 
their date of birth, nationality, and gender and attaching an identity photograph to, | 





UNESCO, Chief, Recruitment Section, Bureau of Personnel, 7 place de 
























DEAN 
DUPREE COLLEGE OF MANAGEMENT 
GEORGIA INSTITUTE OF TECHNOLOGY 


We are seeking a dynamic individual with visionary and leadership abilities to guide 
* " endowed and recently restructured DuPree College of Management into the 
st Century. 


As the chief academic, administrative ond financial officer, the Deon will develop and 
execute fiscal, academic, research and. operating plans for the College. Provide 
leadership in expanding the College’s national and international mission, visibility and 
reputation, Strengthen and expand intracampus, alumni, the business community and 
other external constituency partnerships. The Dean will olso be instrumental in 
: supporting the Georgia Tech capital campaign through fund raising efforts and other 

activities. : 

















The successful candidate will meet the following requirements: 


© Excellent leadership and interpersonal skills 
* Knowledge of and administrative experience in an academic community 
© Understonding the role of poder as it applies to developing ond 
delivering research and educational programs 
* An advanced degree in Management or related discipline with 
10+ years experience 


benefits package. 


Georgia Tech offers competitive salaries along with an outstandin 
m vitae and/or 


For immediate consideration, please forward nominations, curricu 
Tesumes to: 


Dr. Word O. Winer, Chair 
DuPree College of Management Dean Search 
Georgia Institute of Technology Code Econ O11 
Woodruff School of Mechanical Engineering 
Atlanta, Georgia 30332-0405 

Georgia Tech is an Equal Opportunity Affirmative Action Employer 
se wise e rli re bie ta eed 
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~ The Inter-American Development Bank, 
the oldest and largest regional multilateral development 
institution, based in Washington, DC, has an opening for an: 


Economist 


in Washington, DC, with Mexico, Central America, Dominican 
and Haiti. As part of the division’s team, individual will: 
a) analyze economic and social issues related to assigned country(ies); 
b) formulate recommendations for operational documents and overall 
strategy on macroeconomie related topics: 
©) conceptualize and prepare country papers, the Annual Economic 
; and Social Progress Report, sector studies, and briefings on 
macroeconomic issues; and ; 
rovide comments on project documents. 


1: Master's degree in Economics, with a minimum of six 

T relevant experience, including. work experience at an 
national financial and/or development institution. Experience in 

pp esearch appropriate tò: development of policy proposals 
concerning impediments to the economic and social development of Latin 
America and the Caribbean. Written and oral proficiency in French 
required, and at least one of the following: English, Spanish or Portuguese. 


Applications must be received by December 18,1998. Send resume in 
5 duplicate with a cover letter and salary history to: 
Inter-American Development Bank, Stop E0507, NA-ECONOMIST-TE 
1300 New York Avenue NW, Washington, DC 20577- USA 

or FAX (202) 623-3014. 

“Asia reflection of its commitment to its borrowing membér countries, the 
Bank may require staff to accept assignments in both country offices and 
headquarters. Only applications which best match the requirements of the 
position will be acknowledged. 


The IDB encoutages gender equality in its hiring practices. 


TRADE LAW AND POLICY ADVISORS | 
IN THE FORMER SOVIET UNION 


The Commercial Law Development Program of the US Department of 
Commerce seeks experienced attorneys and economists to serve as 
advisors to Trade Ministries in the former USSR. Positions are currenti 
available in Russia and Moldova and a position will be available 
Ukraine mid-1999, 


Resident Advisors will be stationed in-country for one year or more. They | 
will provide technical assistance on GATT/AWTO and other ‘trade policy | 
issues. Salaries are commensurate- with those of US Government Officials | 
with comparable responsibilities, and overseas benefits are provided as f| 
appropriate. Successful candidates will have significant expertise in 
GATTAWTO issues (particularly accession), outstanding managerial and | 
interpersonal skills and: knowledge of the région: Prior Resident Adviso 
generally have had 10.10.30 years of relevant trade law and poli 
experience. Significant experience in public and private sector policy: 
oriented work, overseas experience, and local language proficiency are 
highly desirable. US citizenship and a }D-or Masters degree in economics 
or a related field are required. : 


Applicants should submit à cover letter specifying their areas of technical 
expertise, the. positionis) for which they wish to be considered and a: 
resume by close of business on Monday, December 14, 1998, to: 


Commercial Law: Development Program, Office of the General Counsel, 
US. Department of Commerce, Mailstop 5876, $ 
14th and Constitution Ave., NW, Washington, DC 20230 
(Attn: Resident Advisor Program), 


Facsimile submissions are welcome; send to fax number 1202) 482-3244. | 
Applications will be considered and. positions filled on a rolling basis. 
Only successful candidates will be contacted. Application materials will 
not be returned. The US Department of Commerce is an equal opportunity 
employer; minorities encouraged to apply. 


THE INTERNATIONAL TRAINING CENTRE OF THE 
INTERNATIONAL LABOUR ORGANIZATION, TURIN (ITALY) 


seeks 


a Manager for its Enterprise Development Programme 


The Manager will provide expert and authoritative technical advice in the area of enterprise development, with a 
particular emphasis on small and medium-sized enterprises and co-operatives. S/he will design, develop and deliver 
international training programmes and activities on enterprise development for managers and senior officials. 


Qualifications required: 


(1) Advanced university degree in management and/or business administration or related field. 

(2) At least seven years of progressively responsible professional experience, of which at least three years at the 
international level, in the area of enterprise development. Experience in design, delivery and management of 
training programmes. Field experience. Proven management experience. Private sector experience, an asset. 

(3) Proficiency in English and at least French and/or Spanish. Knowledge of Arabic and/or Portuguese will be an asset, 

(4) Good analytical and problem solving abilities, knowledge of development and technical co-operation issues, concepts. 


and operations. 


(5) Ability to communicate clearly and concisely both orally 


and in writing, to organise and delegate work and to 
supervise staff, to work in a team, including establishing and maintaining effective working relations with people of 
different national and cultural backgrounds. : 

(6) Good diplomatic and negotiating skills, initiative and maturity of judgement. 

(7) Knowledge of or experience in utilising computers including word processing, database and other software. 


The position carries the P4 grade in the UN grading structure. Tax-free salary and other benefits of the international 


civil service. Duty station: Turin, Italy. 


Please send detailed CV (quoting reference 1 1/88) not later than 15 December 1998 to: 


Personnel Office, International Training Centre of the ILO, 
10, Viale Maestri del Lavoro, 10127 TURIN, Italy 
(Fax no. * 39 011 6936699 - e-mail: PERSG@itcilo.it). 


The ILO is an equal opportunity em ployer. Acknowledgement will only be sent to short-listed candidates. 
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How does it get to feel this good ? 


In Bangkok for business? You can expect to be completely 
hassle-free at the Imperial Club. We provide you with all the 
facilities of a first-rate office including private rooms for your 
appointments or meetings 


professional secretarial support 





and afully appointed lounge where 
you can relax and be pampered. For your other needs ,a specially 
dedicated concierge will be on hand to respond to your every 
request. After the day's business, what is better than to unwind in 
our health and fitness centre, stroll orjog in the park or do a little 
shopping ? To cap it alloff seek the delights of dining or 
entertaining in ourchoice of seven exquisite restaurants. This is 


how we expect you to feel good-even if you are away from home 





and, all at very affordable prices 


dt 


THE IMPERIAL 


QUEEN PARK 


NOT ELL*BANGEKOtIEM 


199 Sukhumvit Soi 22. Bangkok 10110 Thailand Tel : 662-261-9595 Fax: 662-261-9545, 261-9555 
Internet Homepage : http : //www. imperialhotels.com E-mail : imperial@ksc.net.th 





The 


Economist 





ERHARD SCHRÖDER, if indeed it ishe | 
: who is leading the country with the | 
third-biggest economy in the world, has | 
made one of the worst starts to running any 
top European government since the second 
.. world war. Asan election campaigner, he was 

_, vacuous and vague. But he was expected to re- 
eal his true colours after the German people 
had shown that they had had enough of his 
_ predecessor, Helmut Kohl. In the past two 
. months, Mr Schröder has remained vacuous, 
. while replacing the vagueness with muddle. 

— He has been outwitted and hamstrung, 
.. within his own Social Democratic Party, by 

‘the cheer-leader of the old left, Oskar Lafon- 
___ taine, who has grabbed much of the power that Mr Schroder 
had hoped to bestow on his own modernising friends (see 
pages 19-22). He has been embarrassed by his coalition part- 
ners, the Greens. He is being squeezed by his party’s oldest 
allies, the trade unions, and has disappointed Germany’s 
usinessmen, who had hoped to become his newest ones. He 
as done little to impress his most important friends abroad: 
_ the French, the British and the Americans. And in the corri- 
„dors of Brussels, at the hub of an emerging European Union 

whose preferred shape he finds hard to describe, the question 
.. is echoing: who in Germany is in charge? 

The answer, to date, is... nobody. Every week seems to 
bring some new muddle over taxes. No, the proposed new 
. energy tax will not be quite as high as the Greens have said. 
.. No, the lowest-paid jobs will not be taxed quite as Mr Lafon- 

- taine said they would, or should, be. No, we none of us have 
eally worked out a plan for pensions or social security. Yes, 
ve may consider lowering the age of retirement on full pen- 
ion from 65 to 60 years, as the trade unions suggest. But no, 

ethaps their request for a pay rise of 6.5% is a bit steep. The 
eality? It all depends which German minister is talking. 

And all this is set against a worrying backdrop. After a 
rief recovery, economic growth is slowing, perhaps to 
- nd 2*6 next year (see page 75). Nearly 4m Germans still 
. lack jobs—and the figure may soon go up again. Manufactur- 
ing labour costs average $28 an hour, a third more than the 
United States’ rate. Foreign direct investment into Germany 
is but a dribble. And the former eastern Germany is still gob- 
bling up some $80 billion of taxpayers’ money a year, while 
16% of its people stay jobless. 


The trouble with Oskar 


. Yet the gulf between Messrs Schroder and Lafontaine shows 
. no sign of narrowing. Why cannot the chancellor—Mr Schró- 
der, that is—simply rein in Mr Lafontaine, his finance minis- 
ter, and quiet him down? Not so easy. For one thing, it so 
happens that Mr Schröder owes his job to Mr Lafontai ne, who 
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Who's running Germany? 


inant ei 


























oy 


runs the party that chose Mr Schróder as its 
candidate for chancellor. And Mr Lafontaine | 
has a big advantage over his titular leader. 
The party boss has fierce convictions, and 
knows where he wants Germany to go. 

It is a pity that, more often than not, this. 
means in the wrong direction. Mr Lafontaine _ 
has already tilted against the Bundesbank, 
seeking to undermine its independence from. 
government and that of its successor, the Eu- 
ropean Central Bank, by shouting for lower 
interest rates. He has demanded, misguid- 
edly, the setting up of “target zones” for the 
world’s main currencies. He calls for a mas- 
sive boost in domestic demand, with income- . 

tax cuts for the lowest paid. In sum, he wants to spend Germa 
ny's way out of trouble. Mr Schróder has been much les 
distinct or audible, even though he has the gift of the gab and 
powers of televisual persuasion. In no measure has he fiven 
the impression that he is in command or knows what he 
wants to do. 

This confusing two-headedness of government has mud- 
died foreign policy too. Indeed, in that field no fewer than < 
three heads have sometimes been visible. Before he was 
elected, Mr Schröder reached out to Britain, saying he wanted 
the old Franco-German axis to widen into a triangle. Now, 
after a meeting with the French in Potsdam this week, the 
usual rhetoric of solidarity has failed to paint over the rust in 
the Franco-German axis. s 

Two years ago, Mr Schróder toyed with scepticism abo 
European grand designs; now he is an integrationist all ove 
again. But Mr Lafontaine, true to form, has been consistent ; 
and contrarian, looking firmly to France for ideologicalsuste- 
nance and for help in seeking to balance the new European . 
bank with a “political counterweight” and to harmonise | 
taxes across the EU. “My government has no official position 
on this,” he said mischievously this week, before citing a “per- 
sonal view" that a range of EU-wide taxes should be decided 
by qualified majority voting among the Union’s countries. A 

day later, Mr Schróder seemed to go along with the idea. And 
a third head has popped up, sometimes discordantly: that of 
Joschka Fischer, the Green foreign minister, who annoyed the . 
Americans by casually suggesting that NATO might consider |. 
promising not to use nuclear weapons first in a conflict. No 
wonder Germany's friends are puzzled. 

Tobe fair, itis notall MrSchróder's fault. It was, you might 
charitably say, bad luck for him that he had banked on a 
“grand coalition" with the Christian Democrats (minus the 
over-the-hill Mr Kohl) to run Germany after the election, but 
that instead his party won the election too comfortably to 
need one. Nor is it surprising that ministers are still feeling 
their way into office after 16 years in the wilderness. Nor, for 
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need of intensive care. This year's exports will be higher than 
ever. However gummed-up the labour market and inflated 
the add-on costs of labour (the economy’s two biggest prob- 
lems), productivity is still rising. Muscular German industrial 
and banking mammoths still bestride the world—witness 
Deutsche Bank’s recent purchase of America’s Bankers Trust 
or Daimler-Benz's merger with Chrysler. What is wrong with 
the economy is no fault—yet—of Mr Schróder's men. Their sin 
is that they look likely to make things worse, not better. 

In foreign policy, though, the buck does stop with Mr 
Schröder. It was his coalition deal with the Greens that led, 


that matter, have they talked the German economy into any 






unspotted at the time, to the “no-first-use” proposal by Mr 
“Fischer that the chancellor is now trying to play down. That 


said, he may in time draw more plaudits for his now-scratch- 
ier relations with France; not because scratchiness is a good 
thing, but because behind it may well lie a country, and a 
government, less inhibited than its predecessors about stick- 
ing up for its national interests. 

Overall, though, the chancellor has made a rotten start. 
How can he make amends? He has begun to claw back a bit of 
power at Mr Lafontaine's expense with some shrewd counter- 
appointments. But the most important step of all is this. 
Could he please spell out what he actually believes in? 





World law and world power 


The United States, the world's sole superpower, should be the champion of 


international law, not a two-faced, half-hearted friend 


T rapid expansion of international law since the sec- 
ond world war was largely instigated by an American hus- 
band-and-wife team. The world's central legal institution, the 
United Nations, was the brainchild of Franklin Roosevelt, 
who began planning for it soon after the United States en- 
tered the war. His wife, Eleanor, was one ofthe prime movers 
behind the adoption of the Universal Declaration of Human 
Rights, whose soth anniversary will be celebrated on Decem- 
ber 10th. The declaration became the human-rights move- 
ment's founding document, the source from which a stream 
of treaties have flowed (see our survey after page 68). 

Both Roosevelts were hard-headed political pragmatists. 
Both would have been disappointed, but hardly surprised, 
that the cold war subsequently hobbled the UN and ham- 
pered the application of international law for decades. Frank- 
lin had tried to head off a return to such great-power rivalry 
by constructing an international order founded on great- 
power co-operation. And he knew that, to succeed, such co- 
operation had to rest on some shared notions of justice and 
legality, not just military might. So he accompanied his pro- 
posal for the "four policemen" of the UN Security Council 
(later to become five) with an appeal to “four freedoms"—free- 
dom of expression and religion, freedom from want and 
fear—which eventually led to the Universal Declaration. 

; Alas, the Roosevelts’ enthusiasm for international law has 
- been replaced by a deep American ambivalence. Successive 
American presidents have continued to proclaim human 
rights, democracy and the rule of law as the guiding values of 
their foreign policy. They have often invoked international 
law in their own defence, and in criticising others. Yet the 
United States has a sorry record of shilly-shallying, or plain 
obstruction, in the development of international law. 

Instead of leading, America has ratified many human- 
rights treaties only after most other countries have already 
done so. It took 40 years to ratify the Genocide Convention, 
28 for the Convention Against Racial Discrimination, 26 for 
even the International Covenant on Civil and Political 
Rights, the most important treaty of all. Over 160 countries 
have ratified the convention banning discrimination against 
women-- but not the United States. Only two in the world 
have not ratified the Convention on the Rights of the Child; 
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the other one is Somalia. And even when America has ratified 
treaties, it has often attached extensive reservations, making 
them inapplicable at home. It has also paid scant respect to 
the monitoring mechanisms set up by the treaties, and to the 
International Court of Justice in The Hague. 

In the 1990s, the United States played the key role in set- 
ting up tribunals to put on trial individuals accused of war 
crimes and genocide in Rwanda and ex-Yugoslavia. Yet, alone 
among its allies, it now opposes the permanent international 
criminal court endorsed by 120 nations at a UN conference 
last July—primarily because it could not win an absolute ex- 
emption for its own soldiers. And that attitude is nothing 
new: successive American governments have seen the corpus 
of international law as a useful device to restrain or vilify 
other nations, while refusing to let it apply to their own. 


America’s double standards 


How can the United States get away with this? The answer, as 
in many other things, is simple: it is the world’s only super- 
power. Its allies, recognising that position, and aware that law 
alone cannot preserve the peace (or their interests), usually 
grant it the latitude necessary to act in a crisis—and know well 
that it would not take much notice if they didn’t. Yet even the 
United States—let alone the world—pays a high price for its 
refusal to apply international law on human rights at home, 
and its undue readiness to brush aside these or other aspects 
of international law abroad whenever this seems convenient. 
American leaders thereby gain room for manoeuvre. But their 
double standards also damage their credibility when they 
criticise the illegalities or human-rights abuses of others, and 
reduce American influence over the law’s development. 

That was plain this week, when American officials hinted 
heavily that General Augusto Pinochet, a former American 
protégé, should be returned to Chile. There are political argu- 
ments for that; but only feeble ones in international law. If 
America must be the world’s policeman, a role it often plays 
only reluctantly, and quite often against a chorus of criticism, 
is it better served by being seen as international law’s cham- 
pion, or as a nation which regards itself as beyond the law? 
Franklin Roosevelt would have known the answer. 

-* 
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The lesson of Quebec 


The province’s separatists have retained power. Canada probably won’t—and 
preferably won't—break up, but endless uncertainty would be even worse 


AN Canada stay in one piece? Probably, if its English- 
speaking majority really want it to, and act accordingly. 
Quite possibly not, if they don't, and if those French-speakers 
in its province of Quebec who wish to secede (as not all of 
them do) play their cards well. Several centuries of history 
and one day of voting this week could lead either way. 

The history is Canada's real trouble: an ancient rivalry, 
seemingly settled in 1763 when France, beaten in war, ceded 
its transatlantic domain to Britain, and then again in 1840 
and 1867, when British legislation created a united country. 
In fact, nothing was settled. Today, some 80% of Canadians 
speak English at home, 80% of Quebeckers speak French, and 
the old tensions flourish—especially now that Quebec, over 
the past 40 years, has woken from torpor to vigorous life. In 
1980 a referendum there on "sovereignty-association" was 
roundly defeated. But one backing plain "sovereignty" in 
1995 almost won. And now that Lucien Bouchard and his 
secessionist government have won last Monday's provincial 
election? On to a third referendum and Quebec floats away? 

Not so fast. Seldom has the first-past-the-post electoral sys- 
tem so clearly shown its flaws. Roughly 44% of Monday's vote 
went to the anti-secessionist Liberals; 43% to Mr Bouchard's 
Parti Québécois (PQ); 12% (nearly twice its previous figure) to 
Action Démocratique du Québec, which floats in the middle. 
And the seats in the provincial parliament? Just one for Ac- 
tion Démocratique, 48 for the Liberals—and 75 for the Po: a 
fat majority for the party that, in votes, came second. 

No vast trouble for Mr Bouchard, o leader since just after 
the 1995 referendum, one might think: he is back in power. 
But then his predecessor won power in 1994, with 45% of the 
vote, and still lost the referendum a year later. Mr Bouchard 
has no wish to call a referendum until he feels sure he can 
win—but he knows that, today, most Quebeckers would vote 
no tosecession, while even more do not want a referendum at 
all. He is in a bind. But so too is the rest of Canada: whatever 
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the PO vote, in power Mr Bouchard indeed is. Federal minis- 
ters and the nine other provincial premiers can rail at him as 
they choose—and some will be happy to do so—but that may 
only strengthen his hand; and, railing or silent, they cannot 
stop him calling a referendum whenever he likes. Canada 
looks set, at best, for a long constitutional haggle. 


The best and the least bad 


Could the haggle solve things? All ten provincial premiers 
agreed in August that the federal government should restrain 
its ambitions in social affairs. But the earlier search of the 
other nine at Calgary for a formula recognising Quebec’s spe- 
cial status did not impress the—absent—Mr Bouchard. There 
is a basic (and constitutional) difference between seeking 
more power for all ten provinces, seen as equals with each 
other, and the French-Canadian view, not confined to seces- 
sionists, that today’s Canada was born of a compact between 
two equal peoples, French-speakers and English (a minority 
until around 1850), which has since been repeatedly upset. 
Yet the attempt should surely be made, drear as that prospect 
is for a country that has haggled and failed twice since 1987. 

The trouble is that, for a secessionist, the best, and easy, 
tactic would be to cause or merely wait for it to fail again, and 
then tell Quebec, “Look, that is the best the rest can offer, let’s 
go our own way." And even were a third referendum, after all, 
to fail, what is settled? If the Po—aided by the electoral sys- 
tem—can but retain power, or regain it after defeat, it can try 
again and again until it wins, in a long nightmare of uncer- 
tainty worse than drear for Quebec and Canada alike. 

Canada’s best hope is a quick, successful haggle. The next 
best, if that fails, a quick referendum on secession; and, if it 
loses, a PQ ready to draw—or, later, a Quebec electorate to en- 
force—the lesson of that third loss. But if not? For the world, a 
dismembered Canada would be a pity, but not a disaster. One 
day, Canadian patriots too may have to accept that. 





The doomed and the dangerous 


Commercial bankers are caught between a rock and a hard place 


ARDLY a week goes by without another upheaval in in- 
ternational banking. The upheavals tend to come in 

two forms. One is when two big banks come together, by 
merger or acquisition—as in this week's announcement ofthe 
terms for the takeover of America's Bankers Trust by Germa- 
ny's Deutsche Bank. The other is when a top banker quits after 
some expensive fiasco—the resignation of Martin Taylor as 
chief executive of Britain's Barclays Bank was only the latest 
in a series of desk-clearings by bank bosses (see page 94). The 
catalyst for most recent bank shake-ups has been this year's 
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turbulence in financial markets, which saddled many with 
losses. But it has also posed again a more fundamental ques- 
tion about the industry: can commercial bankers ever suc- 
ceed in investment banking? 

One reason they keep trying is that retail banking—the 
mundane business of taking deposits and making loans—has 
long looked dull. Depositors have been moving into higher- 
paying mutual funds; big companies are issuing debt, not 
borrowing from banks. This “disintermediation” has gone 
further in America than in Europe. But everywhere the cosy 
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life of taking money cheaply from the public and lending it at 
a big profit relies on inertia—a point Barclays recogn ised in a 
recent advertising campaign about depositors' reluctance to 
change banks (“so we changed it for you”). That inertia is be- 
ing jolted. Liberalised financial markets are letting in more 
competition. Europe's single currency will erode national 
banking borders. Above all technology, through the Internet, 
the cash-machine or even the humble telephone, is offering 
simpler and cheaper ways for customers to do their banking. 

These are real threats, to which banks need to respond; 
but many have not done so convincingly. In Britain Barclays 
has done badly compared with its rival (now bigger) high- 
street bank, Lloyds TsB, which has forsaken investment bank- 
ing to concentrate on its large British retail base. By focusing 
on retail, while linking banking with insurance, Lloyds has 
made a dull business lively and profitable. Yet Barclays too 
abandoned most of its pretensions in international capital 
markets with its disposal of the bulk of its investment-bank- 
ing arm, Bzw. Indeed, it was accusations that the sale had 
been botched that sowed the seeds of Mr Taylor's downfall; 
and losses in the remainder of the investment-banking busi- 
ness, Barclays Capital, reaped the harvest. 

Moreover, Deutsche Bank's experience has confirmed 
that investment banking is, if anything, a harder business to 
make money at than dull old retail. Deutsche's purchase of 
Bankers Trust is a third-time-lucky attempt to international- 
ise itself in this business. Its previous ventures—its takeover 
nine years ago of Morgan Grenfell, a British investment bank, 
and later efforts to emulate football managers by buying tal- 
ent and hoping it gels—both failed miserably. 

Deutsche's ambitions seem to be based on the notion that, 
if it wants to keep its domestic investment bank alive, it has 
no option but to try to build a global one and take on the 


Japan in the right 


In refusing to bow to Chinese demands to apologise for past crimes and to 
isolate Taiwan, Japan did the world—and itself—a service 


VERY few months, Japan comes under pressure to offer a 

*proper" apology for its conduct during some of the 
bloodier parts of this century. Then, almost regardless of what 
it says, it finds itself under some sort of fire. During Emperor 
Akihito’s state visit to Britain in May it was criticised for seem- 
ing niggardly in its contrition; and even during the recent 
successful visit to Japan of South Korea’s President Kim Dae 
Jung, in which warm words were exchanged and a fulsome 
apology provided, some unkind souls wondered why it had 
taken Japan so long to say sorry for its colonial deeds. This 
past week, however, Japan has been firmly in the right—but 
this time for not offering a fulsome apology. 

The occasion was the visit to Tokyo of China’s President 
Jiang Zemin, the first ever by a Chinese head of state (see page 
30). For sure, Japan has plenty to feel sorry about concerning 
its actions in Manchuria and elsewhere in China during the 
1930s and 1940s; the only sensible debate about the period 
turns on how many millions of Chinese citizens were slaugh- 
tered, not the reality or morality of the actions, and it would 
be best if Japan, particularly its schools but also its politicians, 
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handful of American “bulge bracket” firms that seem to make 
most of the money. The Americans are not only growing fat at 
home; they are eating Europe's lunch, too, snatching a large 
chunk of the growing businesses of advising on mergers and 
acquisitions and underwriting shares and securities. 

The worries about Deutsche's latest venture stem from 
doubts less about its ambition than about its chances of suc- 
cess. It is rushing ahead with integrating Bankers Trust, be- 
cause it is keen to realise job savings as soon as possible and, 
rightly, to take control. Even so, speed will not avoid the cul- 
ture clashes that have marred so many bank mergers, includ- 
ing Deutsche's with Morgan Grenfell. Nor will it help to avoid 
the other bugbear of commercial banks active in investment 
banking: defective risk management. Commercial banks 
have proved bad enough at managing the risks associated 
with their conventional business. The more dangerous world 
of investment banking has often proved a nightmare. 


Divide and rule 


The best way forward might be to separate banks' commer- 
cial- and investment-banking activities, either under differ- 
ent ownership or else under a common roof. Such a division 
seems to have been what Mr Taylor was trying to achieve with 
Barclays, only to fall foul of his boardroom colleagues. 

Mr Taylor was certainly right to see that change is needed. 
The banking upheavals of the past few months are little more 
than an especially active phase in a long transformation. 
Some famous banking names of a few years ago no longer 
exist; some that were giants then are now pygmies. The least 
successful, and most hazardous, strategies have been the at- 
tempt to build the one-stop, do-everything shop, and that of 
merely grafting investment-banking gamblers on to a retail 
facade. By and large, fortune has favoured the specialist. 





were to come to terms with this past. But sometimes, even in 
the contrition business, the wider context also matters. And it 
is that which makes this Japanese refusal welcome. 


Dealing with dictators 
That context begins with President Jiang and his fellow com- 
munists. To treat this Chinese leadership as fitting recipients 
of an apology would frankly be pretty stomach-churning. 
The only entity that this century has outdone the Imperial 
Japanese army in the killing of Chinese citizens is the Com- 
munist Party of China itself—in policy-induced famine, in 
prison camps, in the mayhem of the Cultural Revolution, and 
in Tiananmen Square in June 1989. Where today’s Japanese 
government is genuinely of a different generation and politi- 
cal system from its 1930s predecessors, the difference between 
President Jiang’s government and those of Mao Zedong and 
Deng Xiaoping is one of degree, not kind. For all his urbane 
charm, and willingness to cite poetry and sing songs, Presi- 
dent Jiang remains head ofa nasty regime. To use him as cou- 
rier for a contrite message to the people his party still 
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_brutalises would be ironical, to say the least. a 


Then there is the use to which the war-guilt issue is put. 


Plainly, and for many years, the Chinese have deployed itasa 
negotiating weapon, often in association with entirely 
groundless claims that Japanese militarism is again on the 
rise. It has no moral value to them nor is the sincerity or other- 
- wise of the apology of particular relevance. Rather, it is a way 

of putting Japan on the defensive and of extracting conces- 
sions from it, usually in financial form. Indeed, despite Chi- 
na’s apparent outrage about this week's apology-refusal, the 
tactic nevertheless still worked: Japanese loans worth ¥390 
billion ($3.2 billion) over the next two years were announced 
while President Jiang was in Tokyo. 

But the most important piece of context is the island 
which China calls a “renegade province”: Taiwan. Japan has 
long retained close business and political links with its for- 
mer colony. Under new security-treaty guidelines agreed with 
the United States, Japan has left open for itself a possible role 
for its navy and air force as far south as Taiwan, and China 
would dearly like that role to be renounced. Yet Japan refuses 
to do so—and maintained that refusal during President 
Jiang's visit this week. 

The right approach to Taiwan in general, and to the ques- 








tion of whether outsiders would intervene militarily to sup- 


. port the island, is one of aggressive ambiguity. Outsiders - 


should not, by their actions or threats, give China an excuse 
for military action. But they deter such action most effectively 
when China is left guessing about what they might do, while 
the outsiders still make it clear that military moves against 
Taiwan would not be considered merely an internal Chinese 
affair. That is why Japan's flat refusal to close off its options is 
so welcome. Indeed, it has given less ground on Taiwan than 
did President Bill Clinton on his visit to China this summer, 
when he signed up to a Chinese declaration against Taiwan- 
ese independence or political recognition. 

In the longer term, relations between China and Japan 
promise to be among the region's prickliest. Many in China 
think it will soon be able to take its rightful position as East 
Asia's economic and political superpower, and that the coun- 
try standing most clearly in its way is Japan. Another, plausi- 
ble view is that Asia's next big problem is Chinese economic 
collapse, with possible consequences for internal political 
stability and rising nationalism. Either way, an important in- 
gredient of regional stability is for Japan to stand firm: to 
make it clear that it is not going to be pushed around. That 
was the welcome sight in Tokyo during the past few days. 





Mum's the word 


When children should be screened and not heard 


W: LIVE in increasingly intolerant times. Signs prolifer- 
ate demanding no smoking, no spitting, no parking, 
even no walking. “No blacks” signs have thankfully disap- 
peared—but elsewhere the imperative of denial seems to be 
ubiquitous. Smoking, once prohibited only in a few train car- 
< riages or sections of aircraft, is now banned totally in many 
offices, on most public transport and even in many bars. Posh 
clubs and restaurants have long had “no jeans” rules, but 
these days you can be too smart. Some London hostelries have 
“no suits” policies, for fear that boisterous city traders in suits 
might spoil the atmosphere. Environmentalists have long de- 
manded all sorts of bans on cars. Mobile telephones are the 
- latest target: some trains, airline lounges, restaurants and 
even golf courses are being designated “no phone” areas. 

“If intolerance really has to be the spirit of this age, The 
Economist would like to suggest restrictions on another 
source of noise pollution: children. Lest you dismiss this as 
. mere prejudice, we can even produce a good economic argu- 
ment for it. Smoking, driving and mobile phones all cause 
what economists call “negative externalities”. That is, the 
costs of these activities to other people tend to exceed the costs 
to the individuals of their proclivities. The invisible hand of 
the market fumbles, leading resources astray. Thus, because a 
driver's private motoring costs do not reflect the costs he im- 
poses on others in the form of pollution and congestion, he 
uses the car more than is socially desirable. Likewise, it is ar- 
gued, smokers take too little care to ensure that their acrid 
fumes do not damage other people around them. 

Governments typically respond to such market failuresin 


"two ways. One is higher taxes, to make polluters pay the full 
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cost of their anti-social behaviour. The other is regulation, 
such as emission standards or bans on smoking in public 
places. Both approaches might work for children. 

For children, just like cigarettes or mobile phones, clearly 
impose a negative externality on people who are near them. 
Anybody who has suffered a 12-hour flight with a bawling 
baby in the row immediately ahead or a bored youngster vi- 
ciously kicking their seat from. behind, will grasp this as 
quickly as they would love to grasp the youngster's neck. Here 
is a clear case of market failure: parents do not bear the full 
costs (indeed young babies travel free), so they are too ready to 
take their noisy brats with them. Where is the invisible hand 
when it is needed to administer a good smack? 


Child-free zones 

The solution is obvious. All airlines, trains and restaurants 
should create child-free zones. Put all those children at the 
back of the plane and parents might make more effort to 
minimise their noise pollution. And instead of letting chil- 
dren pay less and babies go free, they should be charged (or 
taxed) more than adults, with the revenues used to subsidise 
seats immediately in front of the war-zone. 

Passengers could then request a no-children seat, just as 
they now ask for a no-smoking one. As more women choose 
not to have children and the number of older people without 
young children increases, the demand for child-free travel 
will expand. Well, yes, it is a bit intolerant—but why shouldn't 
parents be treated as badly as smokers? And at least there is an 
obvious airline to pioneer the scheme: Virgin. 
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BONN AND PARIS 


Where is it going? 


Germany's new leader needs to sort out a muddle over people, power and 
policy—and to tell the world what he means to do 


2VEN Gerhard. Schroder, Germany's 
chancellor, admits that not everything 
. fias been hunky-dory. The government co- 
. alition that he has led in Bonn since Octo- 
ber 27th tried to do too much too soon, 
quality suffered and criticism is--he 
:: agrees--justified. But after all, the chancel- 
lor adds with his habitual vote-trapping 
z grin, new administrations are usually 
given. 100 days’ grace to get 
their act together. Instead, 
- something of an instant mir- 
5acle.is. seemingly expected 
from his Social Democratic- 
Green alliance, the first such 
tie-up at national level in Ger- 
 many's history. 
Just teething troubles 
 then-the coalition discord 
“over everything from tax to 
^ immigration policy, the 
¿standup row with the 
^ Bundesbank and (indirectly) 
with the European Central 
. Bank over interest rates, the 
“questioning of NATO'S nu- 
-~ clear doctrine? A lot of voters, 
‘who yearned for a new but 
;, competent team after 16 years 
OF centre-right rule under 
Helmut Kohl, desperately 
; hope so. So do many of Ger- 
- manys allies. Government 
mayhem at the heart of Eu- 
rope’s most powerful econ- 
:. ómy would be a worry at any 
time. With Germany about to take over the 
presidency of the European Union as well 
as the chairmanship of the G8 club of the 
world's rich countries, both with daunting 
agendas of reform, it looks truly alarming. 
Alas, few of the government's problems 
can be put down just to new boys (and girls) 
needing time to settle in. Most are more 
deeply rooted and were clearly heralded in 
the “twin-track” strategy pursued by the So- 
cial Democrats during the election cam- 
paign. Breezing down one track was media- 
star Schroder, a pal of industry bosses as 
well as (moderate) trade-union leaders, 
preaching about a “new centre” in politics 
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and promising woolly but on the whole 
painless reform. “We will not do every- 
thing differently, but a lot better,” he 
chanted time and again. 

Not so Oskar Lafontaine, the Social 
Democrats’ party chairman and former ri- 
val of Mr Schröder to become “chancellor 
candidate", who was grinding deter- 
minedly along the other track. Pledging 
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that “we do not seek power so that things 
will stay the same,” he kept the party faith- 
ful happy with promises to overturn the 
Kohl government’s (modest) cuts in social 
welfare, to tax energy use and raise the in- 
comes of the less well off Wage restraint, he 
claimed, had been overdone. People 
needed more cash so that domestic de- 
mand could be boosted and the horren- 
dous jobless total of close to 4m cut. 

Did not Mr Schroder, well aware of the 
link between Germany's high costs and its 
soaring unemployment from his years on 
Volkswagen's supervisory board, realise he 
was heading for trouble? Perhaps, but to 


win the election he needed Mr Lafontaine’ 
backing at least as much as the latte 
needed Mr Schróder's vote-catching cha 
risma. Besides, Mr Schröder did not expec 
(and probably did not hope for) a majority 
big enough to form an alliance with the - 
Greens. A “grand coalition" with the Chris-- 
tian Democrats, though without Mr Kohl, 
seemed more likely. Mr Lafontaine's influ- 
ence would then be diluted, the. Social 
Democratic left more easily checked. 
Unhappily for Mr Schröder, reds and 
Greens together won a workable-looking | 
majority of 21 in the Bundestag, the lower 
house of parliament. They already had a. 
majority in the Bundesrat, the second 
chamber, where the federal states are repre- 
sented and which has a veto on key matters: 
including tax. It was mainly thanks to that 
veto that the bold (albeit belated) plan of 
the Kohl administration. to. 
simplify the tax system ani 
slash rates came to naught. 
Now the new government ca 
push through almost any leg 
islation it wishes—once it has 
agreed what it wants. 

Mr Lafontaine; who ha 
rashly been promised by M 
Schróder any job he wanted 
pounced on the already pow 
erful finance ministry, anc 
proceeded to make it stronger: 
still, hiving off key. depart 
ments. from the. economics 
ministry and adding them to 

 hisown realm. As party chair- 
man too, he could well echo a _ 
notorious remark of the late - 
Bavarian supremo Franz Josef 
Strauss: "I do not care who is 
chancellor under me^ The 
confrontation between the | 
Schröder and... Lafontaine 
camps is widely dubbed a bat 
tle of "modernisers" against 
“traditionalists.” But that is to. 
oversimplify. On this or that point (repeal- 
ing cuts in pensions and sick-pay madeun- 
der Mr Kohl, for instance) the chancellor 
happily shares his party's sentiments. Mr 
Lafontaine, for his part, often startles with 
new ideas, or at least new twists to old ones. 





Divided they stand 


It would be more accurate to call the struge 
gle one between pragmatists and ideolo- > 
gists with a fair dash of opportunism 
thrown in on both sides. Mr Schróder, al- 
though a Marxist in much younger days, is 
no "ideas man" but a gifted improviser. He 
has managed to modify at least two of Mr 
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Lafontaine's tax-increase schemes, on en- 
ergy and low-paid jobs, because, although 
he favours the long-term aim of both, he 
sees decisive short-run drawbacks. Not sur- 
prisingly he inclines more to the practical 
approach of Tony Blair and New Labour 
than to the grand designs for state and soci- 
ety presented in France by Lionel Jospin 
and his governing Socialists. 

Mr Lafontaine, educated by Jesuits and 
trained as a physicist, is much the opposite: 
a Francophile, ultra-wary of market forces, 
who reckons that faced with the challenge 
of globalisation governments badly need 
to assert more, not less, control. Hence his 
drive for an “ecological tax reform", raising 
energy prices and using the revenue to help 
cut the social-security charges that add to 
labour costs. Hence also his recent (abor- 


interest rates, as well as his scheme to stabi- 
lise major world currencies inside target 
zones. And hence, too, his backing for tax 
harmonisation in the EU. 

Has Mr Lafontaine been put off by the 
howls his actions have aroused in many 
places, with the notable exception of Paris? 
Not a bit. He is fired by enthusiasm for 
ideas whose time, he reckons, has nearly 
come. And he is egged on by fervent advis- 
ers like his economist wife, Christa Müller, 
and his powerful state secretary, Heiner 
Flassbeck, who for years have been preach- 
ing the doctrine he now advocates. Ifhe has 
for now become a bit quieter, long-time La- 
fontaine-watchers claim, it is because he is 
gathering strength for a new advance. “Re- 
culer pour mieux sauter,” as it were. 


Where’s the boss, then? 


Small wonder that with “Oskar” capturing 
so many headlines in the coalition’s first tu- 
multuous month, the cry went up “Where 
is Schroder?” Part of the answer is that he 
was too often abroad for his own domestic 








tive) bid to force the Bundesbank to drop . 








good. Paris, Washington, London, Brussels, 
Moscow, Warsaw; all are considered vital 
trips for a new chancellor and Mr Schroder 
dutifully made them. 

Among other things he had to convince 
the French that he still considers them Ger- 
many’s closest allies, despite his earlier talk 
of “a triangular relationship” including 
Britain. If you go by the smiles and back- 
slapping that ended Franco-German con- 
sultations in Potsdam on November 30th 
and December 1st, he may have succeeded. 
But do not take smiles and back-slaps too 
seriously. 

The Franco-German relationship is no 
longer what it was. With German unifica- 
tion and the arrival in power of a new gen- 
eration of leaders born after 1945, the 
French realise that Germany is shedding 
many of its former complexes, becoming 
more self-assured, assertive and nationalis- 
tic. Indeed, the French fear that Germany 
no longer needs them as it once did. This, 
insists Hubert Védrine, France's phleg- 
matic foreign minister, should 
be regarded as "neither shock- 
ing nor worrying". It is quite 
“normal” to him that Germany 
should seek to defend its own 
interests, just as Britain and 
France have always done. 

Yet behind this reassuring 
tone lurks a long-held French 
worry that a united Germany 
may one day seek to punch its 
real European weight and no 
longer treat France as an equal— 
even as its sole playmate. During 
his election campaign, the 
French were upset by Mr Schro- 
der's suggestion that their hith- 
erto exclusive partnership 
should be opened up to form a 
ménage à trois with the British. 
To France's relief, there has been 
no further mention of this dis- 
tinctly touchy issue. 





Was a political Viagra pill taken this 
week in Potsdam to give the ageing rela- 
tionship a new fizz? Maybe, maybe not. 
Talk of a possible new Paris-Bonn-London 
triangle in Europe is nothing new: every 
time, over the past decade, that a new presi- 
dent or prime minister has taken over in 
France, he briefly—and in the end unsatis- 
factorily—flirts with the Eurosceptical Brit- 
ish, only to fall back in relief on the old liai- 
son with Germany. But now, for the first 
time since the second world war, there are 
centre-left governments in France, Britain 
and Germany. Tony Blair is certainly seek- 
ing ways fora more Euro-positive Britain to 
play a bigger role in Europe. Under Mr 
Schröder, who likes Britain, a punchierGer- 
many may be claustrophobically anxious 
to escape from the French clasp. And 
France, nervous about being left out in the 
cold, has begun searching for alternative al- 
lies to help it keep its threatened diplo- 
matic pre-eminence in Europe. 


Potsdamnation? 


So, despite Mr Schróders avowed reluc- 
tance to talk about “geometric construc- 
tions” in Europe, a new triangle may yet be 
emerging, Both France and Germany are 
ever keener to do business with Europe's 
other key player—either separately, as in 
planned Anglo-German arms mergers and 
stock-exchange link-ups, or together, as in 
defence. The triangle may not be equilat- 
eral. For sure, France and Germany are 
likely to go on being each other's main part- 
ner. But that partnership, though still nec- 
essary for getting things done in Europe, no 
longer looks sufficient on its own. 

And in Potsdam awkward Franco-Ger- 
man differences did stick out--over nu- 
clear energy, ideas for joint arms-making 
and, above all, contributions to Europe's 
budget and Frances farm subsidies. 
Though the leaders came closer to agree- 
ment on the pace of the EU's eastward ex- 
pansion, Mr Schróder failed to squeeze out 
of the French a pledge that Europe's com- 
mon farm policy be reformed double- 
quick, so that Germany's net payment into 
the Brussels budget can be cut. This spells 
trouble, however wide those Potsdam grins. 

In any case, Mr Schróder wants to per- 
suade the British, whom he sees as allies in 
many things, including the battle for farm 
reform, that his talk of a "triangle" was in 
fact no mere slip of the tongue; and he has 
sought to reassure the Poles that he wants 
them to join the EU as soon as possible, al- 
though he is not prepared to set a target 
date. Hardest of all, he has to convince the 
fidgety Americans that Germany is as 
staunch an alliance partner as ever, even 
though in Joschka Fischer it now has a 
Green foreign minister. 

Mr Fischer made the right kind of 
statesmanlike noises, until he let slip a 
tricky fact that few outsiders (and not all in- 
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WASHINGTON, DC 


S THEY watch Germany descend into 
what looks to them like introspect- 
| ive confusion, American officials draw 
| comfort from two main arguments. The 
| first is that German-American relations 
| are bound to improve, no matter what 
| kind of coalition runs Germany, As Ger 
| many's economy becomes more open, so 

this argument goes, there will be more 
| mergers between German and American 
| firms like the recent: Daimler-Chrysler 
| marriage and the Deutsche Bank Bankers 
| Trust tie-up; these alliances will deepen 
| cultural and intellectual links, binding 
| the American and German world views 
| more tightly together. The second argu- 
| ment is that Germany's coalition is not 
| really worrying anyway. The new chancel- 
lor, Gerhard Schréder, has promised con- 
tinuity in his country's foreign. policy. 
"We plan to take him at his word," says 


siders)had hitherto noticed: that, under the 
Bonn coalition accord reached in October, 
the government wants NATO to renounce 
the possible first use of nuclear weapons. 
Both Mr Schróder and his defence minis- 
ter, Rudolf Scharping, have since sought to 
present this stand as "a contribution to alli- 
ance discussion"; but the Americans, the 
British and even the French are definitely 
not amused. The point was put into the ac- 
cord at the insistence of the Greens; it will 
now be hard to get it out again. 


When the cats away... 

While Mr Schröder was on his travels his 
rivals were winning points at home. Now, 
though, he is fighting back, above all by 
greatly beefing up his chancellery team. 
His chief of staff, Bodo Hombach, is a 
string-puller of legendary skill, one of 


| Continuity, please—orelse — 
| else | 





one State Department official, a. bit 
menacingly. d 

This hint of menace was evident in 
November, when Germany's defence sec- 
retary, Rudolf Scharping, visited Wash- 
ington in the midst of a nasty spat over 
NATO's nuclear policy. On the eve of this 
trip Germany's Green foreign minister, 
Joschka Fischer, had suggested that NATO 
should promise not to use nuclear weap- 
ons before being attacked with them. This 
"no-first-use" policy is anathema to the 
Americans, who reckon that NATO needs 
the option of first use to deter chemical or 
biological. attack, And so, when Mr 
Scharping appeared before the press with 
his American counterpart, William Co- 
hen, something revealing happened. 

- At the press conference, Mr Scharping 
waffled about Germany's nuclear think- 
ing. Nuclear forces, he said, played *a fun- 

damental political. role", 

but his government also 
cherished the vision of à 
world without nuclear 
weapons. But Mr Cohen 


















mouth. He declared that 
Mr Scharping had prom- 
ised that Germany had “no. 
intention” of questioning 
“core elements of NATO'S 
strategy”. Indeed, — the 
American went on, “Ger- 
many remains prepared to 
contribute to the nuclear 
element of NATO". You 
promised continuity, Mr 
Cohen seemed to be say- 
ing; if you tell us anything 
different, we will refuse to 


put bolder words into his - 


hear you. 
A similar tactic—arm- 
twisting by press conference—is likely to | 
confront Germany's finance minister, | 
Oskar Lafontaine, when he arrives in 
Washington on December 4th, and meets 
an array of American officials who want 
him to drop his Keynesian reflation talk | 
in favour of deregulation. The close rela- | 
tionship Germany enjoyed with America | 
during the Clinton years cannot be taken 


“for granted. On the contrary, it must be 
earned~and there is strong competition 


from: the British. President Clinton got 

along famously with Helmut Kohl, and | 
did not much care for John Major. Mr | 
Clinton likes Tony Blair a lot, but he has 


yet to strike up much of a relationship | 


with Mr Schröder. 

Conceivably, therefore, the diplo- 
macy of "continuity, or else" may spur 
Germany to drop its wilder notions. But 
that, too, depends on who does end up in 
charge of German policy. In any case, 
such American tactics may backfire, Some | 
wise heads ín Washington reckon thattoo | 
much arm-twisting. could increase anti- 
Americanism in Germany: the Germans | 
may not merely repair their old alliance | 
with the French, they may actually be- | 
come like them. Now that, in American | 
eyes, really would be worrying. f 

| 





whose priorities is to strengthen those links 
with Britain's New Labour. His economic 
adviser is Klaus Gretschmann, a respected 
professor whose views on international fi- 
nance—pegging currencies for instance— 
are more pragmatic than Mr Lafontaine's. 
Mr Gretschmann—not Mr Flassbeck, as Mr 
Lafontaine wanted—will be the chancel- 
lors “sherpa” to prepare the G8 summit 
meetings. Not least, Mr Schróder has ap- 
pointed Michael Steiner, a shrewd former 
trouble-shooter in Bosnia, as his top for- 
eign-affairs man. With him on the job, the 
traditional, latterly damaging, rivalry be- 
tween chancellery and foreign ministry 
should be a lot less marked. 

What Mr Schröder is trying to do is 
build a chancellor's fortress with the sturdi- 
ness and fire-power of the one run by the 
previous Social Democratic chancellor, 


Helmut Schmidt. In his era, the chancellery 
became the spot where most key govern- 
ment initiatives (like the European Monet- 
ary System) were hatched, and where dubi- 
ous plans from elsewhere in Bonn tended 
to disappear as though into a black hole. 
Not à bad model for Mr Schróder: at last he 
is trying to emulate it. 

But that alone may not be enough. Mr 
Schmidt has long believed that one main 
reason he fell from power in 1982 was that 
he did not become Social Democratic Party 
chairman as well as chancellor. Mr Kohl, 
too, led his party as well as the government, 
and survived as chancellor for 16 years. If 
Mr Schröder is going to stay on top he may 
eventually have to tip Mr Lafontaine out of 
the party chairmanship. But that is a task 
vastly easier proposed than done. 

— 
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An axis creaks 


At a summit meeting in Pots- 
dam, France's president, 
Jacques Chirac, and Germa- 
ny's chancellor, Gerhard 
Schróder, made little progress 
over how to reshape the EU 
budget or Europe's common 
agricultural policy. Germany's 
finance minister, Oskar La- 
fontaine, rattled some Euro- 
pean leaders by suggesting 
that harmonised Europe-wide 
tax rates should be decided 
by "qualified majority 
voting". 





Italy's government was un- 
able to decide what to do 
with Abdullah Ocalan, leader 
of the separatist Kurdish 
Workers’ Party, which is 
fighting a guerrilla war in 
south-east Turkey. He was ar- 
rested in Rome last month. 


Turkey's president asked Bul- 
ent Ecevit, the leader of a left- 
wing party, to form a 
government. 


Jose Miguel Insulza, Chile’s 
foreign minister, visited Brit- 
ain and Spain to press for the 
return of General Augusto 
Pinochet. Madeleine 
Albright, the American secre- 
tary of state, argued that 
Chile's desire to deal with the 
general in its own way de- 
served “significant respect”. 


Britain's Conservative Party 
sacked Lord Cranborne, its 
leader in the House of Lords, 
after he reached a compro- 
mise with the Labour govern- 
ment over its plans to expel 
hereditary peers from the un- 
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elected second chamber. The 
deal would have allowed 
some hereditary peers to re- 
main for a few years. 


NATO-led troops arrested a 
Bosnian Serb general, Radi- 
slav Krstic, for his alleged part 
in the murder of thousands 
of Muslims in the Bosnian 
town of Srebrenica three 
years ago. 


Death knell 


Final results of elections in 
four Indian states dismayed 
the BJP national government 
and presaged a return to 
power of the Congress party 
under Sonia Gandhi. 





Xu Wenli was detained after 
trying to set up China's first 
opposition party. The for- 
eign ministry said he was sus- 
pected of endangering na- 
tional security. 


North Korea said its dispute 
with the United States over a 
suspected underground nu- 
clear plant was being pushed 
"to the brink of war". 


Zainur Zakaria, a lawyer de- 
fending Malaysia's sacked fi- 
nance minister, Anwar Ibra- 
him, was jailed for three 
months for contempt of court 
after claiming a high-level 
conspiracy against his client, 
who faces charges of corrup- 
tion and sexual misconduct. 
Mr Zainur won a reprieve 


pending an appeal. 


An earthquake close to 
Mangole island in Indone- 






sia killed 34 people and 
caused widespread destruc- 
tion. In Jakarta President B.J. 
Habibie appealed to demon- 
strators to get off the streets 
and work for reforms through 
the political system. 


Scrutinised 


America's House Judiciary 
Committee voted to look into 
alleged fund-raising abuses 
by President Clinton. This 
widened the impeachment 
inquiry, which remained in 
chaos. Mr Clinton provided 
narrowly legalistic answers to 
questions sent to him by the 


| committee, and denied that 


he had committed perjury. 
Support grew for censuring 
the president instead. 


Mike Espy, Mr Clinton's for- 
mer secretary of agriculture, 
was acquitted by a jury of cor- 
ruption charges. 


America's space agency, NASA, 
aborted the launch of the 
space shuttle Endeavour mo- 
ments before take-off. It was 
due to start work on con- 
structing the International 
Space Station in orbit. 





In Canada's largely French- 
speaking province of Que- 
bec, voters re-elected its sepa- 
ratist government, raising the 
prospect of a new referen- 
dum on secession. Lucien 
Bouchard's Parti Québécois 
won a hefty majority of seats 
but got fewer votes than its 
Liberal, pro-Canada rivals. 


Venezuela's presidential 
campaign ended with Hugo 





Chavez seemingly well ahead 
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POLITICS THIS WEEK 


of the other independent, 
Henrique Salas Romer. The 
two big parties withdrew 
their candidates, hoping to 
stop him. 


In a nationwide primary, 
nearly 2m opposition-sup- 
porting Argentine voters 
picked Fernando de la Rua, 
mayor of Buenos Aires, as the 
Alliance's presidential candi- 
date for 1999. He won 63% 
support, against 36% for 
Graciela Fernandez Meijide. 


Cuba’s Communist Party 
proposed that Christmas day 
be permanently restored as a 
public holiday. The day off 
was abolished in 1969, but 
temporarily revived last year, 
in honour of the pope’s forth- 
coming visit. 


Flounced out 


Lebanon's prime minister, 
Rafiq Hariri, resigned after 
six years in office, apparently 
reluctant to serve under the 
recently elected president, 
Emile Lahoud. The president 
asked a former prime minis- 
ter, Salim al-Hoss, to do the 
job instead. 


Israel's cabinet discussed mil- 
itary strikes against Lebanon's 
electricity and water infra- 
structure after more Israeli 
soldiers were killed by 
Hizbullah militia in southern 
Lebanon. Many Israelis want 
their troops withdrawn. 


President Mugabe of Zimba- 
bwe banned strikes and anti- 
government demonstrations. 


On the eve of a series of elec- 
tions in Nigeria leading to 
civilian rule, the head of the 
electoral commission said 
some 20m out of 60m names 
on the voters’ register could 


| be fictitious. Amid rumours 


of an attempted coup, Gen- 
eral Abdulsalam Abubakar, 


| the head of state, told the 


country’s soldiers they were 
leaving politics for ever. 





25 


oe doe Mte hun 














The | 
Economist 


Surprise cut 


Central banks in the euro- 

| zone surprised markets with 
an early interest-rate cut. 
Germany’s Bundesbank led 
the way, trimming its repo 
rate to 3%. Other euro mem- 
bers followed suit, except for 
Italy, which cut to 3.5%. Oskar 
Lafontaine, Germany’s fi- 
nance minister, welcomed 
the rate cut, for which he has 
been pushing. But the Euro- 

| pean Central Bank, which 
takes over the monetary reins 
in the euro area in January, 
will be keen not to seem to 
bow to political pressure. 





Blending oil 








As the price of oil dropped, in 
real terms, to its lowest point 
in 25 years, upheaval contin- 
ued in the industry. In the 
world's biggest merger, Ex- 


as the world's largest energy 
group with the $77 billion 


second-largest oil group. 


France’s second-biggest oil 

| firm, Total, agreed to pay 
over the odds for Belgium's 
Petrofina to create the sixth- 
largest oil group in the world. 
Total's share price dropped 
by 12% after its two-stage offer 
valued Petrofina at BFr456 
billion ($13 billion)-a 36% 








purchase of Mobil, America’s | 
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posed European marketing 
and refining joint venture 
(along with Aramco, they al- 
ready have such a venture in 
America) Both want to be 
free for future mergers. 


Drug cocktail 


Hoechst of Germany and 
France's Rhóne-Poulenc are 
to merge their drugs and ag- 
rochemicals businesses to cre- 
ate the world's biggest life-sci- 
ences company, called 
Aventis. The 50-50 joint ven- 


| ture will have sales of more 


than $20 billion a year, and 
cut costs by $1.2 billion. 


Two medium-sized French 
drug firms have also agreed 
to merge. Sanofi (excluding 
its beauty-products business), 
which is controlled by Elf 
Aquitaine, and Synthélabo, 
controlled by L'Oréal, would 
have a market capitalisation 
of FFr155 billion ($28 billion). 


Britain's biotechnology indus- 
try took another knock. 
Shares in Cortecs plunged 
64%, and its top managers 
quit, after it said investors 
had been misled over the pro- 
gress of two drugs. 


d's biggest mer x | Downdraft 
xon IS reinforcing its position 





The troubles at Boeing con- 
tinued. The aircraft maker 
confirmed that it will cut up 
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by 2000 because Asian ait- 
lines are deferring deliveries. 


The head of smw’s Rover 
subsidiary, Walter Hasselkus, 
is to leave early because of its 
mounting problems. A plan 
involving flexible working 
hours and the loss of 2,400 
jobs at Rover was approved 
by the BMW board. Rover is 
expected to lose some 
DMsoom ($300m) this year. 


Nipped in the bud 


Rupert Murdoch's plan to 
take on the European pay-TV 
market may be unravelling. 
The all-but-done deal that 
News Corp had negotiated 
with Telecom Italia was 
thrown out, at least as it 
stood, by Franco Bernabe, 
Telecom Italia’s new boss. 


Germany's Viag confirmed its 
intention to merge with 
Alusuisse of Switzerland in a 
DM14.6 billion ($8.7 billion) 
deal. The new entity will be 
big in packaging, aluminium 
and specialty chemicals. 


America's Entergy accepted a 
£1.9 billion ($3.2 billion) offer 
from Electricité de France 
for London Electricity, a 
British energy distributor. 


Tokyo prosecutors arrested 
76-year-old Isamu Kawai, 
chairman of Fuji Heavy In- 
dustries, on bribery charges. 









The World Bank reckons that 
developing countries’ 
growth will average only 
2.4% this year and next, half 





| that of 1997. Despite the East 





premium over the market | to 50,000 jobs over the next 
price. Nor were Total's share- | two years and reduce its out- 
| holders happy with the cycli- | put of wide-bodied jets. Its 
| cal petrochemicals business — | shares slid 17% after it an- 
of Petrofina. | nounced that 1999 profits 
| could be $500m short of the 
Texaco called off talks with | forecast $2 billion, while sales 
| Royal Dutch/Shell on a pro- | would be down by over 10% 
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Asian crisis, the region as a 
whole is expected to grow by 
3% over the two years, thanks 
to China—faster than Latin 
America or Africa. Over the 
medium term, the Bank ex- 
pects East Asia to remain the 
fastest-growing region, with 
6.5% average growth in the 
eight years to 2007. 


The mmr formally approved 
an $18 billion loan to Brazil, 
as part of its $42 billion sup- 
port package. But Brazil’s 
Congress refused to vote for 
higher pension contributions 
by civil servants—a big set- 
back for the government's 
austerity plans. 


Ever wider 


Even as Deutsche Bank was 
tying up its $10.1 billion 
transatlantic takeover of 
Bankers Trust, creating the 
world’s biggest financial-ser- 
vices group, Germany's big- 
gest bank was also continuing 
its European expansion with 
the purchase of Crédit Lyon- 
nais Belgium for DM1 bil- 
lion ($588m). It will merge the 
firm with its smaller existing 
business in Belgium. 


Martin Taylor unexpectedly 
resigned as chief executive of 
Barclays, Britain’s second- 
largest bank. Rifts with the 
board had been growing; a 
big one seems to have been 
over his plan to divide the 
bank into separate corporate 
and retail businesses. 


Sinking under bad loans, 
Nippon Credit Bank is hav- 
ing urgent merger talks with 
the fast-expanding Chuo 
Trust and Banking. NCB, the 
smallest of Japan's three long- 


| term credit banks, is hoping 


to avoid the fate of the re- 
cently nationalised Long- 
Term Credit Bank. NCB has 
closed its non-bank affiliates, 
has pulled out of overseas op- 
erations and is now writing 
off a further ¥730 billion ($6.1 
billion) of dud loans. 
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Congress is poised to return to power, but not just yet 


| pendium, cartoon sums it up: “The 
mushroom, sir," smirks Sonia Gandhi 
atthe prime minister, Atal Behari Vajpayee, 
"is no substitute for the onion." 

Mr Vajpayee had given India its 
proudest moment in years last May when 
he tested five nuclear bombs. But he got no 
credit for it in state elections where voters 
were enraged by the soaring price ofonions 
and other staples. As the results were 
counted this week, they showed that Mr 
Vajpayee's Bharatiya Janata Party (B]P) had 
been ejected from the governments of 
Delhi, India's capital, and Rajasthan, and 
Mrs Gandhi's Congress party had taken its 
place. Congress lost power in tiny Mizoram 
in the north-east, but shocked pollsters by 
fighting off a pj» challenge in Madhya Pra- 
desh, the biggest ofthe four contested states. 
The humiliation of the ruling party was 
complete. Now pundits are counting the 
months until Congress marches back into 
national government, an Italian-born im- 
portto the storied Nehru-Gandhi dynasty— 
Sonia is the widow of Rajiv Gandhi, Neh- 
ru's grandson—at its head. 

The voters’ verdict was clear enough: 
the BJP's eight months in office leading a 
fractious 18-member coalition have been a 


THE ECONOMIST DECEMBER 5TH 1998 


bust. The consequences are less obvious. 
The numerous parties in the lower house 
all have their own notions of how to profit 
from the BjPs humiliation. Guessing the 
outcome would be like predicting a chess 
game in which the pieces move according 
to rules oftheir own invention. 

At first, the coalition seemed to acquire 
the strength of desperation. One by one its 
obstreperous members, many of them as 
spooked as the yp itself by Congress's vic- 
tory, swore fealty to the alliance. How dura- 
ble those pledges prove to be, though, de- 
pends largely on Congress. 

The main opposition party is savouring 
a victory beyond all expectation. Young vot- 
ers, Dalits (once untouchables), even Sikhs, 
who have not forgotten a Congress-in- 
spired pogrom against them in 1984 (after 
the murder by her Sikh bodyguards of 
Rajivs mother, Indira Gandhi), flocked 
back to the party that ruled India for most 
of its first 50 years of independence. The BJP 
turned in its worst-ever performance in Ra- 
jasthan; in Delhi’s assembly it has been re- 
duced from a thumping majority to a sniv- 
elling minority. But how will Congress now 
exploit its triumph? For the moment, Mrs 
Gandhi seems willing to wait. Her party has 


twice brought down governments recently, 
only to be punished at the polls. She prefers 
to let the coalition fall “on its own”, and 
then, rather than piece together a feeble al- 
ternative from the current parliament, to 
call new elections. Congress would proba- 
bly supplant the BJP as the biggest party. It 
could not rule without allies, but it could 
hope to become the master of a coalition 
united by distaste of the BJP. 

This strategy carries risks. The coalition 
may not fall on its own, especially if poten- 
tial defectors know they will have to face 
new elections. And Congress’s glow could 
fade. Voters are more hostile to the BJ» than 
they are friendly to Congress; as the aroma 
of over-priced onions dissipates, the BJP's 
fortunes could recover. 

A swifter way to power would be to 
piece together a government from today's 
parliament. That is what most of Congress's 
potential allies want, in part to arrest the 
sudden momentum behind its drive to be- 
come the sole secularist opponent of the 
BJP. In Congress's renewed popularity with 
Muslim and low-caste voters some saw inti- 
mations ofa revival for it even in Uttar Pra- 
desh, India's biggest state, from which the 
party had been all but ejected. Jaipal Reddy, 
à canny parliamentarian from the shrink- 
ing Janata Party, contends that Congress 
need not call new elections to govern suc- 
cessfully. Because Congress is objection- 
able to fewer parties in parliament than the 
BJP, it has a wider choice of allies and can 
therefore play one off against the other. Par- 
ties of the left, like the Communist Party 
(Marxist), so abhor the Byp’s Hindu sectari- 
anism, thinks Mr Reddy, that they would 
loyally back a Congress government even 
though the Communists are Congress's 
fierce rivals in two states and dislike its 
ideas of economic reform. 

To survive, Mr Vajpayee is in need of a 
mandate. The JP entered office promising 
to deliver “good governance", but rising 
prices were merely the most painful evi- 
dence of its failure. With defeat widening a 
rift between pragmatists like Mr Vajpayee 
and Hindu ideologues, the BJP seems in- 
capable of defining good governance, let 
alone providing it. 

A worthy definition would include fur- 
ther economic liberalisation, but this has 
little electoral appeal. According to surveys 
by the Centre for the Study of Developing 
Societies, less than a fifth of the population 
is aware that India’s markets opened up in 
the early 1990s. Besides, the family of 
Hindu-nationalist groups to which the BJP 
belongs has rebelled against a measure re- 
garded by foreign investors as the acid test 
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of reform, the opening of insurance to for- 
eign capital. On December 1st, when a gal- 
axy of Indian and foreign corporate big- 
shots were in Delhi for an “India Economic 
Summit”, the parliamentary-affairs minis- 
ter announced that parliament would not 
take up insurance reform during its current 
session. Retraction was swift, but the confu- 
sion over policy lingers. 

BJP ideologues want Mr Vajpayee to re- 
sume their pet project of re-casting India as 
the Hindu holy land. He has strong reasons 
not to pander to them. His coalition part- 
ners will not stand for a resurrection of 
plans to strip Muslims of their own code of 
personal law, and other projects dear to the 
Hindu right. In their first post-debacle 
meeting, they condemned rising persecu- 
tion of Christians. Mr Vajpayee realises that 


stirring up communalism would merely 
drive minorities and secular-minded Hin- 
dus swiftly into Congress’s ready embrace. 

Economic populism looks like another 
non-starter, with budget deficits soaring to 
unacceptable levels and inflation on the 
rise. The government could please voters 
cheaply by making a serious stab at rooting 
out corruption and improving administra- 
tion, but there is no reason to think it 
would succeed any better than before. An- 
other option might be baiting Pakistan, but 
that would be a dangerous way to score po- 
litical points. 

Could Sonia Gandhi do better? It is a 
pretty sure bet that she would keep onion 
prices and communal passions down. So 
low are Indians’ expectations of their lead- 
ers, that may be enough. 





China and Japan 


A question of meaning 


BEUING 


China’s state visit to Japan leaves relations strained 


qn he has become the world's 
most notorious splitter of semantic 
hairs, Bill Clinton is a mere amateur com- 
pared with the diplomats managing rela- 
tions between China and Japan. They have 
been at it for decades now, and by the time 
China's president Jiang Zemin had con- 
cluded his visit to Japan this week were 
again spinning nuanced answers to seem- 
ingly straightforward questions. 

The hair-splitting was most excruciat- 
ing when the questions concerned Taiwan. 
China's position—that the island is a way- 
ward but inseparable part of its own sover- 
eign territory—is, as Beijing likes to say, 
"very clear and well known to all". But does 
Japan recognise China's claim? This causes 





Jiang splits a hair 
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Chinese and Japanese diplomats to flip 
nervously through their briefing papers be- 
fore waffling on into a careful reiteration of 
old statements and a firm reluctance to 
elaborate on what is, after all, intentionally 
vague language. 

Japan "fully understands and respects" 
China's claim to Taiwan. This, say Japanese 
officials, is not quite the same as recognis- 
ing the claim (which the United States has 
done), but neither is it entirely different. As 
they say in Washington, it depends on what 
the meaning of *is" is. 

Broaching another touchy topic during 
his official visit, the first by a Chinese head 
of state to Japan, Mr Jiang spoke frequently 
of Japan's aggression against China before 
and during the second world 
war. Japan's prime minister, 
Keizo Obuchi, uttered an apology 
along the lines of those offered to 
other countries. But the leaders 
failed to agree on the written 
apology that seemed to be in the 
offing just prior to the visit. This 
gave rise to yet another semantic 
quandary: does the apology 
really count if it is only oral? 

Some diplomats suggest that 
China would rather keep the is- 
sue simmering along indefinitely 
than get a decisive apology. Not 
only does the historical issue play 
well among nationalists at home, 
but it also resonates with other 
Asian nations that suffered from 
Japanese aggression. In the Chi- 
nese government's view, any fu- 
ture rise in Japan's importance 


would come at China's expense. Any reluc- 
tance by Tokyo to face squarely its own his- 
tory is thus useful to China as proof that Ja- 
pan should not yet be allowed to spread its 
strategic wings by, for example, seeking a 
permanent seat on the United Nations Se- 
curity Council. 

On the Taiwan issue, however, Beijing 
dearly wants movement. The subtle twist 
by which Japan was allowed to "respect" 
rather than “recognise” China's view of Tai- 
wan was agreed in a 1972 joint communi- 
qué. At a moment when China was just 
starting to find its way out of self-imposed 
isolation, relations with Japan seemed 
more important than perfect ideological 
rectitude on the Taiwan issue. But China 
no longer accepts that sort of ambiguity 
from diplomatic suitors. When South Af- 
rica tried recently to finesse a similar com- 
promise, it was rebuffed, and allowed to es- 
tablish relations with Beijing only after 
fully accepting the Chinese line on Taiwan. 

Yet, however much Beijing may pres- 
sure it to update its Taiwan policy, Japan 
has good reasons for resisting. In addition 
to admiring Taiwan's democratic transfor- 
mation (and appreciating its potential stra- 
tegic importance in case of trouble with 
China), Japan has substantial economic 
ties with the island: two-way trade last year 
totalled $40 billion. 

Political and cultural ties, though en- 
tirely unofficial, are warm. Japan ruled Tai- 
wan for 50 years, from 1895 until 1945, 
and—in striking contrast to its behaviour 
elsewhere in the area—it did so gently. As a 
result, Taiwanese share little ofthe anti-Jap- 
anese sentiment felt by mainland victims 
of Japanese aggression. Many in Taiwan, its 
president, Lee Teng-hui, among them, still 
speak Japanese and are proud to be associ- 
ated with Japan. 

Yet Mr Jiang's visit did result in a raft of 
new agreements. These involved law en- 
forcement, the environment, agriculture, 
industry, scientific and academic ex- 
changes, and enhanced security dialogues. 
Indeed, the two sides formally upgraded 
their relationship to a "friendly co-oper- 
ative partnership". But it was not made 
clear what, semantically, that will mean. 





China 
Don't need a 
weatherman 


BEUING 


ARLIER this year a "Beijing spring" was 
divined, a thaw in the climate that 
seemed to tolerate a relatively more frank 
debate about China's political future. Since 
then, the state's security apparatus has 
played a game of cat-and-mouse with a 
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loose network of democracy supporters 
who have championed ever more asser- 
tively the so-called Chinese Democratic 
Party. It is, in effect, China's first grouping 
of opposition to communist rule. 

Its members have tried repeatedly to 
register the fledgling party; several have ap- 
plied to run in local elections. Everywhere 
they have met with obstruction and petty 
harassment: the confiscation of papers and 
fax machines, temporary detentions and 
interrogations. On November 3oth the cat 
pounced. In a countrywide swoop several 
party members were detained, including 
the two most prominent dissidents left in 
China, Xu Wenli and Qin Yongmin. Mr Xu, 
who spent ten years in jail for his part in the 
Democracy Wall movement of 1978-79, is 
now to be charged, the government Says, 
with "endangering state security". 

Why now? One reason may be that it 
was only in October that China finally 
signed (though it has not yet ratified) the 
United Nations covenant on civil and po- 
litical rights. Perhaps it was keen to avoid 
an early public-relations blunder. More im- 
portantly, China's president, Jiang Zemin, 
has been busy raising his country's profile. 
He may feel it is now time to do some do- 
mestic house-keeping. Reverting to hard- 
line bluster not heard for some time, the 
foreign ministry warned other countries 
not to interfere. The Americans promptly 
did so, calling Mr Xu's arrest “a serious step 
in the wrong direction". 

Some outspoken proponents of democ- 
racy are as damning as communist leaders 
are of the Chinese Democratic Party. Xu 
Liangying, an elderly physicist and Ein- 
stein’s translator into Chinese, says that 
"trying to start a party is a joke. They [the 
activists] are just trying to put on a show... 
The Communist Party will allow no chal- 
lenge.” Yet even with its leaders in jail this 
will not be the end ofthe affair. New cells of 
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democracy sympathisers appear to sprout 
with ease across China, communicating 
with each other by e-mail, where only a few 
fax machines were available to activists a 
decade ago. There are 1,000 democratic 
members in the city of Hangzhou alone, 
claims Richard Long, who runs the Chinese 
VIP Reference, a samizdat communication 
broadcast from America to 250,000 e-mail 
addresses in China. It is scathing about the 
Chinese leadership. An Internet engineer, 
Lin Hai, is to be tried on December 4th for 
passing on 30,000 e-mail addresses to this 
“enemy publication”. 

Both the Communist Party and its op- 
ponents know that a crucial time is ahead. 
For 1999 is a year full of anniversaries in 
China: the 50th anniversary of the People’s 
Republic of China, for a start; the 8oth 
anniversary of the May 4th student move- 
ment, a turning-point in Chinese affairs 
from which both Communists and demo- 
crats draw inspiration, and the tenth anni- 
versary of the Tiananmen Square killings. 
In a country where the stage for political 
theatre is so limited, anniversaries take on 
disproportionate significance. So, too, 
might the hunger strikes now declared by 
two former Tiananmen leaders protesting 
against the latest arrests. In a land where 
life at state enterprises revolves around 
lunch at 11.30, news in 1989 that student 
leaders were not eating did much to galva- 
nise ordinary people against the regime. 

All the more reason, the government 
presumably feels, to show its fist early. In 
late October it passed new laws that rein- 
force its strict control over unofficial 
groups such as non-government organisa- 
tions, clubs and even self-help groups. Ad- 
visers to Mr Jiang who earlier this year were 
promoting political reform have now gone. 
Li Peng, a former prime minister and now 
chairman of the National People’s Con- 
gress, recently delivered an unusually blunt 


ASIA 


message in the course of an interview with 
Handelsblatt, a German newspaper: de- 
mocracy, he said ominously, was not on the 
cards in China and opposition groups 
would be smashed. 





New Zealand 
The power of one 


WELLINGTON 


T wobbly government of New Zea- 
land was further shaken this week when 
Deborah Morris, an independent, said she 
was resigning from Parliament. Miss Mor- 
ris was originally elected as a member of 
New Zealand First, an opposition party, 
and only later turned independent. Under 
the country’s sometimes baffling electoral 
system, based on proportional representa- 
tion, she will be replaced by someone from 
New Zealand First. The upshot is that the 
government will have a majority of only 
one, even with the support of the small 
group of independents. 

The prime minister, Jenny Shipley, had 
a high opinion of 28-year-old Miss Morris, 
who had clashed with the government over 
defence spending, and appealed to her to 
stay on. Not only was Miss Morris deter- 
mined to go, but she said it was time for 
Mrs Shipley’s ruling National Party to do 
the same and call an election. 

An election is not due until November 
next year, and Mrs Shipley hopes to survive 
until then. Economic forecasts suggest New 
Zealand can bounce back quickly from its 
current recession. At present, though, the 
government is deeply unpopular. Its chief 
opponent, the Labour Party, has a com- 
manding lead in the opinion polls and 
Labour's leader, Helen Clark, sounds each 
day more like a prime minister in waiting. 

Miss Clark has exploited public disap- 
proval of the government's plan to buy a 
frigate from Australia for $NZ60om 
($318m) when the country is having to 
tighten its belt. New Zealand has two frig- 
ates, but the government says a third is 
needed to patrol its vast fishing zones. Miss 
Morris proclaimed her distaste for more 
“war toys”, and a question mark remains 
over the frigate deal. 

However, the government has man- 
aged to get support for an NZ$500m up- 
grade of army equipment and the purchase 
from the United States of 28 nearly-new F- 
16 jet fighters at barely one-fifth of the new 
price. The r-16s will replace some 28-year- 
old Skyhawks, kept in the air only by dint of 
Kiwi ingenuity. As usefully, perhaps, the 
deal pleases the Americans, with whom 
New Zealand has had a cool defence rela- 
tionship since it adopted an anti-nuclear 
policy in the 1980s. 
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ASIA 
Sri Lanka 


Civil war without end 


COLOMBO 


Tamil Tiger rebels and government troops fight on. And on 


HE past week has been Heroes’ Week 

for some Sri Lankans. Most have ig- 
nored it. “Villains’ week, you mean,” says 
the otherwise composed Sri Lankan trim- 
ming the hair of The Economist's cor- 
respondent in a Colombo hotel. He is Sin- 
halese, like three-quarters of all Sri 
Lankans. The “heroes” are dead guerrillas 
from the Tamil minority, the other side of 
an interminable civil war. It might be 
thought that there would be respect for all 
the dead, but sentiment has long been a ca- 
sualty of the war. When the 
national army overran 
rebel territory last year, it 
bulldozed the gravestones 
in guerrilla cemeteries, 
claiming that they were 
used for propaganda. In a 
way they were. Cremation 
is usual in Sri Lanka, except 
for Christians and some 
other minorities, but the 
guerrillas try to bury all 
their dead so that “hero 
families” can visit the 
graves and tell stories of 
their children’s exploits. 

There is among the Sin- 
halese a similar scepticism 
over the offer of peace talks 
from the guerrilla group 
that calls itself the Libera- 
tion Tigers of Tamil Eelam, 
better known as the Tamil 
Tigers. On November 27th, 
at the end of Heroes' Week, their leader, Ve- 
lupillai Prabhakaran, proposed "initial 
talks" with the government as a prelimi- 
nary to "formal negotiations" to end the 
war. Nothing new in that sort of talk, reck- 
oned government officials, and nothing 
was likely to come of it. 

Opinions differ over when the conflict 
started. Those with long memories say Au- 
gust 1972, when Mr Prabhakaran threw 
some bombs at a carnival in Jaffna, the 
main city of northern Sri Lanka, where the 
Tamils live—Tamil Eelam, as they call it. A 
bit later Tamil groups started to call for a 
separate state in the north and east of the 
country. The strongest group was, and is, 
the Tamil Tigers. 

So it is about a quarter ofa century, give 
or take a year, since the Tamils and the ma- 
jority Sinhalese started to clash. It could be 
25 more before they stop. Indeed this con- 
flict shares some features with the debilitat- 
ing struggle between the English and the 
French in the 14th and 15th centuries that 
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became known as the hundred years’ war. 
“Wooden-headedness was conspicuous,” 
wrote Barbara Tuchman of that war. As in 
that war too, there have been times when 
the two sides in Sri Lanka have fought each 
other to a standstill. Then there comes talk 
of peace, as the Tigers are talking now, and 
a truce is arranged—which, as in Europe 
600 years ago, merely stretches the war out. 
The starving and needy civilians in the war 
zone start to get used to not being bombed 
or shot at. But the truce is quickly aban- 





For now the talking is over for Prabhakaran and Kumaratung 


doned once the armies have regained their 
breath and rebuilt their arsenals. 

In its 25 years, feelings about the war 
have changed a little, as new generations 
have come to adulthood. A banker in Co- 
lombo says he is worried that his son would 
be ready to give to Tamils their separate 
state, so that the island could at least return 
to peace. And there are Tamils who would 
accept a settlement short of an indepen- 
dent state. Sri Lanka, though, has two strong 
leaders who seem determined to fight to 
the finish, whenever that may be. Mr Pra- 
bhakaran's fearsome reputation is such 
that whatever dissent may exist among his 
followers is kept to themselves. President 
Chandrika Kumaratunga is equally tough 
in her own way. To her followers, she is the 
“iron lady”. The hundred years’ war ended 
when Joan of Arc finally rallied the French 
against the English. Without pushing the 
reference to absurdity, it may be said that 
Mrs Kumaratunga came to prominence in 
Sri Lanka at the moment when a popular 


leader with clear ideas was desperately 
needed. 

She was elected president in 1994 
promising to bring peace to the island. Su- 
perficially at least, there seemed to be the 
basis ofan understanding between her and 
the Tigers’ leader. She came from a socialist 
family. Her mother, Sirimavo Bandarana- 
ike, ran Sri Lanka as a socialist state in the 
1960s and 1970s. Mr Prabhakaran also pro- 
fesses to be a socialist, of the Leninist sort. 
There were meetings, but no meeting of 
minds. Mrs Kumaratunga decided that the 
Tigers were not interested in negotiation 
and turned to her generals. 

For some time the army had been pur- 
suing a policy of containment towards the 
Tigers. The Jaffna peninsula, in the very 
north of the island, was being run like a 
Tamil state in miniature. Could the army 
mount a full offensive, take 
Jaffna and return it to the 
control of the government 
in Colombo, putting down 
the Tigers’ insurgency once 
and for all? The army said, 
with enthusiasm, that it 
could. And so—half-way— 
it did. In November 1995 
the army steamrollered its 
way to Jaffna town, the 
rebels’ headquarters, in a 
few weeks. These were 
heady times for the gener- 
als. The operation, Victory 
Assured, seemed aptly 
named. But the Tigers sur- 
vived. Before the army ar- 
rived, they had abandoned 
the town, taking much of 
the population with them, 
and disappeared into the 
northern jungle, from 
which they still contin- 
ually harass the government forces. 

While the army holds Jaffna town and 
parts of the Jaffna peninsula, it has been 
unable to secure a safe road to the south, 
and has to supply its forces by air and sea. 
In September it gained Mankulam from 
the Tigers, but lost the more important 
town of Kilinochchi. Both need to be in the 
government's hands if it is to control the 
road through the Elephant Pass to Jaffna. 
Even Jaffna town is scarcely safe. Two may- 
ors elected since the army took over have 
been murdered by the Tigers. The job is 
now vacant. 

A dispassionate military observer 
might well judge that both sides were los- 
ing. The army had 630 men killed defend- 
ing Kilinochchi, and 400 wounded; a fear- 
ful slaughter in one battle for a population 
of only 18m. Most of the infantry are from 
the rural areas, where jobs are scarce. The 
realities of the war are too much for many 
village lads, and the army acknowledges 
5,000 desertions in the past six months. The 
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PFANDBRIEF: P 


German Pfandbriefe 


attract investor favor 
in record year 


I. n spite of the global turmoil which led to unprecedented 
volatility in international bond markets following the Rus- 
sian devaluation in August, 1998 has been another spectacul- 
arly successful year for the German Pfandbrief market in 
general and for the Jumbo Pfandbrief sector in particular. 
First launched in May 1995, Jumbo Pfandbriefe are straight 
bonds with a minimum value of DM 1 billion, which are 
supported by a commitment from at least three market- 
makers to quote continuous two-way prices during normal 
trading hours for lots of up to DM 25 million. By the begin- 
ning of October 1998, over DM 380 billion of Jumbo Pfand- 
briefe had been raised through 214 outstanding issues, 
with almost DM 60 billion in the third quarter of the year 
alone, leading some analysts to forecast that by the end of 
this year total outstanding volume will surpass DM 400 billion. 


In the first half of 1998, more than 50% of all Pfandbrief 
new issue volume was accounted for by Jumbo bonds. Non- 
Jumbos are now usually referred to as traditional or classi- 
cal Pfandbriefe, which offer lower liquidity levels but higher 
yields than the Jumbo instruments. All Pfandbriefe, which 
at DM 1.8 trillion outstanding account for some 38% of the 
entire German fixed-income market, are backed by the 
same outstanding collateral in the 
form of mortgages and loans 
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In addition to having attained very clear critical mass, the 
Jumbo Pfandbrief market is highly diversified in terms of 
maturities, with investors now offered a full yield curve 
made up of issues with tenors ranging up to fifteen years. 
While at the end of September 1998 the three to four-year 
maturity was the most popular among issuers, it accounted 
for only 14.8% of total outstanding Jumbo Pfandbriefe, 
with 12.9% of issues in the four to five-year maturity, 11.8% 
maturing between six and seven years and 10.7% in the 
nine to ten-year span. 


Attracting more foreign investment 


Its size apart, another highly encouraging development in 
the evolution of the Jumbo Pfandbrief market in 1998 has 
been the increased participation in the sector of foreign 
investors. While overseas investors bought just over 
DM 250 billion of non-government DM bonds in the whole 
of 1997 (the majority of which were accounted for by Pfand- 
briefe), in the first half of 1998 alone foreign purchases of 
non-government bonds amounted to DM 200 billion. 


The inereased involvement by foreign investors in the Jumbo 
market is a direct reflection of the two most prominent 
characteristics of issuers’ strategies in 1998. These have 
been aimed at bolstering liquidity through the issuance of 
increasingly large Pfandbriefe on the one hand, and at 
continuing to diversify the investor base through the launch 
of bonds denominated in currencies other than D-Marks. 





By the end of September, 26 Pfandbrief issues denomi- 
nated in currencies other than D-Marks had raised the 
equivalent of some Ecu 7.4 billion, with 31.7% in French 
francs, 30.6% in ecus or euros, 21.3% in US dollars, 9.8% in 
sterling and the remainder in Swiss francs and Italian lire. 


Passing the liquidity stress test in 1998 


It is broadly recognized that Germany’s Pfandbrief market 
in general - and its Jumbo Pfandbrief sector in particular - 





advanced to the publie sector Growth of the Jumbo Pfandbrief Market 


(75% of all Pfandbriefe outstand- 
ing are Publie Pfandbriefe). This, 
backed by the support of double 
legislation in the form of Ger- 
many's bank supervisory law and 
a specific legal framework gov- 
erning the issuance of Pfand- 
briefe, has allowed the market to 
enjoy an uninterrupted period of 
some 100 years in which no 
investor has ever failed to receive 
payment of full interest and prin- 
cipal on a Pfandbrief issue held to 
maturity. 
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withstood the recent crisis in the global fixed-ineome mar- 
ket very successfully. Although spreads on 10-year Pfand- 
briefe widened against government bonds to more than 50 
basis points at the height of the crisis, which compares to 
an average spread over the last 25 years of 26 bp, this per- 
formance was in line with other German fixed-income prod- 
ucts, all of which widened considerably relative to Bunds 
reflecting the universal flight to government bonds sparked 
by the Russian turmoil. With European bond markets now 
stabilizing, and with spreads still above their historieal 
average, Germany's Jumbo Pfandbrief market offers 
unprecedented value for investors searching for a combi- 
nation of security, liquidity and a pick-up over government 
or surrogate government paper. 


More important than the price performance of the Pfand- 
brief market during the crisis, however, was the successful 
maintenance of stability and liquidity in the sector. Market- 
makers continually posted two-way prices on all Jumbo 
Pfandbrief issues, ensuring that throughout the turmoil the 
market remained more liquid than even the Eurobond sector. 


An important agreement was reached in August 1998 by a 
group of 17 market-makers who committed themselves to 
aeting as repo dealers in the Jumbo Pfandbrief issues in 
which they had acted as lead or co-lead managers. Under 
the terms of this agreement, which applies only to Jumbo 





transactions with a size of at least 
DM 2.5 billion and a remaining life to 


maturity of more than two years, mar-. | 


ket-makers are committed to quoting 


continuous two-way prices for tickets © 


valued at between DM 5 million and 
DM 25 million with a bid/offer spread 
not exceeding 25 bp. 


Moody's 


Jumbo Pfandbrief future contract 
launched 


Another new development in the 
Pfandbrief market in 1998 has been the 
launch on Eurex of the Jumbo Pfand- 
brief future contract. Official trading 
began on July 6, with the future mod- 
eled on the German government Bobl 
future. The Pfandbrief future is based 
on a notional 6% Jumbo issue with a 


maturity of between 3.5 and 5 years | 





and a nominal amount of DM 250,000; 


and a parallel contract available since. 


early October with a euro-denominated - j 


value of 100,000 euros. 


It would be premature to judge the 
long-term viability of the future con- 
tract. Important is that the creation of 





the future eontract is meant to pave the way for investors 


and market-makers to hedge their Pfandbrief exposure 
far more efficiently than they have in the past. Historically, 
participants in the market were able to hedge their pos- 
itions with the Bund future and the Bobl contract, which 
eliminated interest rate risks but not those associated with 
the spread between Pfandbriefe and government bonds. 


Aside from the clear long-term benefits of a reliable hedg- 
ing instrument in the Jumbo Pfandbrief market, the launch 
of the new future contract has underscored the commit- 
ment to the development of this market. 


The Pfandbrief in Euroland 


Following the formal launch of EMU at the start of 1999, 
the Pfandbrief market will emerge as comfortably the 
largest and most liquid non-government bond market seg- 
ment within EMU. The importance of the sector is amply 
illustrated by the fact that Pfandbriefe will be classified as 
Tier 1 collateral for open market and lombard facilities by 
the European Central Bank. As such, it will be a market 
which no fixed-income investor in Europe, irrespective of 
location, can afford to overlook. 


In anticipation of this, Germany's mortgage banks have 
played à very active role in ensuring that they make them- 
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selves as open and accessible to investors 
outside Germany as possible. Aside from 
having prepared themselves for EMU by 
launching an increasing number of Jumbo 
issues aimed at international investors, 
Germany's mortgage banks have already 
committed themselves to redenominating 
all their outstanding Jumbo issues into 
euros from the beginning of January 1999. 


In addition, over 9396 of Jumbo issues and 
theit total volume outstanding are rated, 
and market participants believe this high 
figure can only continue to rise within the 
competitive environment which will be 
created following the launch of EMU when 
currency considerations will be replaced 
by a strong emphasis on eredit quality. Of 
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the Association's 24 member banks, 18 have 
had their Pfandbriefe rated. Already, a num- 
ber of investors in Europe and from farther 
afield have responded positively to the en- 
deavors of Germany's mortgage banks, build- 
ing substantial positions in the Jumbo Pfand- 
brief market in readiness for EMU. 


Most analysts believe that this process still 
has great potential. As Goldman Sachs noted 
in a study published in June: "We expect 
the Pfandbrief market, and in partieular 
global public-sector Pfandbriefe, to become 
increasingly accepted by European and 
non-European investors alike and to eventu- 
ally assume a position analogous to that of 
federal agency debt within the US dollar 
bond market.” 


Rewarding growth in the first half of 1998 





I n the first six months of 1998, Germany's 
private mortgage banks continued on a course 
of healthy expansion. New loan volume 
reached almost DM 200 billion, an increase 
of more than 2296 over the comparable year- 
earlier period. Nearly three-fourths of the 
new business, DM 145 billion, was accounted 
for by lending to public-sector borrowers at 
the federal, state, and the regional levels. 
Mortgage lending also recorded a surpris- 
ingly solid growth of 9.896 to over DM 51 
billion, largely as a result of historically 


low interest rates in the first half of the year. 
Reflecting developments on the lending side, 
the mortgage banks also boosted their gross 
sales of Pfandbriefe. The volume of new 
issues totaled DM 183 billion, up about one- 
fourth over the same period in 1997. Some 
DM 140 billion of this volume were Publie 
Pfandbriefe. Overall, the private mortgage 
banks succeeded in expanding their leading 
position on the Pfandbrief market, increas- 
ing their market share to two-thirds of new 
sales. 
























GERMANY'S 


MORTGAGE BANKS 


HYPOVEREINSBANK AG, MÜNCHEN 


DEUTSCHE HYP, FRANKFURT AND 
HAMBURG 


DEPFA, WIESBADEN 


EUROHYPO AKTIENGESELLSCHAFT, 
FRANKFURT AND LÜBECK 


RHEINHYP, FRANKFURT 


HYPOTHEKENBANK IN ESSEN AG, 
ESSEN 


DEUTSCHE GENOSSENSCHAFTS- 
HYPOTHEKENBANK AG, HAMBURG 


BERLIN-HANNOVERSCHE HYPOTHEKEN- 
BANK AG, BERLIN AND HANNOVER 


ALLGEMEINE HYPOTHEKENBANK AG, 
FRANKFURT 


WESTHYP, DORTMUND 


BAYERISCHE HANDELSBANK AG, 
MÜNCHEN 


WURTTEMBERGER HYPO, STUTTGART 





RHEINBODEN HYPOTHEKENBANK AG, 
KOLN 


DEUTSCHE HYPOTHEKENBANK (ACT.- 
GES.), HANNOVER 


SÜDDEUTSCHE BODENCREDITBANK AG, 
MÜNCHEN 


MÜNCHENER HYPOTHEKENBANK EG, 
MÜNCHEN 


NÜRNBERGER HYPOTHEKENBANK, 
NÜRNBERG 


DEXIA HYPOTHEKENBANK BERLIN AG, 
BERLIN 


BFG HYPOTHEKENBANK AG, 
FRANKFURT 


SCHLESWIG-HOLSTEINISCHE LAND- 
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Tigers too suffered big losses in the battles 
over these two towns. The government 
claims the Tigers are now recruiting chil- 
dren, but has no convincing evidence. Mili- 
tary intelligence appears to be weak and 
there are no reliable estimates of the 
strength of the Tigers' forces. 


On the beaches 

It is possible to visit Sri Lanka without be- 
coming aware of its civil war. Many people 
do, especially now in the main tourist sea- 
son. "Soak up the sun on a golden sandy 
beach,” says a tourist advertisement. The 
sun is neutral. It shines down with equal 
intensity on the tourist at a south-western 
resort and on the soldier dying at the other 
end ofthe island. 

Sri Lanka manages to live two lives. It 
has the life of what might be called a nor- 
mal developing country. It has its tourism, 
it produces some of the world's best tea, its 
women earn a dollar a day in factories 
making clothes for rich countries. Sri Lan- 
kan housemaids working abroad live fru- 
gally so as to send home most of their pay. 
The authorities do their best to keep the 
IMF, if not happy, then at least content. Mrs 
Kumaratunga, whatever her socialism, has 
been a keen privatiser. Sri Lanka has es- 
caped the recent economic pain of some 
other Asian countries; the man who sleeps 
on a mat has nowhere to fall, says old Sri 
Lankan wisdom. The country remains a de- 
mocracy, and its newspapers are outspo- 
ken to the point of rudeness. Unlike Paki- 
stan, it has never succumbed to army rule; 
the last and only time in recent history that 
the island had martial law was in 1915, 
when it was ruled by the British. 

But the barrier it seeks to put between 
its war and its peace is not impregnable. Ev- 
ery so often there is some catastrophe that 
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engulfs the whole country. In 1996 a lorry 
full of explosives driven by a Tiger smashed 
into the heart of Colombo's financial dis- 
trict, killing 87 people and injuring more 
than 1,000, besides wrecking banks and 
other buildings. Last January another sui- 
cide bomber destroyed part of a temple in 
Kandy that contains a tooth of Buddha, the 
holiest relic ofthe Sinhalese. 

By the time Mrs Kumaratunga came to 
power, much thought had been given over 
the years to solving what officials call “the 
ethnic problem". In the early days, im- 
proved security was thought to be the an- 
swer. Sri Lanka sought advice from a num- 
ber of countries, including Israel (which 
upset some in the Muslim minority who 
support the Palestinians). India, the local 
superpower, offered a friendly hand, and 
in 1987 appeared to have brokered a deal 
with Tamil groups, whereby they would 
hand over their weapons in return for more 
autonomy in Tamil areas. The Tigers pulled 
out of the deal, and an Indian “peacekeep- 
ing” force went after them, with some suc- 
cess. It withdrew after Sri Lanka’s govern- 
ment decided it no longer wanted a foreign 
army in the country. Rajiv Gandhi, India’s 
prime minister at the time, was later mur- 
dered, it is assumed by the Tigers. 

It was specifically the Tigers’ leader, Mr 
Prabhakaran, some people in the govern- 
ment decided, who was the problem; he 
should be killed. What happened then is 
disputed. Reportedly, Ranasinghe Prema- 
dasa, who had become president in 1989, 
arranged for the army to supply arms to the 
Tigers. For what? For dissident rebels to use 
against Mr Prabhakaran, says the former 
president's son Sajith. For the Tigers to use 
against the president’s enemies, say some 
others. Whatever the truth, it was not Mr 
Prabhakaran who suffered: Mr Premadasa 
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was killed by the Tigers in 1993. 

Mr Prabhakaran is only 44 and seem- 
ingly as vigorous as when he bombed the 
carnival at the age of 18. Killing him now 
would not be likely to end the fighting: you 
can't kill the Tamils' idea of a homeland. 
Mrs Kumaratunga has proposed changes 
in Sri Lanka's constitution aimed at 
handing powers to regional councils, one 
of which would be administered by Tamils. 
This is far short of what the Tigers demand, 
yet it is more than many Sinhalese would 
concede. The very extent of what the Tigers 
claim—a good third of the island—angers 
the Sinhalese. The latter were encouraged 
this week by a report by a United Nations 
agency that chided the Tigers for not modi- 
fying their demands. They point out that 
the majority of Tamils live outside the no- 
tional "homeland", and live in peace with 
the Sinhalese and other minorities. Solo- 
mon himself would have paused before 
taking on such a negotiation. 

After its recent setbacks the govern- 
ment's policy is attrition. The Tigers are ter- 
rorists, it argues, and have to be killed or 
captured. About a third of the national 
budget is devoted to giving the military all 
the means it needs to do the job. A long job 
it is likely to be—and perhaps it will never 
be completed. 

The Tigers are rich. The Tamil diaspora 
of perhaps half a million people is spread 
throughout the world, contributing money 
to Tamil charities, much of which pays for 
the Tigers' war effort. London is an impor- 
tant Tamil centre. The British government 
is trying to clamp down on organisations 
that take advantage of Britain’s traditional 
policy of providing sanctuary for dissident 
groups. As a result, the Tigers’ friends are 
now thinking of moving elsewhere. Can- 
ada is a possibility. Like Britain, it is the 
home for many organisations representing 
ethnic conflicts abroad. South Africa is also 
favoured. Many Tamils live there. The Ti- 
gers have long had links with the African 
National Congress, once the opposition 
and now the government. Sri Lanka has 
pleaded with South Africa not to allow the 
Tigers to set up shop there, but its response 
has been ambiguous. 

Asa fighting force the Tigers are an elite, 
if that is not an abuse of the word. They are 
well armed, have a small navy that regu- 
larly attacks and sinks government ships, 
and may have aircraft. They are thought to 
have bases in the southern Indian state of 
Tamil Nadu, even though India has for- 
mally outlawed them since the murder of 
Rajiv Gandhi. Mr Prabhakaran is a clever 
general. The attack on Kilinochchi in- 
volved building up a large Tiger force close 
to the town, apparently without the army 
being aware of it. Who will get tired of the 
endless battle first, the Tigers or the army? It 
is an open question. 
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The boomers’ queasy future 


WASHINGTON, DC 


Does all the talk of reforming social insurance add up to anything? 


we president's slogan is simple—“Save 
Social Security First"—and with the fed- 
eral budget swelling into a comfortable sur- 
plus for the first time in 30 years, it has 
served him well for the past few tortured 
months. Indeed, Bill Clinton's reaction to 
his party's unexpected successes in Novem- 
ber's elections was immediate: “Above all, 
now we have to seize this opportunity to 
save Social Security." In other words, let the 
politicians put aside their differences, es- 
chew easy tax cuts, listen to the long-term 
concerns of the voters and take action to 
avoid an outcome that without action will 
be inevitable: the financial exhaustion of 
America's system of social insurance. 

This week has seen a meeting of the “na- 
tional bipartisan commission on the future 
of Medicare", the publicly-funded health 
insurance scheme for the elderly and se- 
verely disabled. The idea is that the com- 
mission, headed by John Breaux, a Demo- 
cratic senator from Louisiana, and Bill 
Thomas, a Republican congressman from 
California, will somehow, by its March ist 
deadline, agree on a formula to stave off a 
"bankruptcy" (an inaccurate term, but only 
the pedants object to its use) which is a 
mere decade away. Next week will see a spe- 
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cial two-day White House conference of 
academics, politicians and financial prac- 
titioners on Social Security, whose similar 
bankruptcy is fixed for around 2032. With 
such a concentration of brainpower, and 
with the president keen to polish his image 
for the history books, perhaps America’s 
76m baby-boomers can look forward to a 
comfortable retirement after all. 

Or perhaps not. There are two reasons 
for doubt. One is that with America’s demo- 
cratic cycle twirling in two-year orbits, even 
Medicare's problems—let alone Social Se- 
curity's—lie over the horizon for most poli- 
ticians. The other is that even those who are 
willing to be far-sighted find easy solutions 
hard to spot. 

Medicare, for example, is part of a 
health-care system whose costs are increas- 
ing with technological advances and rising 
life expectancy. Given the unpopularity of 
measures to restrain medical expendi- 
ture—witness the avalanche of anecdotal 
abuse heaped on health maintenance orga- 
nisations—only the bravest politicians will 
advocate such obvious remedies as raising 
premiums or denying the well-to-do their 
"entitlement" to Medicare. (The commis- 
sion is therefore thinking of introducing 


competition among health-care insurers, of 
the kind that already works well for 10m 
federal employees.) 

But the greater problem, at least in size, 
lies with Social Security, where the demo- 
graphic arithmetic is startling enough to 
force politicians to take notice. In 1965, 
Americans aged at least 65 numbered 9% of 
the population; in 1995 they were 1335; and 
by 2030 their share will supposedly rise to 
20%. True, the system has a cushion (the 
"Trust Funds", without whose reserves the 
federal budget would not now be in sur- 
plus) and this cushion will grow over the 
next two decades. Unfortunately, however, 
it will then very quickly lose its stuffing. By 
2013, when Mr Clinton and his fellow 
boomers start retiring, the cash flowing 
into the system from payroll taxes will no 
longer match the benefits being paid out. 
By 2021 interest from the Trust Funds will 
no longer make up the shortfall, and by 
2032 the funds themselves will be 
exhausted. 

Or so the system's trustees, who have a 
statutory duty to plan for the next 75 years, 
tell the politicians. The problem is that any 
available solution is unpalatable. The el- 
derly would object to any lessening of their 
benefits; the working population would 
similarly object to an increase in taxes to 
sustain the benefits. How simple it would 
be if the system were fully funded, with 
each worker saving for his own retirement. 
Instead, today's workers pay for today’s re- 
tired—and the demographic calculation is 
that whereas in 1995 there were roughly 
five people of working age for every retired 
person, in 2030 there will be only three. 

What to do? The favourite solution of 
the Republicans, and some Democrats, is 
some form of privatisation. One proposal 
is to allow the Trust Funds, which at the 
moment can invest only in government se- 
curities, to place a portion of their reserves 
in the stockmarket. Daniel Patrick Moyni- 
han, the senior Democratic senator from 
New York, suggests cutting payroll taxes 
and authorising workers to save their share 
ofthe reduced tax in individual retirement 
accounts (IRAs). Mark Sanford, a Republi- 
can member ofthe House from South Caro- 
lina, would allow today's workers to re- 
main in the present system if they wished, 
but would require those who enter the 
workforce in 2000 or later to set up individ- 
ual accounts from which no withdrawals 
could be made until they reached the age of 
62. His argument is that the present system 
will give today's working American a re- 
turn ofjust 1.9% a year on his contributions; 
by contrast, he calculates, the average an- 
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nual return on stocks over the past century 
has been about 6.5% after inflation. 

The privatisers make a tempting case; 
but whether it will win the day is another 
matter. One reason for caution is that the 
public, for all its enthusiastic forays in re- 
cent years into the stockmarket, is not keen 
on change. Recent surveys show that re- 
gardless of whether the Dow is up or down, 
a majority oppose direct investment in 
stocks by the Social Security funds—and 
they strongly oppose lowering benefits or 
raising the retirement age. 

A second reason is the degree and “un- 
fairness” of the risk involved. Some workers 
would pick stocks better than others (Ar- 
thur Levitt, the chairman of the Securities 
and Exchange Commission, claims that 
more than half of all Americans do not 
know the difference between an equity and 
a bond). Moreover, a worker who had in- 
vested a constant fraction of his earnings in 
a broad stockmarket index fund and then 
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| ONE possibility for re- 
| forming Social Security 
lies in a strange discrep- 

ancy. The system is a bet- 
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land on America’s 
shores than for those born there. A fac- 
tory worker from Budapest earns a 
higher return on every dollar paid into 
Social Security than does his co-worker 
born in Memphis. 
| This discrepancy is the result of two 
| features of the way Social Security bene- 
fits are calculated. First, the system is pro- 
gressive: individuals with low incomes, 
| as measured by their highest 35 years of 
earnings, get a subsidy in retirement 
| from workers who did better. Second, all 
the years an immigrant spends outside 
the United States are ignored in terms of 
earnings. A doctor who arrives from Pa- 
kistan and earns $100,000 a year for a de- 
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retired at the age of 62 in 1969 would have 
been able to buy an annuity equal to 10496 
ofhis former annual earnings; by contrast, 
a similar worker retiring at the age of 62 in 
1975 would have replaced only 3996 of his 
previous income. 

But there is a third reason. As Henry 


cade is assumed to have had no income 
for the 25 years before he arrived. 

In a study that has been largely over- 
looked*, Alan Gustman of Dartmouth 
College and Thomas Steinmeier of Texas 
Tech University calculate that, under the 
current system, a foreign-born male who 
entered the United States in the 1980s 
and is approaching retirement will pay 
1996 of the taxes forked out by a native- 
born male worker while earning 35% of 
the benefits. The authors propose closing 
this loophole by calculating benefits for 
immigrants based on their average 
wages while in the United States. They 
reckon the change would generate sav- 
ings of $50 billion-100 billion in present 
value, while still providing a subsidy to 
immigrants who earn low wages once 
they reach America. 

Mr Gustman has sent his findings to 
members of Congress, but they do not 
seem exactly thrilled. The states with the 
most clout—California, Florida, Texas, Il- 
linois, New York—are loaded with voters 
born in places like Mumbai and Mexico 
city. As with any tax loophole, those who 
lose it would be steaming mad but the 
beneficiaries would hardly notice. And 
theextra benefits paid to immigrants are 
small change compared with the stagger- 
ing sums associated with other Social-Se- 
curity reforms on the table. But small 
change does add up. 

*"Social Security Benefits of Immigrants and us-Born”. 


National Bureau of Economic Research Working Paper 
6478, March 1998. 





Aaron ofthe Brookings Institution pointed 
out this week: "There's no free lunch.” Any 
transition from pay-as-you-go will impose 
a burden, since today's workers will have to 
pay not just for today's retirees but also for 
their own future. And any privatisation 
will involve administrative costs much 
higher than the 0.7% of expenditure in- 
curred by the present system. Mr Aaron and 
his colleague Robert Reischauer believe Mr 
Moynihan's scheme, for example, deserves 
a D-grade for what they say is its adminis- 
trative inefficiency and lower benefits. 
Their own plan, to which they modestly as- 
sign an A-grade, would keep the present 
structure more or less unchanged but estab- 
lish a Social Security Reserve Board (mod- 
elled on the Federal Reserve) empowered to 
diversify the Trust Funds’ investments into 
private stocks and bonds, and with its oper- 
ations removed from congressional and 
presidential budget presentations. 

All this discussion will give academic 
cover for the dismal! political reality that 
the outgoing Congress is hobbled by the 
impeachment process; the next one may be 
too; and both parties are spoiling for the 
presidential election in 2000. The reform- 
ers may despair, but the fact is that “Save 
Social Security First” has a rather shorter 
political pedigree than “Make Haste 
Slowly”. 





Impeachment 


Clinton’s stock 
falls 


WASHINGTON, DC 


IKE Wall Street, Bill Clinton’s popularity 
seems to defy gravity. But, like Wall 
Street, it is subject to unnerving moments. 
After a bull period during November, when 
Mr Clinton enjoyed the Democrats’ mid- 
term election victory, the president's stock 
is now suffering a bit. Is the bear lurking? 
The next week or two will say. 
The first sign of irrational exuberance at 
the White House came on November 27th, 
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when the president responded to 81 ques- 
tions posed by the House Judiciary Com- 
mittee. As expected, Mr Clinton refused to 
admit to lying under oath about his affair 
with Monica Lewinsky; a confession would 
have undermined his legal position. But 
Mr Clinton also refused to give straight an- 
swers to less threatening questions. He 
would not admit or deny that he had given 
certain gifts to Miss Lewinsky. He would 
not commit himself on whether the presi- 
dent is the chief law enforcement officer. 
On a score of different issues, the presi- 
dent's famously sharp memory failed him, 
leaving him unable—most sadly and regret- 
tably unable—to answer questions. 

This obfuscation did not endear the 
president to the House Republicans. Henry 
Hyde, the chairman of the House Judiciary 
Committee, accused the president of evad- 
ing key facts instead of shedding light on 
them. Tom DeLay, the Republican House 
whip and chief cheerleader for impeach- 
ment, thundered that the president was us- 
ing “lawyerese to do two-steps around the 
questions”. Even Republicans who had 
been backing off the idea of impeachment 
felt obliged to think again. Lindsey Gra- 
ham, a moderate Republican on the Judi- 
ciary Committee, suggested that if Mr Clin- 
ton did not admit wrongdoing he would 
remain “an unrepentant perjurer who 
should lose his job.” 

This huffing dominated the weekend 
television programmes, and then on Mon- 
day that lesser forum known as the House 
of Representatives resumed work. The Judi- 
ciary Committee, which is in charge of the 
impeachment hearings, took testimony 
from three witnesses connected with Kath- 
leen Willey, a former White House volun- 
teer who claims to have been the object of 
presidential groping. The same day Repub- 
lican irritation with the president, and 
with the attorney-general, Janet Reno, burst 
out into the open: the committee an- 
nounced it would broaden its impeach- 
ment inquiry to take in campaign-finance 
abuses during Mr Clinton’s 1996 cam- 
paign. Ms Reno has refused so far to ap- 
point an independent counsel to look into 
those abuses, but the Judiciary Committee 
wants to hear from two officials who think 
the abuses were grave enough to warrant 
one. The first is Louis Freeh, the director of 
the Fsi; the second is Charles LaBella, the 
former head of the Justice Department in- 
vestigation into the 1996 campaign. 

The Willey investigation, like the foray 
into campaign finance, is designed to 
broaden the case against Mr Clinton: to 
show that he may have lied and obstructed 
justice in more instances than just the 
Lewinsky-related ones. Meanwhile, the 
committee also sought to bolster its 
Lewinsky case by underlining the gravity of 
perjury. For nine hours on December 1st, 
witnesses held forth on the threat to the rule 
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of law posed by false testimony. One con- 
victed perjurer, who lied in a civil suit 
about sex, suggested that it would be outra- 
geous for the president to escape punish- 
ment; she herself had served six months. 
“Because a president is not a king, he or she 
must abide by the same laws as the rest of 
us,” she said. 

According to the committee’s schedule, 
all this evidence-gathering will be con- 
cluded by December 7th. Then the commit- 
tee members will consider up to five possi- 
ble articles of impeachment, alleging 
perjury, obstruction of justice and witness- 
tampering, and abuse of power. If one or 
more articles of impeachment are ap- 
proved, another debate on the floor of the 
House will ensue. The Republicans seem 
determined to get this over with by the end 
of December. 

Nobody is sure how the impeachment 
votes will go. Republicans have a 21-16 ma- 
jority on the Judiciary Committee, and the 
betting is that they will approve at least one 
count of perjury, though the fate of other ar- 
ticles ofimpeachment seems less certain. In 
the full House, matters are still murkier. 
Knowing that Mr Clinton’s approval rat- 
ings still float above 60%, and that 90% of 
Americans oppose impeachment, Republi- 
cans may split over the issue, allowing the 
president to escape. There may then be an 
alternative campaign to pass a vote of cen- 
sure. The president's fate, like that of the 
stockmarket, is constantly predicted and 
consistently unknown. 











UNITED STATES 
Organised crime 


Out of jail and on 
to the street 


AUSTIN, TEXAS 


N ONE of the advertisements aired be- 

fore his smashing victory in last month’s 
election, Governor George Bush of Texas 
could be seen, upright and with a sober ex- 
pression, inspecting a forlorn parade of ju- 
venile offenders. The line-up took place ata 
“Tough Love Academy”, the local euphe- 
mism for a boot camp. Such academies lick 
errant youth into shape the old-fashioned 
way. Offenders are stripped, shaved, 
dressed in orange jail-garb, and hustled 
through something like army drill with 
doses of Bible study. It is hard punishment, 
but at least the aim is rehabilitation. 

Not so in the state’s prisons. Texas has 
spent over $2 billion to lock up offenders in 
new prisons and keep them there. Rehabili- 
tation is an afterthought, and that suits 
most Texans. The state has the highest rate 
of incarceration in the country: a Texan is 
seven times more likely than a Minnesotan 
to find himself behind bars. And the 
hardline approach (helped no doubt by a 
booming economy) seems to be working. 
Crime in the Lone Star state is at a 20-year 
low. Murders last year, politicians proudly 
report, were down 10% from 1996. 

Yet long sentences without parole offer 
little incentive for good behaviour. Texas 





Martin Gund, a convicted killer fins Corpus Christi, eluded 500 prison guards | 
and 70 bloodhounds after his escape, on November 27th, from death row in 
Texas. He became the first prisoner to escape from the unit since a member ofthe _ 
Bonnie and Clyde gang was sprung by his colleagues in 1934. Gurule had nothing | 
to lose: in Texas, death row means death. 
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His gang protects him 


prisons, murky hells at the best of times, are 
getting more violent, and the violent are 
getting more organised. Increasingly, in- 
mates find hope and purpose in a poten- 
tially devastating form of organised crime, 
prison gangs. 

These gangs were founded for self-pro- 
tection: protection from rape, assault and 
being cut open in the showers. Federal 
prison reforms were partly responsible for 
their growth. A 1976 ruling allowed in- 
mates in other prisons to write to each 
other, creating the structure that character- 
ises prison gangs. A 1979 ruling desegre- 
gated prison cells, and the ensuing racial 
tensions saw gangs gather around their ra- 
cial and ethnic banners. Then in 1982 came 
the abolition of the "building-tender" sys- 
tem. Building-tenders were mostly older 
white inmates, who were set up like pre- 
fects at a British boarding school to enforce 
order among other inmates. Gangs grew in 
the vacuum they left. 

Nearly 5% of Latino inmates in Texas— 
and around 15% of the known or suspected 
gang members in Texas jails—belong to the 
Mexican Mafia, the state’s biggest prison 
gang. Members style themselves Emes (pro- 
nounced “eemmee” after the Spanish letter 
M). They organised in the early 1980s to 
protect Latino inmates from racial attacks. 
Today they are opportunistic racketeers. 
Emes deal in chiva (heroin), mota (mari- 
juana), soda (cocaine) and compadres for 
those who want to Knock Boots (have sex). 
“We will traffic in drugs, contracts of assas- 
sination, prostitution, and robbery of high 
magnitude,” says the Mexican Mafia's busi- 
nesslike constitution. 

Since their tentative early days, the 
Emes have coalesced into a fraternity for 
hardline criminals. The gang now co- 
ordinates drug deals on the streets of Texan 
barrios from inside the state's jails. “It’s or- 
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ganised crime, no different from the gang 
warfare that took place in Chicago in the 
1930s,” says Allan Polunsky, the chairman 
of the Texas prison board. 

Unlike loud and loosely organised 
street gangs, prison gangs tend to be secre- 
tive and highly structured. Street gangs drift 
apart as their members get older; prison 
gangs are committed for life. Street gangs 
are often riven by feuds; prison gangs are 
characterised by respect. Discipline is ruth- 
lessly enforced. A member of the Texas Syn- 
dicate—the rival Latino prison gang to the 
Mexican Mafia—was shot dead in his Aus- 
tin home last year when gang bosses sus- 
pected him of snitching to the police. Intel- 
ligence reports repeatedly describe prison 
gangs as coldhearted, loyal, violent and 
without boundaries. 

Slowly, too, these gangs are getting out 
of prison and making their presence felt on 
the street. Of 30,000 inmates released on 
parole from Texas state prisons in 1997, 
3,000 had some gang affiliation. Sixteen 
Emes were indicted in San Antonio re- 
cently on racketeering charges. Police say 
the gang has been responsible for 14 mur- 
ders in San Antonio, including the city's 
worst mass murder in which Emes killed 
five people. Gangs move into the barrios, 
where they enforce a 10% street tax from 
small-time drug-pushers. The money is 
used to support gangsters' families and pay 
legal bills. 

The hardest ofthe gangs, though, are the 
white supremacists, who rally around ide- 
ology rather than racketeering. “The white 
guys are solid,” a Texas inmate explained 
recently to the Houston Chronicle. “They 
are the most violent in the system. They'll 
kill in a heartbeat.” This was bloodily dem- 
onstrated in June, when three white men 
lynched a black man in east Texas by chain- 
ing him to their pick-up truck and dragging 


him behind it. Two of the killers (though 
not the third, who claimed no white su- 
premacist links) had apparently picked up 
their violent racism in jail. 

There are at least 425 members of the 
Aryan Brotherhood in Texas prisons. The 
gang was founded in California’s San 
Quentin in the 1960s with the motto, “Kill 
to get in, die to get out.” Many more white 
inmates have been linked with the KKK and 
the Aryan Circle, which are officially listed 
as groups rather than gangs. Reformed 
white supremacists say prison is the pri- 
mary recruiting ground for neo-Nazis. The 
large numbers of blacks in jails, who often 
speak an impenetrable street dialect, pro- 
vides an easy excuse for hatred. 

To fight the gangs, parole boards are 
now obliged to take gang membership into 
account when releasing criminals. Gang- 
sters are closely monitored with an elec- 
tronic bracelet, and their tell-tale tattoos are 
photographed upon release. Later, these 
can be checked for new gangster markings. 
But when it comes to curbing the growth of 
gangs, there is little the state can do. Its own 
vigilance in locking up violent offenders 
has spawned crime syndicates, ruthlessly 
organised and racially segregated, which 
make Al Capone look soft. 





Philanthropy 
Gates the Good 


NEW YORK 


OHN D. ROCKEFELLER is remembered 

for two things: his rapacious business 

habits, and his reinvention of American 
philanthropy. Many of the country’s great 
hospitals, churches and schools were built 
by the robber barons. People now hope that 
today’s geek billionaires will reinvigorate 
America’s charity industry. So far, the geeks 
have been relatively sparing with their 
money—and, more important, with their 
brains and time. 

Hence the importance of the donation 
this week of $100m by Bill and Melinda 
Gates to speed the delivery of new vaccines 
to children in the developing world. The 
software mogul, whose somewhat Rockef- 
ellerish business practices are under exami- 
nation in Washington, pc, has long said 
that he will give away 95% of his fortune 
and has already created two trusts worth $2 
billion. But so far his most publicised dis- 
bursement has been to the worthy but 
slightly self-interested cause of putting 
computers into libraries. 

The new donation, which will be fun- 
nelled through the Programme for Appro- 
priate Technology in Health, is more inter- 
esting in two ways. First, vaccines, the 
quickest way to save lives around the 
world, represent a much wider cause. The 
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_ Gates money will help support four new 
relatively costly vaccines for diseases such 


... as Hepatitis B and the rotavirus infection, 


_ Which currently kill 2.5m children a year in 
‘poor countries. 

- Onlya little of the Gates money will be 
spent buying the vaccines for pilot projects; 
most of it will go into ways to make the 

drugs more available in the third world. 
Some vaccines take 15 years to reach poorer 
countries, and many such countries still 
have rotten drug-distribution systems. 





Some governments in Asia 
even fail to admit that they 
harbour the diseases in the 
first place. 

Yet the biggest problem is 
the pricing structure. Drug 
firms, particularly American 
ones, remain nervous about 
selling new medicines of any 
sort at lower prices in poorer 
countries. They could still 
make money under a “tiered 
price system” whereby some 
countries pay less for vaccines, 
But the drug companies are 
worried about a political 
backlash in Washington (for vaccines, gov- 
ernment is an important customer), and 
they have not always hit it off with the more 
idealistic types at the various UN agencies 
and funds which are the main buyers for 
the third world. 

Over the past five years, the UN agencies 
have done a much better job of wooing 
companies such as Merck, making bigger 
advance orders, separating out very poor 
countries from emerging ones, and so on. 
All the same, as one insider puts it, “a lot of 





UNITED STATES - 


heads still need to be banged together’ 
and those heads include not just the com- 
panies and the agencies but various gov- 
ernments and other sources of finance like 
the World Bank. 

This is the sort of thorny problem that 
requires brains as well as money—and the 
second reason why Mr Gates's donation is 
so interesting. He argues that vaccine prices 
should come down anyway, purely because 
his money will generate greater volume. 
The economics of the vaccine industry, hei 
points out, are much like those of software: = 
the marginal cost of each new product is 
very small. But he also thinks that tiered 
pricing is "probably the best approach", 
and he would like to get involved in some 
ofthe discussions between the private and 
public sectors. l 

Mr Gates, who spends five hours a week 
on philanthropy, ranks medicine as his sec- 
ond-biggest interest after information tech- 
nology; and at a recent meeting of vaccine 
people at his house, he peppered his guests 
with questions about the business and 
technology involved. His curious, comipeti- 
tive brain is plainly beginning to whirr. 











Conscription's lively ghost 


STLOUIS 


| A ANY Americans of a certain age 
à have, somewhere in their cup- 
: boards, a box containing relics of another 
| äge: love beads, year-books, vinyl records, 
| Paisley shirts, granny glasses. Another 
| relic of that age is still kept in suspended 
| animation by the federal government 
.| andan increasing number of states: the 
|, draft, as Americans call conscription. 
i^ Selective service, as it is officially 
known, briefly died at the end of the Viet- 
nam war. It was resurrected in 1980 bythe 
| Carter administration as a sabre-rattling 
|. gesture after the Soviet invasion of AE 
| ghanistan. Since then, all 18-year-old 
|. males have been required to register for 
1 the draft under threat of five years 
| 
| 
I 


n 


imprisonment and a $250,000 fine. On 
December 2nd, for the first time, the Se- 
lective Service System allowed young 
men to register via the agency's website. 
At present, the service has about 13.5m 
names filed away of 18-to-25-year-olds 
| who are eligible for the draft. If it were 
| reauthorised, the system is ready to con- 
| duct a lottery based on the birthdays of 
| the current 20-year-olds, call up the first 
|. lucky lottery-winners, classify them for 
| service and dispatch them to the armed 
forces. Under the plan, the first conscri pts 
would start active service 193 days after 
the draft was enacted. If necessary, the sys- 
tem would call up other 20-year-olds be- 





Can’t burn a Website file 


fore conducting lotteries for other birth 
years. 

There is no student deferment, as 
there was in the Vietnam war. If the draft 
returned, students would be allowed only 
to finish their current term before going 
off to boot camp. In another departure 
from Vietnam practice, conscientious ob- 
jectors cannot state their opposition to 
war when they register, but have to wait to 
present their claim to a local board if the 
draft reappears. 





So far, this is no more than a blueprint 
for a house no one wants to build. Almost 
nobody in the Pentagon wants to replace 
the all-volunteer armed forces, and onlya 
handful in Congress even dare to men- 
tion it in public. Public support for the 
draft is non-existent. Yet the blueprint, 
even in this shadowy form, costs taxpay- 
ers more than $23m per year. Around 
10,000 volunteers are trained and ready 
to operate more than 2,000 local and ap- 
peal draft boards, assisted by some 1,200 
reserve officers assigned to part-time duty 
across the country. 

The chief function of selective service 
atthe moment is to require 18-year-olds to 
register. By its own calculations, the com- 
pliance rate is 91%, but no one knows for 
certain. There have been no prosecutions 
for failure to register since 1985, but there 
are a number of traps built into govern- 
ment programmes to enforce compli- 
ance. Since 1982, recipients of student 
loans have had to verify their draft status, 
and draft-resisters are denied govern- 
ment benefits and jobs. Twenty-five states 
withhold benefits and state jobs for fail- 
ure to register. 

Anti-conscription propagandists are 
advising would-be resisters to tread care- 
fully. The chance of being called up is 
slight, but there is still, for some, a.moral 
obligation to oppose the whole idea. One 
group advises those interested to state 
their objection on the registration form, 
even though the objection will not be 
recorded. 
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The travails of a census man 


ACK in the 1960s, when Kenneth Prewitt was a young profes- 

sor in East Africa, his hosts taught him one lesson and he 
taught them another in return. The lesson he learned was that 
good government depends upon good data, for without data no- 
body can measure whether government policies work. The les- 
son he taught was that good government depends upon effective 
oversight, best achieved by means of America’s mutually over- 
seeing, separated powers. Three decades later a reverence for 
data still burns within Mr Prewitt, who has just taken on the task 
of running America’s census in 2000. But his enthusiasm for the 
separation of powers has faded somewhat. If he were back in 


| Africa now, he muses, he might not be quite so eager to preach 





the virtues of America’s structure 
of government. 

The source of disillusion is not 
hard to fathom. By taking over the 
Census Bureau, Mr Prewitt has 
walked into an area where the ex- 
cellent principle of oversight has 
been taken to less excellent ex- 
tremes. The census matters deeply 
to a wide variety of interest 
groups: its findings will decide 
how federal dollars are appor- 
tioned, geographically and there- 
fore also racially, and how many 
seats in the House of Represen- 
tatives will be filled by each state. 

Because the stakes are high, 
president and Congress have 
clashed over the methods to be 
used in the census. The president 
wants the usual undercount of 
poor (and Democratic) minorities 
to be corrected by means of statis- 
tical sampling; the congressional 
Republicans object that techno- 
cratic guessing is no substitute for 
a traditional head-count. These 
clashing suspicions have conjured up a pack of watchdogs that 
yap at Mr Prewitt's census-takers, keeping them from doing their 
ordinary work. 

Over the past year alone, the Census Bureau has responded 
to several hundred congressional inquiries. It has co-operated 
with three full-scale audits performed by the General Account- 
ing Office, which reports to Congress; it has dispatched staff 
members to testify at four congressional hearings; it has sent oth- 
ers, on 22 occasions, to hold formal briefings for congressmen. 
As well as this congressionally-inspired scrutiny, the Bureau is 
hounded by watchdogs dispatched by its overlords at the Com- 
merce Department, and by more overseers from the administra- 
tion’s Office of Management and Budget. Then there are various 
advisory committees, representing racial groups or state govern- 
ments or business associations, all of which demand informa- 
tion from Mr Prewitt’s hard-pressed statisticians all the time. 

This oversight, overlapping and annoying, is less remarkable 
than what is going on within the Census Bureau itself. One floor 
down from Mr Prewitt's office, somewhere at the end of a maze 
of grimy corridors, new carpets and computers have been in- 
stalled for the comfort and convenience of a brand-new Census 
Monitoring Board. This outfit has a budget of $4m a year, and so 
far a considerable chunk of its spending has gone on the legal 





fees necessary to clarify the vague legislation that mandates its 
existence: ten lawyers were asked to interpret one particularly 
awkward sub-clause. But, despite the frustrations of getting 
started, the board displays admirable resilience: its members 
now have desks, some even have business cards, and they mean 
to monitor that census by tirelessly demanding briefings and 
testimony and documents from Mr Prewitt's team. Isn't this job 
being done already by other overseers? Fred Asbell, one of the 
board's two bosses, is too decent to pretend otherwise: "There 
does appear to be some duplication,” he allows. So why did the 
board need to be created? “I wish I could tell you,” he replies. 
When overseers offer only tepid justification for their over- 
sight, it is not surprising that the 
overseen get tired. Mr Prewitt 
complains that he cannot get his 


tions, because explanations to 
outsiders take up all their time. 
Moreover, the tone of some of the 
overseers is blatantly aggressive. 
There has been an erosion of civil- 
ity in public life, Mr Prewitt con- 
tinues; and the pack of watchdogs 
chasing him reflects this distaste- 
ful change. Then Mr Prewitt grows 
defiant. He does not want public 
faith in census statistics to be un- 
dermined by partisan bickering 
over the methods that produced 
them. “I am protecting the credi- 
bility of American democracy,” he 
declares. 

What to make of Mr Prewitt’s 
outburst? It seems, perhaps, a mite 
exaggerated: furious fights over 
the census are as old as the census 
itself. In 1792 George Washington 
wielded the first-ever presidential 
veto to block a piece of census leg- 
islation; and, ever since then, the census has been divisive when- 
ever demographic shifts have been rapid and political tensions 
high. In the mid-19th century, population shifts northwards and 
westwards caused the South to fear the census results; indeed, 
the distribution of new census findings in 1861 helped to bring 
about the South’s secession, according to Margo Anderson, a 
census historian. In 1920, when the census revealed big shifts 
from the countryside to the cities, rural politicians refused to 
reapportion seats in Congress to reflect the census results. 

And yet, though fights over the census are nothing new, there 
may all the same be something in Mr Prewitt’s pessimism. In 
some areas of government—central banking, for example—there 
is much to be said for giving the task to a technocrat, and then 
insulating him from political pressure. Moreover, America 
seems to have taken the idea of oversight to extremes. Since the 
1970s Congress has armed itself with more professional staffers 
to help cross-examine the administration. It thinks nothing of 
conducting parallel inquiries—one in the House, one in theSen- 
ate—into issues such as campaign finance, and then demanding 
that an independent counsel be appointed to investigate the 
same subject. Good oversight is certainly essential, as Mr Prewitt 
used to say in Africa. But the cause of oversight is not necessarily 
furthered when overseers are multiplied. 
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- Breaking the general's spell 


SANTIAGO 


Chilean democracy looks set to survive no matter what happens to General 
Augusto Pinochet, the country’s former dictator 


‘HIS week Chile mounted its most con- 
; certed effort yet to win the release of 
General Augusto Pinochet. Jose Miguel In- 
.. Sulza, Chile's foreign minister, moved on 
_. from London to Madrid, arguing in both 
-v places that extraditing the ex-dictator from 
Britain to Spain to face charges of murder, 
torture and genocide would threaten 
|. Chiles transition to democracy and that, if 
he is to be tried, the best place is Chile. 
Mr Insulza's chances of success looked 
-. Slim. He received a polite hearing in both 
<6 countries, but no more. Some 
Support for his mission came 
from the United States, which 
_ strongly hinted that General Pi- 
nochet should be returned to 
Chile, on the same grounds. But 
the American government also 
< said it would publish secret docu- 
, ments about human-rights 
. abuses committed by the Pino- 
chet regime—before backing 
away from that pledge. 
! The biggest obstacle facing 
Mr Insulza was the fact that his 
; arguments appeared to be based 
: on false premises. Most Chileans 
|. do not now believe. their coun- 
. trys: democracy is seriously 
: threatened. And the chances of 
- General Pinochet being put on 
trial in Chile are almost nil., 
- ^ Mr Insulza’s arguments in Eu- 
rope neatly reflected public opin- 
ion at home. According to the 
~ first big poll on the issue carried 
out in Chile since General Pinochet's arrest 
in London, almost two-thirds of respon- 
dents believe that he did indeed commit 
crimes during his 17-year dictatorship. But 
nearly half, apparently disliking foreigners 
poking into Chile's affairs, still disapprove 
ofhis arrest abroad, according to the survey 
by MORI, a polling firm. The solution 
backed by six Chileans in ten: if he is freed 
to return to Chile, put him on trial there. 
Well, it sounds fair, but how? Even Mr 
Insulza was careful not to make any spe- 
cific promises to the British and Spanish. 
Since the beginning of the year, a dozen or 
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so cases against the general have been filed 
in Chile, and the government is now think- 
ing of adding its own to the list. But, with 
good reason, human-rights lawyers doubt 
that any of these cases will result in a real 
prosecution, let alone a conviction. 

For a start, General Pinochet is a sena- 
tor, enjoying parliamentary immunity as 
long as he remains one—and he is a senator 
for life. He could be charged only if the Su- 
preme Court were to strip him of his immu- 
nity, which is most unlikely. The court has 





already dealt the government a blow by re- 
fusing to appoint a member of its ranks to 
take over the Pinochet cases, currently in 
the hands of an appeal-court magistrate. 
Without the participation of a Supreme 
Court judge, the cases run the risk of being 
transferred to a military tribunal, which 
would certainly allow them to die. 

Even if a case eventually came to court, 
thegeneral's own amnesty law would prob- 
ably prove an insurmountable obstacle. 
Still on the statute books, the amnesty cov- 
ers 1973 to 1978, the first five and most vio- 
lent years of General Pinochet's rule. No 


one has ever been sentenced for crimes > 
committed in Chile during this period. .. 

The government could, of course, ask 
Congress to repeal the amnesty, But it. 
would be unlikely to succeed. Without the 
votes of the right-wing opposition, which . 
wants the amnesty to stay, any hope of re- 
peal would be doomed in the Senate. 

True, even without a trial General Pino- 
chet could still be questioned about the ac- 
cusations against him. Butas.a formerarmy . 
general, he would be entitled to be interro- 
gated in the privacy ofhis own home, Apart. 
from a small moral victory, human-rights. 
lawyers are not confident that much would 
be gained. In an earlier case in which sev- 
eral army generals were questioned, they 
claimed, according to the prosecution law- 
yer, not to remember even the most simple 
facts. General Pinochet, at 83, could easily 
claim to suffer from the same amnesia, ud 

A failed attempt to try or interrogate the 
general would dent the government's credi- 
bility, abroad and at home. But it 
must be seen to be making the: 
case abroad. Meanwhile it is — 
bracing itself for the reaction 
from right-wing extremists if Brit- > 
ain’s home secretary authorises 
extradition proceedings, a deci- 
sion he must make by December | 
uth. Enter the politics of Mr 
Insulza's (and the American State 
Department's) argument. m 

But here too the ground is 
shaky. If the decision goes against 
General Pinochet, hardly anyone 
in Chile seriously expects the — 
army to launch another coup, - 
even though the top brass, who 
served under him for 25 years,are 
extremely upset about his arrest. 
The era of military coups has. 
passed; any attempt would have 
neither public nor (as the general 
had in 1973) American support. 
Still, the government is worried 
by the reappearance of the ex- 
treme right-wing Fatherland and Liberty 
group, which was active in the early 1970s; 
and by death threats received by some poli- 
ticians of right, centre and left alike. 

Right-wing politicians say that General 
Pinochet's supporters are still restrained by. 
the hope of getting him home soon. The 
mood could change if Britain allows éxtra- 
dition hearings to proceed. And an actual — 
court appearance in Britain could incense 
the general’s admirers still more. 

Maybe. Yet when Britain’s law lords 
ruled against the general last week, there 
were fears of violence—and little, in fact, oc- 
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curred. British flags were burned, roads 
were blocked by Pinochet supporters and 
the British and Spanish embassies were the 
scene of angry protests, but these incidents 
were small and isolated. 

And even many sympathetic to the gen- 
eral have calmed down since the early days 
of the affair, For most Chileans, life contin- 
ues much as before. One sign of this is that, 
according to the new poll, their voting in- 
tentions for next year's presidential elec- 
tions have barely shifted since the arrest, 
leaving Ricardo Lagos, the Socialist candi- 
date, way out in front. He, for the record, 
has said he wants the general brought 
home, to be followed by judicial reforms 
that would let him be tried. 





Argentina 
Baby-snatchers 


BUENOS AIRES 


HILE the world's attention was fo- 

cused on Augusto Pinochet, human- 
rights campaigners scored a victory in Ar- 
gentina. On November 24th, a federal 
judge ordered the arrest of Emilio Eduardo 
Massera, a former admiral and member of 
the military juntas that ruled Argentina 
from 1976 to 1983. He is charged with kid- 
napping two children born while their 
mothers and fathers were in military deten- 
tion. The parents were among at least 
15,000 (some say up to 30,000) people mur- 
dered or "disappeared" in the armed 
forces’ "dirty war" of those days. In court 
dressed in a bullet-proof waistcoat beneath 
his civilian suit, Admiral Massera denied 
any knowledge of the kidnappings. 

His arrest follows that of Jorge Rafael 
Videla, a former army general and junta 
leader, on similar charges last June. Both 
men were sentenced to life imprisonment 
for other crimes after military rule col- 
lapsed. But both, along with all other junta 
members, were pardoned by President Car- 
los Menem in 1989. Since then, prosecu- 
tions have been rare. The two are now en- 
snared because the amnesties and pardons 
extracted by the armed forces from civilian 
leaders over the past 12 years did not in- 
clude the kidnapping of children. 

Admiral Massera was in charge of the 
Navy Mechanics School, which became no- 
torious as a torture and killing centre. Wit- 
nesses have testified how pregnant women 
held there were induced into labour, only 
to have their new babies whisked away im- 
mediately. Some are said to have been al- 
lowed to cradle the newborns briefly before 
losing them. The mothers were usually 
killed soon afterwards, dumped at sea from 
aircraft or shot. Altogether more than 200 
infants are thought to have been kid- 
napped in this way. Most were given to 
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Venezuela's humbled parties 


ENEZUELA’S two big parties, Demo- 

cratic Action (AD) and COPEI, saw 
| their candidates beaten by an outsider in 
the 1993 presidential election. But at 
least they ran—second and third respec- 
tively, with 23% and 22% of the vote—and 
at least the outsider, the present Presi- 
dent Rafael Caldera, who took 30%, was 
no stranger to the traditional party game, 
indeed a founder of corel. This week 
brought a far worse humiliation: both 
parties have had to abandon their cho- 
sen candidates in a last-ditch attempt to 
bar the way on December 6th to a real 
outsider, Hugo Chavez, a former army 
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| Chavez, man of the people 





colonel, best known until this year as the 
leader of a military coup that did not 
quite succeed in 1992. 

And whom did they line up behind? 
The one other candidate with a chance, 
another independent, Henrique Salas 
Römer, a former state governor whose 
main asset, apart from that—consider- 
able—experience is the support of busi- 
ness and a glamorous horse. Venezuela's 
traditional politics could hardly stand 
more severely condemned—as they are 
by both men, though, as Mr Salas puts it, 
"| see a problem with the parties, Chavez 
sees one with the system." 

The week's surprises | 
were set off by an opinion 
poll on November 27th 
that showed Colonel Cha- 
vez, leader in the polls for 
months, still 12 points 
ahead, on 49%, despite a 
late run by Mr Salas. The 
colonel, Venezuela’s an- 
swer to Argentina’s Juan 
Peron, scares the well-off. 
copers candidate—really 
an  independent—with- 
drew readily; Ap had to 
sack its own ageing party 
boss, and then expel him 
for jibbing. Whoever wins, 
the old parties have lost. 
Not so, it may prove—for 
all the alarm about Col- 
onel Chavez—Venezuela. 





childless military couples. 

The charges against Admiral Massera 
concern two cases. Cecilia Vinas and Hugo 
Reynaldo Penino were abducted by the 
armed forces in 1977 when Vinas was seven 
months pregnant. Their baby, born in the 
Navy school, was later given to Jorge 
Vildoza, one of Admiral Massera's chief as- 
sistants, to raise. At the age of 20 the boy 
voluntarily took a DNA test, which revealed 
his true parentage. The admiral is also ac- 
cused of kidnapping the child of Patricia 
Roisinblit and Jose Manuel Perez Rojo, 
who were abducted from their toy shop in a 
Buenos Aires suburb in 1978. Roisinblit's 
child too, it is alleged, was born in the Navy 
Mechanics School. 

The renewed efforts to call junta leaders 
to account has, predictably, opened old 
wounds. Along with several hundred of the 
usual relentless protesters outside the 
building where Admiral Massera was 
charged were nearly a dozen young skin- 
heads demonstrating their support for 
him. Current military officers have re- 
mained tight-lipped, but they are presum- 


ably unhappy. They have often threatened 
to retaliate in the past when former junta 
leaders faced prosecution. 

Placed under house arrest, both ex-offi- 
cers have requested military hearings, 
which would quickly exonerate them. This 
request is unlikely to be granted. Instead, 
their legal problems look set to grow. The 
case of General Videla, who refused to 
testify before one federal judge last June 
about five kidnappings of which he is ac- 
cused, has been folded into an investiga- 
tion of more than 230 kidnappings by 
Adolfo Bagnasco, a judge known for keep- 
ing high-profile cases in the public spot- 
light. Admiral Massera was scheduled to 
testify before Mr Bagnasco on December 
3rd about yet another child kidnapping. 
The pursuit continues. 

Yet it raises a curious doubt: is it worse 
to kidnap a newborn babe, which will then 
live, than—the quite likely alternative, 
given the foulness of those days—simply to 
murder it? The ex-officers may wonder why 
they did not go the whole way. 
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OFFSHORE INVESTMENT. 


WHO WINS THE 
PROFESSIONALS’ VOTE? 





a , 
4 p 
Over the last five years; Perpetual has won more than 50 awards for the quality of its offshore investment management. 
We have also been voted Best Investment Company for Investment Performance 1998 by professionals throughout 
the industry in International Money Marketing's Broker Survey. For an information pack on investing with 
Perpetual, call our Investor Support Team on +44 (0) 1534 607660 or send a fax on +44 (0) 1534 510510. 


Alternatively talk to your Financial Adviser. 


Perpetual Fund Management (Jersey) Limited, PO Box 459. Perpetual Chambers, 





7 Castle Street, St Helier, Jersey, JE4 8WS, Channel Islands. 
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Environment 
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Leadership. 


The Global Environment Facility 
is accepting nominations for the second 
annual Global Environment Leadership 
Award to be presented to: 


"an individual, group or 
organization in government, the 
private sector or the non- 
government arena, for leadership 
of significant national and/or 
international actions to protect 
the global environment." 


An open nominations process will be in 
effect until February 28, 1999. 
Nominations will be reviewed by a 
selection panel consisting of seven 
prominent international 
environmentalists. The winner will be 
announced on Earth Day, April 22, 1999. 


The GEF is the principal funding mechanism for global environmental 

protection, providing more than 500 grants to 119 countries for efforts to 

address biodiversity loss, climate change, international waters 
degradation, and ozone depletion. 





NOMINATION 
GUIDELINES 


Individuals or organizations 
wishing to nominate should 
send a letter describing, in 
approximately 1000 words, 
why the nominee deserves this 
recognition, detailing specific 
actions to resolve global 
environment concerns, as well 
as their impacts and results. A 
curriculum vitae may be 
attached in addition to the 
nominating essay. 

All submissions and inquir- 
ies should be directed to: 


Mr. Hutton Archer 
GEF Secretariat 
1818 H Street, N.W. 
Washington, DC 20433 

USA 
(202) 458-7117(tel) 
(202) 522-3240 (fax) 
harcher(? worldbank.org 
http://gefweb.org 
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A hard war to stop—or win 


AKETI AND KABALO, CONGO 


Congo's rebels are unmoved by a government offensive—or by talk of a 
:.ceasefire. But reports from two rebel areas show they cannot win quickly 


CQYTATE radio in Kinshasa brags daily | 


JJ about air raids and bush battles as 
counter-attacking government forces and 
their allies win back territory from the 
» rebels and inflict heavy casualties. 
It doesn’t feel like that in Kabalo, a 
small town in northern Katanga, which 
:. Wastaken by the main rebel movement, the 
“Rally for Democracy (RCD), in October. It 
should now be ripe for recapture. Zim- 
 babwean troops are a few kilometres away 
across the river Lualaba. Early in the morn- 
ing rebel troops shelter behind trees when 
they hear the sound of the day's first 
Zimbabwean MiG jet fighter. Their com- 
mander is unafraid. “They have been drop- 
ping about six or eight bombs a day,” he 
says, “but they have no idea what they are 
aiming at. They drop them at random. 
There is not much for us to worry about.” 
Visitors to Kabalo are shown handfuls 
of identity cards taken from the corpses of 
Zimbabwean soldiers killed in the fight for 
the town. Looking across the river to their 
positions, the rebel commander says 
bluntly: “These guys don’t know how to 
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fight and they’ve no business being here.” 
The peace agreement announced in 
Paris at the Franco-African summit on No- 
vember 28th was also dismissed by the 
rebels. Prompted by the UN secretary-gen- 
eral and President Jacques Chirac, Congo’s 
shaky president, Laurent Kabila, agreed in 
principle to a ceasefire. So did his main 
ally, Robert Mugabe, the Zimbabwean pres- 
ident, and their principal adversaries, the 
presidents of Rwanda and Uganda. Mere 
politeness, said seasoned observers; the 
warring parties are as polarised as ever. Mr 
Kabila says Rwanda and Uganda are in- 
vaders and the rebels merely their stooges. 
Uganda and Rwanda insist that Mr Kabila 
must talk to the rebels, and say they will 
keep troops inside his country until their 
borders are secure. The rcp rebels in 
Kabalo say the peace package announced 
in Paris is irrelevant and insulting. 
Meanwhile all parties deploy more 
troops and military hardware deeper into 
the Congo quagmire. The rcp rebels are 
pushing south towards the Katangese capi- 
tal, Lubumbashi, west to Mbuji-Mayi, the 





diamond centre, and north into Equateur. 


province. They, however, depend on their. 


sponsors in Kigali and Kampala. They have : 
plenty of volunteers to fight, and charis- 
matic local commanders, but their strategic 
orders come from outside. So do many of 
their weapons and their logistical support. 
Rebel leaders, political and military, fre- 
quently fly to Kigali for consultations. 

For Rwanda the war in Congo is partly. ^ 
an extended cross-border raid. It enables. 
the Rwandan army to destroy the bases and 
the support networks of extremist Hutu 
groups in eastern Congo who have been in- 
filtrating guerrillas into northern Rwanda. 
But in private, Rwandan ministers say that 
Rwanda's security—and that of the Great 
Lakes region—can be assured only by the re- 
moval of Mr Kabila, whom they denounce 
as a dictator bent on genocide. 

Though both support the rebellion, 
Rwanda and Uganda differ about its con- 
duct. Rwandan officials complain. that 


Ugandan officers are making private busi- 


ness deals in Congo instead of war. They : 


deny reports that Rwanda is part of a joint. 


command set up to fight the war, and are. 
disdainful ofUganda's flirtation with Jean- 
Pierre Bemba, a businessman who has been - 
claiming victories in the north. 


Another rebellion 


Last month in Aketi, a small town in north- © 
eastern Congo surrounded by thick jungle, 
Mr Bemba announced that he had cap- 
tured it and another small town, Dulia, 
where his troops had killed over 100 Chad- 
ian soldiers allied to President Kabila. Mr 
Bemba, whose father was a close business 
associate of former President Mobutu Sese. 
Seko, has no political experience and just. 
two months’ military training. He was im- < 


mediately denounced: by the RCD, who: - 


claimed the victories for themselves. A few 
days later it became clear that Mr Bemba 
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Africa comes to France for a party 


PARIS 


Ip WAS, Le Figaro said, "the return of 
France in Africa". In a swirl of robes 
and striding suits 34 African heads of 
state rolled up for the 20th Franco-Afri- 
can summit, in the grand setting of the 
Louvre Museum in Paris. Out of Africa's 
52 countries, 49 were represented: the 
biggest turn-out since Nelson Mandela's 
inauguration. France, proclaiming new 
policies of good governance and democ- 
racy for Africa, might well feel itself back 
in its self-proclaimed role of advocate for 
Africa among the rich countries. 

The Congo crisis also offered France a 
chance to regain some influence in Cen- 
tral Africa lost to the Americans in recent 
years. American efforts at mediation 
there have been failing, and on Novem- 


ber 28th, after intense backroom discus- 
sions, President Jacques Chirac and the 
United Nations’ Kofi Annan announced 
that the main protagonists had promised 
(again) to sign a ceasefire. 

If some felt that the presence of so 
many African leaders in Paris put France 
back on the map in Africa, unlucky tim- 
ing made others doubt whether this was 
where France should be. On the eve of the 
summit, Britain’s House of Lords an- 
nounced its verdict on the former Chil- 
ean dictator, General Augusto Pinochet, 
drawing unwelcome attention to the 
large number of dictators and human- 
rights abusers being lavishly wined and 
dined at the Elysée. It was a stark re- 
minder that France has some pretty unat- 


tractive African friends. Some newspa- 
pers listed the most undesirable. Congo's 
President Laurent Kabila, whose presence 
was essential to France’s peace initiative 
there, topped the list. 

But why, when today’s philosophy 
proclaims African solutions to African 
problems, did so many African rulers 
come to Paris? Some no doubt wanted to 
hear at first hand about France's new pol- 
icy in Africa and just how far it is pre- 
pared to go in diminishing its interest in 
less successful Francophone countries 
while extending them in those that speak 
English or Portuguese. But a glitzy dinner 
at the Elysée, a pre-Christmas shopping 
spree and two free nights in luxury hotels 
in Paris may have had something to do 
with it—even if, in a new spirit of égalité, 
the assembled notables were, it was re- 
ported, expected to pay their own tele- 
phone and minibar bills. 





was indeed occupying the towns, but with 
help from Ugandan troops. Uganda admit- 
ted as much, leaving the RCD and its Rwan- 
dan backers bewildered and angry. 

Uganda's goals in Congo are clear: its 
security and that of its closest ally and 
neighbour, Rwanda. Clearing out their ene- 
mies' bases in Congo drew the two across 
the border in 1996, when they launched Mr 
Kabila to power. When he proved indepen- 
dent of his creators, Rwanda launched a re- 
bellion against him last August. Uganda 
was drawn in too, thinking the war would 
be quickly won. Instead, when Zimbabwe, 
Angola and Namibia weighed in on Mr 
Kabila's side, Uganda found itself fighting a 
protracted, costly and unpopular war. 

President Museveni is in a dilemma. He 
cannot afford to back out of Congo now. 
Yet he does not like the way the war is going. 
Ugandan officials say that Rwanda is re- 
peating the error made in aiding a dictator 
such as Mr Kabila to power. The aim, they 
say, should be to develop a stable, broad- 
based government in Congo which can se- 
cure its borders. Uganda is trying to find lo- 
cal leaders such as Mr Bemba to make the 
rebellion popular. 

As for the RDC, say the Ugandans, it is 
sitting back, waiting to assume power in- 
stead of building support. Mr Bemba, in 
contrast, has held well-attended rallies in 
the three towns he controls. By last week his 
army had grown to over 2,000, with many 
enthusiastic new recruits. The leaders ofthe 
RCD have been forced to come to terms 
with him and recently met him in Kam- 
pala, reaching an uneasy truce. Then they 
went to Kisangani, the largest town they 
hold, and toured the north, holding rallies 
and trying to set up local administrations. 
The few who attended their rallies ap- 
peared less than thrilled. Whatever else, 
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Rwanda, Uganda and their rival protégés 
all agree that they cannot risk a split, 
though it is unclear whether they will join 
forces. 

Despite their political shortcomings, 
the rebels are inching their way across the 





Mozambique 


country, meeting little resistance but much 
indifference or, in the south-east, outright 
hostility—many there see the rebels as Tutsi 
foreigners. They sometimes clash with Mr 
Kabila's allies. And, despite peace efforts by 
outsiders, the biggest battles lie ahead. 
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Better times for a battered country 


MAPUTO 


NTIL recently the second poorest 
country in the world, Mozambique is 
doing rather well. For about 30 years until 
the early 1990s there was war: first against 
the Portuguese colonialists; then a civil 
conflict in which Renamo, a mainly black 


We used to carry ammunition like this 


rebel army backed by white supremacists 
in the then Rhodesia (now Zimbabwe) and 
South Africa, pillaged, burned and hacked 
its way across the countryside. 

Renamo’s political strength was based 
on thediscontent in thecentre and north of 
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Not all the amazing machines are competing in the Asian Games. 


Some are running them. 


The AcerPower 4000 is helping to run one of the world's 
largest and most complex sporting events, the 
13th Asian Games. In a role that's critical to 
the smooth running of the Games, the 
AcerPower 4000 is being used to program and 
update individual software for each of the 
gold medal events. It's a supreme demonstratior 
of the p 
re liability that the 
AcerPower 40( 
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the. country; where Frelimo, the ruling 
party, had tried to force the rural popula- 
tion into big collective farms, suppress reli- 
“gion and indoctrinate everyone with Marx- 
ism. Frelimo’s policy changed in the early 
1980s, when the late Samora Machel, realis- 
ing that Soviet aid would not save his coun- 
try, reversed his Stalinist economic policies 
and turned to the West for support. But the 
war continued. It ended only in 1992, in a 
stalemate of exhaustion. It had killed about 
im people and driven 5m from their 
homes. Some 500,000 landmines were left 
scattered in the most fertile bits of soil, and 

the country was dependent on food aid. 
1 Since then, recovery has been remark- 
‘able. Growth last year was almost 8%, albeit 
^ from a low base. Foreign investors have 
started to smile on the former war zone. On 
: November 16th, Mozambique's President 
Joaquim Chissano and South Africa's 
transport minister, Mac Maharaj, cele- 
brated the clearing of landmines from the 
route of a proposed road-and-rail link be- 
tween South Africa’s commercial heartland 
and Maputo, Mozambique's capital, the 

‘nearest port to Johannesburg. The World . 
~ Bank, which sees Mozambique as one of its 
“most virtuous supplicants, hopes to ar- 
range for $3 billion of the country’s $5.5 bil- 
* lion debt to be forgiven by next June. 

Two factors underpin these successes. 
First, when peace was arranged between 
Frelimo and Renamo in 1992, the shooting 
actually stopped. At an election two years 
later, Renamo won 38% of the vote to 
Frelimo's 44%. Instead of returning to the 
bush to fight on, as Angola's UNITA rebels 
did in similar circumstances, Renamo's 
leaders took their seats in parliament. Sec- 
ond, when Frelimo renounced Marxism in 
the 1980s, the cadres really did stop 
collectivising and the government vigor- 
ously implemented reforms. Mr Chissano, 
who took over in 1986, has privatised more 
than 900 of 1,250 state firms. He has refused 
to incur further foreign debts except on the 
most concessionary terms. He has con- 
trolled public spending, vetoing fat pen- 
sions that his own party's Mrs tried to 
award themselves this summer. And he has 
actively encouraged foreign firms. 
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Billiton, a British-South African mining 
£roup, is building a $1.5 billion aluminium 
smelter near Maputo. New resorts at Ponta 
do Ouro and Zongoene, where tourists 
scuba-dive and race four-wheeled motor- 
bikes across sand dunes, are prospering. 
White South African farmers have been 
granted long leases on wide tracts of the 
sparsely populated northern province of 
Niassa. In a continent chronically un- 
happy about foreign ownership of land, 
this is an astonishing concession. "User 
rights", granted to individuals and inherit- 
able, are pretty secure, although outright 
private ownership of land is still banned. 
This, plus a few streets named after Lenin 
and Kim Il Sung, are the only signs that Mo- 
zambique was once Marxist-ruled. 

So far, the benefits of this economic lib- 
eralisation are visible mainly in cities. In 
Maputo, hundreds of taxis compete to ferry 
foreign bankers from hotels to meetings. 
Readings on the taxi meters must be multi- 
plied by 1,000 to allow for past inflation, 
but the cabbies are confident that their sav- 
ings are no longer likely to evaporate: an- 
nual price rises are now in single figures. 
Shiny new Portuguese and South African- 
run supermarkets and restaurants open 
each month on the capital's wide avenidas. 

But most Mozambicans live in the 
countryside. And there life is still dire. 
There are few rural roads, and therefore few 
shops. Farms have been decollectivised, 
but farmers and their families still step on 
mines while gathering firewood. The 60% 
or so of schools destroyed or closed during 
the war have almost all been rebuilt or re- 
opened. But over half the adult population 
remains illiterate, and 80% of country peo- 
ple languish in deep poverty. Floods and 
drought in the north of the country this 
year have left some 500,000 people hungry. 
Many Mozambicans continue to trek 
through the Kruger Park into South Africa 
to find. illegal jobs; game rangers some- 
times stumble on the remains of those who 
met lions on the way. 

For all this, the government is popular, 
at least in the capital and the south. The 
whole of the country is at peace. Frelimo, 
once eager (in vain) to suppress indigenous 
religious beliefs, has started to encourage 
traditional healers to help in health-educa- 
tion campaigns. An anti-polio campaign 
this year achieved a 112% vaccination rate, 
says the health minister. A central planner's 
fib? No, children from neighbouring coun- 
tries were jabbed as well, to build an anti- 
viral buffer at the border. 

President Chissano's recent reintroduc- 
tion of conscription may count against 
him in next year's general election. But 
Frelimo will probably win anyway: for 
most Mozambicans, the government's cur- 
rent pragmatism is preferable to the blood 
and dogma of the past. 
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Lebanon 
Hariri steps down 


BEIRUT 


T ANY one man was responsible for Leb- 
anon's drive to rebuild after its 17-year 
civil war, it was Rafiq Hariri. A penniless . 
Lebanese émigré who made billions in the 
Gulf, he used his foreign contacts and busi- 
ness nous during his six years as prime 
minister to attract investors to Lebanon, 
tap the international debt market and set 
up private redevelopment firms that have 
afforested the Beirut skyline with cranes. So. 
when Mr Hariri on November 27th refused 
a request from the country’s recently 
elected president, Emile Lahoud, that he... 
form a new government, it seemed that the: 
project he stood for—the rebuilding of Leb- 
anon—might be in jeopardy. 

Mr Hariri claimed he had turned down 
the job because the president had con- 
ducted consultations with parliament over 
his appointment in an unconstitutional 
manner. But his procedural nit-pickings 
masked a fear that he might end up playing 
second fiddle to Mr Lahoud. The new presi- 
dent, a former army commander, cuts a 
much more imposing figure than his 
predecessor, and enjoys strong public sup- 
port, which he will no doubt use to make 
his mark on government policy. 

Mr Hariri still insists he would like to ` 
be prime minister, but “not under these 
conditions”. There is more at stake than the: 
egos of two squabbling politicians. In the 
deal that ended the civil war, the powers of 
the president, who has always been a Maro- 
nite Christian, were reduced in favour of 
the prime minister, who is always a Sunni. 
Muslim, and the Shia Muslim speaker of. 
Parliament. The spectacle of a strong Chris- 
tian president cowing his Muslim rival has 
raised memories of pre-war days, when the 
Maronite political elite ran Lebanon with 
little consideration for their Muslim: 
compatriots. Disenchanted Muslim politi- 
cians mutter that the Syrian regime, which 
dominates Lebanon through an occupying . 
army, wants to put Mr Hariri in his place 
lest Syria's own restive Sunni majority start 
getting ideas. 

Ordinary Lebanese, for the most part, 
are more concerned about making ends 
meet than about securing representation in 
aregime that most dismiss as a Syrian pup- 
pet anyway. The squeeze on all spending 
save on grandiose construction projects 
and the high interest rates of the Hariri era 
may have been a blessing for bank owners, 
but saddled the little guy with high prices 
and few job prospects. Now many hope 
that Mr Hariri's anointed successor, Salim 
al-Hoss, will provide a kinder, gentler form 
of Harirism. 

That is just what the financial markets 
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fear. When news of Mr Hariri’s re- 
fusal first broke on November 30th, 
the stock and bond markets slipped 
and the Lebanese pound dived to- 
wards the bottom of the bracket im- 
posed by the central bank. Mr al- 
Hoss has several degrees in 
economics, speaks the language of 
the World Bank fluently, and has a 
reputation rare among Lebanese 
politicians for shrewdness and hon- 
esty. But after a life-long career in 
politics, he can claim none of Mr Ha- 
riri’s business acumen or connec- 
tions. And at 68 he lacks Mr Hariri's 
vigour. With the public debt already 
ballooning alarmingly, Israel mak- 
ing belligerent noises about attacks 
on its troops in occupied south Lebanon, 
and the new president an unknown quan- 
tity, the markets are naturally jittery. 

As long as Mr al-Hoss appoints a re- 
spected economic team and expresses à 
firm commitment to Mr Hariri's key poli- 
cies, Lebanon's reconstruction drive 


I'll be constructive, says Hariri 





should stay on course. But if investors take 
fright and precipitate a crisis, Mr Hariri 
will be waiting in the wings, his white 
charger saddled. In fact, his personal finan- 
cial clout alone is almost enough to steer 
the markets. Never fear, he insists, he plans 
to stick to constructive opposition. 

: 





Israel and the Palestinians 


Two views of the PLO charter 


GAZA 


HEN Bill Clinton makes his historic 

stop in Gaza and the West Bank next 
week, he will be guest-in-chiefat a "festival" 
of public support for the Wye peace accord 
signed in October. So say the Palestinians. 
The Israelis think the top of Mr Clinton's 
agenda should be a special meeting of the 
Palestinian parliament to pledge an end to 
the use of force against Israel, and, in par- 
ticular, to amend the charter of the Pales- 
tine Liberation Organisation (PLO), which 
talks hopefully of destroying Israel. 

It does indeed, and repeatedly; the doc- 
ument dates from 1964, when Israel no 
more recognised the existence of a Palestin- 
ian people than the PLO recognised an Is- 
raeli state. So what happens? Palestinian of- 
ficials say the offensive bits have been 
revoked already, a revocation endorsed in a 
letter written last January by Yasser Arafat 
to MrClinton that commits the Palestinian 
leadership to stop advocating the retaking 
of land that is now part of Israel. The Pales- 
tine National Council (PNC), the PLO's un- 
elected parliament, and other official bod- 
ies will meet to endorse this letter, say Mr 
Arafat's men, during the official ceremony 
attended by the two leaders. 

That, say the Palestinians, meets the re- 
quirements of the Wye accord. It requires 
the PLO Executive Committee and its 120- 
member central body to "reaffirm" Mr 
Arafat's January letter, and then, along with 
members ofthe PNc and Palestinian minis- 
ters, in Mr Clinton's presence, to “reaffirm 
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their support for the peace process.” It 
makes no call for a formal vote. 

Not enough, says Israel’s prime minis- 
ter, Binyamin Netanyahu. He wants the 
600-member PNc solemnly convened to 
vote and revoke the offending sections. We 
did that already, say the Palestinians, two 
years ago in Gaza, when they voted 504-54 
to annul anything in the charter that con- 
tradicted the Oslo agreement or an ex- 


y 


Arafat may yet face a storm 


change of letters between Mr Arafat and 
Yitzhak Rabin, Israel's (Labour) prime min- 
ister when that agreement was reached. The 
amended version, they say, was enough for 
Mr Netanyahu's predecessors and the 
Americans. Mr Netanyahu and his right- 
wing government insist that this is not 
binding enough. They want changes— not 
just of "anything contradictory" but clause 
by offensive clause—and a vote to ratify 
them. 

So be it, Mr Arafat told journalists last 
month. “If they want a vote, they'll get a 
vote", and if necessary he would solemnly 
convene the PNC to that end. Easier said 
than done. Many of its members are still in 
exile, some don't want to go near Gaza, 
some would not be allowed there by the Is- 
raelis, who still control entry. Hardliners in 
ten Palestinian factions—including Hamas 
and Islamic Jihad—met in Damascus in 
November to declare their continued op- 
position to the peace accord with Israel and 
vowed to block any plans to amend the 
charter. 

They fear that with the PLO's charter, as 
they see it, emasculated, Mr Arafat's 
Palestininian Authority will take over the 
PLO's claim to be the sole legitimate repre- 
sentative of the Palestinian people. The au- 
thority was elected to represent only the 
Palestinians in the Gaza strip, West Bank 
and East Jerusalem; the PLO represents the 
exiles as well, and it wants its say in the “fi- 
nal-status” negotiations with Israel. 

If Mr Arafat tries to amend the charter 
by vote, he can probably manage it. Though 
strengths in the PNC are hard to ascertain, it 
has grown from 120 members to 600— 
some say more—and most of the extra 
members were recently appointed by Mr 
Arafat. But the process could bring him 
deep embarrassment nonetheless. 
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Will Slobodan Milosevic fall? 


BELGRADE 


The case for encouraging Yugoslavia’s leader to stay in power is weakening, 
along with his reputation as the region’s deal-maker 


E- since communist Yugoslavia broke 
up and descended into war seven years 
ago, the United States has been playing a 
curious sort of poker game with Slobodan 
Milosevic, president of rump Yugoslavia 
and self-appointed champion of the Serbs. 
On one hand, America has led the interna- 
tional effort to isolate him and starve 
him of money and respect; on the 
other, it has treated him as the deal- 
cutting guarantor of its peace plans. 
But now, with Mr Milosevic looking 
ever wobblier at home, the rules of 
that game may be changing—against 
him. And the final score will hugely 
affect what remains of the Yugoslav 
state: Serbia—including Kosovo 
province, where war may well restart 
next spring—and tiny Montenegro. 

This week America’s State De- 
partment spokesman delivered 
America’s bluntest warning yet to 
the Yugoslav leader, almost giving a 
green light to anyone who might be 
tempted to remove him. “Milosevic 
has been at the centre of every crisis 
in the former Yugoslavia over the 
past decade,” he said. “He is not sim- 
ply part of the problem. He is the 
problem ...1 don’t think we would 
lose any sleep if he passed from the 
scene. We...do not see him as a 
guarantor of stability.” This went flat 
against the claim often made by Mr 
Milosevic that without his support 
and his restraining influence over 
his ethnic kin the Dayton agreement 
on Bosnia would collapse. Madel- 
eine Albright, the American secre- 
tary of state, has herself been asking: “What 
has Milosevic ever done for us?” 

Another hint of changing western pol- 
icy was NATO's arrest on December 2nd of a 
Bosnian Serb war-crimes suspect, General 
Radislav Krstic, who may give evidence of 
Mr Milosevic's own (at least partial) respon- 
sibility for the massacre of thousands of 
Muslims in the Bosnian enclave of Srebren- 
ica in 1995. Until recently, war-crimes in- 
vestigations seem to have skirted around 
any trails that might lead to the top level in 
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Mr Milosevic’s capital, Belgrade. 

The United States now also seems 
keener to help Serbia’s hard-pressed liber- 
als. Under fire for having spared Saddam 
Hussein's Iraq from bombing, and strug- 
gling to convince Congress of the need for 
further peace-keeping in the Balkans, the 





Shaft me if you dare 


Clinton administration may reckon it in- 
creasingly awkward to be thought to con- 
done Mr Milosevic. “If you can’t bomb, at 
least support democracy,” runs the latest 
thinking in Washington. 

But other theories abound. The harsher 
tone of official American comment about 
Mr Milosevic could be meant to squeeze 
further concessions out of him rather than 
encourage his opponents to remove him. 
Accordingly, Mr Milosevic may have been 
given a time-span—a year, perhaps—for 


meeting certain demands: the granting of 
wide autonomy to Kosovo, for instance; 
making up with Montenegro's pro-western 
president, Milo Djukanovic; and ditching 
the ultra-nationalist Radical Party leader, 
Vojislav Seselj, who is Mr Milosevic's coali- 
tion partner in Belgrade. 

So, despite the latest American rhetoric 
of “good riddance”, is Mr Milosevic actu- 
ally being offered one last chance? Perhaps. 
After all, an alternative who is both palat- 
able and viable is scarcely in evidence. The 
“democratic opposition” is weak, frag- 
mented and by no means untouched by the 
brush of virulent Serb nationalism. And if 
Mr Milosevic were to meet the sort of vio- 
lent end suffered in 1989 by Romania's dic- 
tator, Nicolae Ceausescu, Yugoslavia could 
easily slide into real chaos. 

So far, in public at least, Mr 
Milosevic shows little sign of yield- 
ing to America’s ultimatum. Thanks 
to the agreement in October en- 
abling NATO air strikes to be called 
off, he lessened his persecution of 
ethnic Albanians in Kosovo, but 
now he has set about squashing peo- 
ple much closer to himself. He has 
sacked some of his closest colleagues 
and given Mr Seselj a free hand to 
eradicate pockets of dissent among 
academics and in the press. 

The most recent victim of this 
purge is General Momcilo Perisic, 
dismissed as the Yugoslav army’s 
chief of staff. By Belgrade’s dismal 
standards, he was a restraining influ- 
ence on Mr Milosevic and an obsta- 
cle to his plan to concentrate even 
more power in his own hands. The 
general may also have stopped Mr 
Milosevic from overthrowing Mr 
Djukanovic in January. 

This latest change of military 
guard follows the dismissal of Jovica 
Stanisic, head of Serbia’s powerful 
secret police. Like the general, he had 
a dubious war record in Bosnia and 
Croatia, but he probably curbed Mr 
Milosevic’s wilder ambitions. By 
ditching the pair, Mr Milosevic has sent an 
ominous signal to Mr Djukanovic in 
Montenegro and has perhaps averted an 
immediate threat ofa coup against himself. 
But disaffected elements in his security ap- 
paratus, emboldened by America’s words, 
may be plotting anew. 

Perhaps because he feels insecure, Mr 
Milosevic may again be digging in his heels 
over Kosovo. The latest peace plan drafted 
by Christopher Hill, the American ambas- 
sador to Macedonia, has been rejected in 
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Belgrade as “monstrous”. Mr Hill is trying 
to bridge the gulf between the Serbian gov- 
ernment and Kosovo's ethnic Albanians by 
suggesting wide autonomy for the prov- 
ince—but not the status of a third Yugoslav 
republic, the Albanians’ minimum de- 
mand. In the conflict zone, heavy snow has 
done more than some 300 international 
“verifiers” to curb violence—giving Mr Hill 
a breathing-space for negotiation. 

But the trick Mr Milosevic has played in 
Kosovo and elsewhere—fomenting a crisis, 
then presenting himselfas an essential part 
of any solution—is losing its effect. He 
might not be able to overthrow Monte- 
negro's government even if he wanted to. 
His influence in Bosnia has waned. Serbia's 
economy is up the spout. These days, Mr 
Milosevic is vulnerable—and he knows it. 





Russia 
Dirty tricks 
and democrats 


$T PETERSBURG 


E DEMOCRACY can work properly any- 
where in Russia, it should be in St Peters- 
burg. The country's best-educated and most 
enlightened city will be electing a new 
municipal assembly on December 6th. The 
voting will decide whether the executive 
authority wielded by Vladimir Yakovlev, 
the city's autocratic governor, will be di- 
luted by a "legislature" dominated by his 
liberal and social democratic opponents. 
As an American historian might put it, the 
election is about the separation of powers. 

This issue—uncontroversial to Ameri- 
cans but which in post-Soviet Russia has 
generated passion, bloodshed and some 
bewildering changes of side by democratic 
reformers—is more topical than ever in to- 
day's local politics. The weakening of cen- 
tral government has created a new class of 
local bosses with almost unrestricted 
power, which is too often misused to enrich 
cronies and silence critics. 

St Petersburg is now the only place 
where a serious attempt is being made to 
place an elected check on a governor's au- 
thority. It takes the form of a full-time legis- 
lative assembly that was created at the be- 
ginning of the year by a city charter, a sort of 
local constitution. “Local politics here are 
the same as everywhere in Russia,” says Yuri 
Vdovin, of Citizens’ Watch, a local human- 
rights group. “The difference in St Peters- 
burg is that there are rather more people 
who understand what is going on.” 

If critics of Mr Yakovlev do well in the 
election, they will redouble their campaign 
for more open government and restrictions 
on his right to rule by decree. If the gover- 
nor’s cronies succeed, they may try to repeal 
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the city charter and its 
curbs on his authority. So 
he is fighting a mean cam- 
paign. His tactics include 
using his clout in local me- 
dia (the city government 
owns 38% of the main tele- 
vision station, and con- 
trols the best-selling daily 
newspaper) to denounce 
his opponents for their 
“political ^ ambition"—a 
term that was pejorative in 
the strange parlance of the 
Soviet era. 

Then there are the dirty 
tricks being used against 
the charters supporters. 
Voters are harassed by 
spoof late-night telephone calls from peo- 
ple claiming to be pro-charter campaign- 
ers. There are also spoiler candidates, who 
have been paid (by whom, no one knows) 
$1,000 or so to stand against democrats 
whose names they just happen to share. So 
Alexander Kravtsov, the author of the city 
charter, may lose votes to a namesake who 
isan unknown student. 

Worse still is the intimidation of liberal 
activists which is set against the grim back- 
ground of the unsolved murder on Novem- 
ber 20th in St Petersburg of Galina Staro- 
voitova, one of Russias bestknown 
reformers. Opponents of the governor have 
been subjected to beatings, shootings, po- 
lice raids, house searches and sudden in- 
quisitions by tax inspectors. 

Mr Yakovlev denies any hand in these 
abuses. As for the death of the brave Mrs 
Starovoitova, he says lamely that it was a 
"provocation" to discredit the law-enforce- 
ment agencies. But he advanced this odd 
theory via an official news agency; for a 
week after the killing, he vanished mysteri- 
ously from public view. One of his aides 
said he was recovering from a back injury 
in North Ossetia. When the authorities 
there denied this, he was said to have been 
convalescing in Finland. The latest word is 
that he was in fact skiing in Austria. 

Whatever Mr Yakovlev’s motivation— 
and many in St Petersburg believe he is 
mainly a creation ofthe powerful commer- 
cial interests which financed his election in 
1996, rather than a political figure in his 
own right—a victory by his supporters, 
whether fairly gained or not, will mean the 
end of the city's experiment in separating 
powers, at least until the gubernatorial elec- 
tions in two years time. 

A victory by his opponents would be a 
big step in the right direction, even though 
their fractious ranks include sinners as well 
as saints. But the election leaves most voters 
indifferent. Even the most optimistic dem- 
ocrats think two-thirds of them will stay at 
home. “For one bunch of bandits instead 
of another?” said one jobless ex-officer, 





Even Peter needs a clean-up 


asked if he would vote. 

Bandits or no, St Petersburg is in practi- 
cal terms one of the richest and best-gov- 
erned cities in Russia: admittedly no great 
boast. Overt gangsterism may be less perva- 
sive than in other big Russian cities. Fi- 
nances are (relatively) sound and the bud- 
get is shiningly transparent—at least by 
comparison with murky Moscow. 





Turkey and the Kurds 


What a tangle 


ANKARA 


P ERHAPS they were only trying to help. 
As Turkey’s relations with Western Eu- 
rope plunged to a new nadir, the govern- 
ments of Germany and Italy brightly sug- 
gested that now might be just the time for 
Turkey to seek a political solution to the 
war with Kurdish separatists which has cost 
30,000 or so lives over the past 14 years. To 
prove how well they understood Turkey's 
concerns, it was also suggested in Rome 
and Bonn that Turkey's most wanted man, 
the separatist commander Abdullah Oca- 
lan, might be sent from his place of deten- 
tion in Italy to face some ill-defined sort of 
international tribunal. 

However well-intentioned, these pro- 
posals underlined the huge gap in percep- 
tions which had opened up after Mr Oca- 
lan, also known by his nickname of Apo, 
turned up in Italy on November 12th and 
was detained under a German arrest war- 
rant. Italy's refusal to send him to Turkey— 
citing a ban on extradition to countries us- 
ing the death penalty—has set off such a 
powerful reaction among Turks that com- 
promise over the Kurdish issue is the last 
thing on most people's minds. The Ocalan 
business still overshadows even the politi- 
cal impasse created by the fall on Novem- 
ber 27th of the coalition led by Mesut Yil- 
maz, the centre-right prime minister. 

In a climate of surging anger which the 
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VER the past two years, Italy’s tax- 
payers have coughed up 53 billion 
lire ($32m) to spruce up the huge Sant’ An- 
| drea hospital in Rome. Very impressive, 
except that not a single patient has been 
admitted to this princely establishment 
since it was commissioned 24 years ago. 
But it is just one of Italy's 141 half-finished 
hospitals. 

Nor is such profligacy confined to Ita- 
ly's notoriously ill-managed capital or 
points south; the phenomenon also 
abounds in the supposedly rational, cool- 
headed north. Granted, the rulers of the 
Friuli region in the Alps, deciding that 
enough is enough, axed a small depart- 
ment of the local government whose 
manifest uselessness had become an 
embarrassment. But before anyone 
rushes to hail their nettle-grasping cour- 
age, the order to close was issued in 1927— 
and carried out onlya few years ago. Until 
then, the man charged with dismantling 





authorities did little to discourage, one 
Turkish publication printed gory pictures 
of victims of Kurdish violence and urged 
readers to post them to Italy. This week an 
Italian football team, Juventus, was under 
heavy guard when it played against Istan- 
bul’s Galatasaray. 

The Turks’ unhappiness over European 
calls for “dialogue” with rebellious Kurds 
can be gauged by the government's crack- 
down on the obvious interlocutors in any 
such exchange—a small pro-Kurdish outfit 
called the People’s Democratic Party, better 
known by its acronym, HADEP. Since No- 
vember 18th, says HADEP, more than 3,000 
of its members have been detained. Al- 
though most have since been freed, its lead- 
er, Murat Bozlak, two ofhis lieutenants and 
at least 65 others remain in custody after 
being charged with “membership of 
an armed organisation” and other 
offences which could incur jail 
terms. Mr Bozlak enraged the au- 
thorities by calling Apo’s arrival in It- 
aly an “important development” to- 
wards a “democratic, peaceful 
resolution” of the Kurdish issue. On 
December 2nd more party officials 
were detained in the coastal town of 
Izmir. 

Judicial pressure on Kurdish- 
tinged parties is nothing new; in 
1994, HADEP’s predecessor was 
banned and several deputies jailed. 
So is the Ocalan affair the only rea- 
son for the latest spasm of arrests? 

Perhaps not. Another factor may 
have been the disturbing results of 
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Laughter through Italian tears 


this otiose office could be seen driving 
happily about—who knows where to—in 
a plush official car. Some 17,000 such ve- 
hicles, at an average cost to the taxpayer of 
130m lire ($79,000) a year, are driven by 
Italy's dedicated public servants, more 
than in any other European country, 
These are some of the facts and figures, 
ranging from the horrifying to the hilari- 





an opinion poll circulating privately 
among Turkey's army commanders and se- 
nior politicians. The first bit of bad news 
was that the mildly Islamist Virtue Party 
could win nearly a quarter of the votes in 
the election tentatively scheduled for April. 
That would be the biggest score achieved by 
Turkey’s Islamists, surpassing even the per- 
formance of Virtue’s banned predecessor, 
the Welfare Party. No wonder that on No- 
vember 30th the army felt obliged to make 
a solemn pronouncement, reminding par- 
ties to follow the secular principles on 
which the state was founded. 

Even more worrying for the generals, 
the opinion poll also suggested that in ar- 
eas affected by the Kurdish war HADEP 
could make sweeping gains in local elec- 
tions due to take place at the same time as 





Ocalan’s fans in Germany 
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ous, about wasteful Italian governance— 
known locally as lo spreco—documented 
by two new books aimed at the Christmas 
market. In one of them, Raffaele Costa, a 
former government minister, tells the 
story ofa young school janitor who found 
the job too arduous after 11 months and 
had, by the age of 47, collected 247m lire 
in pension payments. The second book, 
by a journalist, Gian Antonio Stella, in- 
cludes an analysis of the 670 films which 
qualified for government subsidies—an 
average of 300m lire per movie—over the 
Past 30 years on the grounds of their “spe- 
cial artistic and cultural value”. The titles 
of these brilliant oeuvres included “A 
Stark Naked Filly” and “The Nymphoma- 
niac and the Vampire.” 

Such revelations will amuse Italian 
readers, but do not particularly shock 
them. If the two authors meant to jolt 
their compatriots or stir up a campaign 
for better use of public funds, they seem to 
be having little success. Indeed, the blasé 
public reaction suggests that many peo- 
ple see themselves as the beneficiaries of | 
misrule, as well as its victims. 





the national poll. Such a result would fly in 
the face of the generals’ oft-repeated claim 
that Kurdish nationalism is waning. 

Nor will it be easy to steer voters away 
from HADEF. Even if prosecutors try to ban 
it, Turkey's election law guarantees its par- 
ticipation in the local polls. The generals 
want a new national coalition to gather 
parties of the centre-right and the centre- 
left together, so enabling the postpone- 
ment until 2000 of a general election. 

The latest politician to take over the 
thankless task of coalition-building is Bul- 
ent Ecevit, a veteran leftist leader, who was 
named temporary prime minister on De- 
cember 2nd. But whatever the outcome of 
this exercise, which stirs less excitement 
than the Ocalan case, there is no constitu- 
tional way to postpone the local elections. 

If suggestions of a dialogue with 
the Kurds sounded naive, at best, to 
most Turkish ears, there are signs 
that European politicians may be 
learning fast. On December 1st Mas- 
simo D'Alema, Italy's prime minis- 
ter, for the first time used the word 
"terrorist" to describe Mr Ocalan 
and suggested he should be tried in a 
third country or perhaps even Italy; 
Mr Yilmaz, then still caretaker prime 
minister, said this might be the next 
best thing to sending him to Turkey. 

But the Turkish government is re- 
luctant to countenance a trial of Mr 
Ocalan outside Turkey. For that 
could all too easily turn intoa trial of 
Turkish justice itself. 
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Jose Maria Aznar, Spain’s dark horse 


OT surprisingly, Spain’s prime minister is proud of head- 

ing the only purely right-wing government left in the Eu- 
ropean Union: Madrid’s pundits say, rightly, that you cannot 
quite count Jose Maria Aznar's sort-of-rightish Irish counterpart, 
the ideological spectrum in Dublin being, well, peculiarly Irish. 
But Mr Aznar's government, though it has but a minority of seats 
in parliament, is not just blinking along, a last flickering outpost 
of right-wingery. It is actually doing rather well-and may even 
| win asecond term in the election due within a year-and-a-half. Is 
there a secret for other right-wingers to discover in Mr Aznars 


| survival? 


He has made peace, at least for the time being, with Spain’s 
lethally troublesome Basque separatists. He has persuaded the 
less combustible but equally self- 
seeking Catalans to go on backing 
his government in the parliament in 
Madrid. Above all, he has conjured 
| upan impressively healthy array of 
| economic figures. And he has man- 
| aged to confound Europe's doubting 

bankers by getting Spain to ride the 
first wave of single-currency surfers. 
| What is his knack that seems to 
| have deserted fellow right-wingers 
across the continent? Alas for those 
who think the recovery of the right 
means finding “clear blue water” to 
splash between themselves and the 
ubiquitous pale pink surge of social 
democrats, Mr Aznar's main strategy 
has been to blur as many of the 
blueish hues of the traditional right 
| as he can. He has steadily swum to- 
| wards the middle. Madrid's leftish 
intelligentsia have sniffed in vain for 
| the ghost of General Franco lurking 
in Mr Aznars boudoir. The rigid, 
right-wing Catholic moralists of 
| OpusDei have been hard to uncover 
at the heart of government. Spain's 
small band of economically liberal 
Thatcherites remain mostly on Mr 
| Aznar' fringe. "In Spain there are no liberals,” in the continen- 
tal free-market sense, says a banker, rather sadly. 

Instead, Mr Aznar's own acolytes in his People's Party refer to 
themselves firmly as the “centre-right”, “the reforming right" or 
even just "centrist"—never, it seems, the plain, unqualified right. 
Indeed, the man to whom Mr Aznar looks most eagerly these 
days for comradeship, even inspiration, is Britain's Tony Blair. 
The two apparently see eye to eye on a range of issues. Both share 
a strong Christian faith—a facet of Mr Aznar setting him apart 
from Spain's prevailing Socialist ethos, with its still thickly anti- 
clerical flavour. Both have clever, professional wives who like 
| each other and push their husbands along. Both leaders are 
breaking their own parties' mould. Last week a Blairite guru, An- 
thony Giddens, he of the Third Way, who runs the London 
School of Economics, was in Madrid for an Aznarian hobnob. 

Surely Mr Blair's bosom pal in Spain should be Felipe Gon- 
zalez, the Socialists’ former leader who modernised his party, 


|. shoved his country rightwards, and headed its government for 


nearly 14 years? The contrast between the suave, charming, 
seemingly cosmopolitan Mr Gonzalez and the dour, tight- 





lipped Mr Aznar, who got going as a provincial tax inspector 
could not be sharper. Mr Aznar has none of his predecessor’ 
tactical virtuosity, nor yet his rough-and-ready way with words 
nor his youthful bonhomie, even though, at 56, Mr Gonzalez is 1: 
years the older. And when Mr Aznar came knocking on the doo 
to power, he did not look like a middle-of-the-roader. He does 
not easily smile or poke people merrily in the.ribs. Fiscal recti- 
tude has always been his scarcely glamorous motto. Few Span 
iards think him much fun: a workaholic who follows footbal 
avidly and bullfighting a bit, but no swinger. 

Yet Mr Aznar may be a tortoise to Mr Gonzalez's hare. He ha: 
an iron grip over his party, commands fierce loyalty from hi: 
staff, and is ruthless at dispatching malingerers or incompe 
tents. Buildingon mostof Mr Gonza 
lez's old policies, he gets things done 
He has tightened the budget, begur 
to loosen a sticky labour market 
started to reform taxes, trimmed wel 
fare, continued to privatise. 

The Socialists, by contrast, are ir 
a mess. Their new candidate fo: 
prime minister, Jose Borrell, is mak 
ing little impact. And a smell of cor 
ruption, perhaps the main reason fo: 
their electoral defeat, still lingers: M 
Gonzalez’s long-time interior minis 
ter is behind bars, convicted of run 
ning death-squads to bump of 
Basque terrorist sympathisers. Ir 
Brussels and Bonn, Mr Gonzalez’ 
fans(who think him a potential pres 
ident of the European Commission 
see such matters as a little local gos 
sip; in Madrid, they look a lot worse 
Provincial though Mr Aznar ma 
seem, he looks decidedly straighte 
than his predecessor. Success may b: 
bringing a bit of gravitas as well. 

Spot the ideological difference 
then. Mr Aznar is, in a former Social 
ist minister's words, just a "tiny, tin 
bit more liberal"—in economics, tha 
is. On Europe, little separates the pair. Mr Aznar, like the Social 
ists, sees the EU as the great moderniser. Perhaps he is a shad: 
more nationalist—prickly, more assertive of Spanish interests 
He wounded Italy’s then prime minister by summarily dismiss 
ing any idea that Italy was some kind of kindred Mediterranear 
spirit, to be jointly mollified on the way to euroland. Indeed, you 
hear little these days in Madrid about the “Mediterranean pro 
cess”; as for Greece, “Where is it?", jokes one of Mr Aznar's youn, 
Turks. And Mr Aznar is wary of Spain losing its structural fund 
from Brussels to help finance the admission of the Poles anc 
others into an enlarged EU. As for the euro, he lauds it as a cata 
lyst in helping him bring further economic change. 

The odd thing, given the rosy picture of today's Spain, is tha 
Mr Aznar is not more popular than he is. His party has onl 
recently eased a bit further ahead of the Socialistsin the opinior 
polis: but the gap is still only 4%. The trouble for Mr Aznar is tha 
Spain's heart probably still lies a whisker to the left of centre 
even if its head is a nudge to the right. Which is why Mr Azna 
has been edging his party to the centre. Scant hope, then, for th. 
radicals ofa renewed European right. 
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The conscience of mankind 


To has been a year of speeches, declarations, 
resolutions, conferences, concerts, meetings 
and campaigns marking an event of which the gen- 
eral public remains largely oblivious. Celebrations 
of the 50th anniversary of the Universal Declara- 
tion of Human Rights—a sweeping list of funda- 
mental civil, political, social and economic rights— 
will reach a climax with a special session of the 
United Nations General Assembly on December 
10th, the day the declaration was adopted by the 
same assembly in 1948. Bill Clinton, along with 
scores of other world leaders, will make yet more 
speeches. And nearly 10m people have already 
signed Amnesty International's pledge to do what 
they can to implement the declaration. 

But the posters and petitions may have been 
preaching mainly to the converted. Most people re- 
main unaware of the declaration, and many of 
those who know about it are unimpressed by righ- 
teous resolutions by politicians and do-gooders. Be- 
sides, what is there to celebrate? Human-rights 
abuses around the world are reported by newspa- 
pers and television every day of the week. Massacres 
in Kosovo. Slaughter in Algeria. Torture in Turkey. 
Chronic violence in Colombia. The jailing of dissi- 
dents in China, Myanmar and a dozen other coun- 
tries. There seems no end to the terrible things peo- 
ple do to other people. 

And yet, paradoxically, this constant stream of 
reports about human-rights abuses is itself a tribute 
to the Universal Declaration, and to the interna- 
tional human-rights movement it helped to spawn. 
Repeated misbehaviour by any government is now 
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almost always picked up by some international 
group. Professions of concern about human rights, 
whether sincere or not, accompany almost any de- 
bate about world politics. For any western politi- 
cian visiting China, raising the question of human 
rights with Chinese leaders has become a necessary 
ritual, rather like the obligatory state banquet or 
visit to the Beijing opera. Such concerns have also 
prodded reluctant governments into risky armed 
interventions in Somalia, Rwanda, Bosnia and 
Kosovo, mostly with mixed results. 


Astealthy revolution 


Over the past few decades, a small army of non-gov- 
ernmental organisations (NGOs) advocating, moni- 
toring and lobbying for human rights, led by bodies 
such as Amnesty International and Human Rights 
Watch, have become serious participants in inter- 
national affairs. Linked with these larger interna- 
tional groups, and often sponsored or encouraged 
by them, are thousands of indigenous NGOs in 
poorer countries, gathering information on par- 
ticular issues and pressing their governments to 
live up to international standards. Human rights 
has become a mainstream subject at law schools, 
and the number of lawyers specialising in it has 
soared. Harried by NGOs and consumer groups in 
rich countries, many multinational companies too 
have felt compelled to formulate human-rights pol- 
icies, and to answer publicly for the effects of their 
commercial activities. But the NGOs’ main targets 
remain governments, the key guarantors—and usu- 
ally the key abusers—of human rights. 


Can inter- 
national law 
establish uni- 
versal human 
rights? After 50 
years of treaty- 
making, writes 
David Manasian, 
it is at last 
beginning to get 
somewhere 
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With talk about human rights so pervasive, it is 
easy to forget that the adoption of the Universal 
Declaration launched a revolution in international 
law. It may not be as famous as America’s constitu- 
tion, the French revolution’s Declaration of the 
Rights of Man, or Britain’s Magna Carta; but to- 
gether with the United Nations Charter (the UN's 
founding document), the Genocide Convention 
and the four Geneva Conventions updating the 
laws of war, all roughly contemporaneous, it 
marked a decisive change with the past. 

Until the end of the second world war, interna- 
tional relations were based on the idea of a society 
of sovereign states, as they had been ever since the 
rise of the European nation-state centuries earlier. 
There was little to challenge state sovereignty, either 
in international law or in the way that most govern- 
ments behaved. True, philosophical appeals for 
what today might be described as universal human 
rights have been heard since the time of the ancient 
Greek Stoics; but such ideas played almost no part 
in international politics. 

The United States and the European powers 
had sometimes intervened in the civil strife of other 
countries to protect their own nationals, as they did 
in the Chinese and Ottoman empires; but there was 
general agreement that whatever states did to their 
own nationals was their business. So long as they 
were able to maintain physical control over their 
territory, they remained sovereign. They answered 
to no higher political or moral authority. Nine- 
teenth-century attempts to abolish the slave trade 
through international agreements achieved little. 


Instead, slavery waned because it became uneco- 
nomic. Efforts to codify the laws of war paid careful 
heed to state sovereignty, restricting only what a 
state could do to enemy soldiers or foreign nation- 
als, not to its own. For the most part, individuals 
had no standing in international law: their fate lay 
in the hands of their governments. 

The devastation of the second world war, the 
Jewish Holocaust and the violence inflicted on oc- 
cupied populations by the Germans and the Japa- 
nese prompted a profound reconsideration of the 
relationship between human rights and interna- 
tional peace. The United Nations, like the League of 
Nations which had failed so abysmally before it, 
was meant to be a collective security arrangement, 
with the five permanent members of the Security 
Council, the world’s major powers at the time, 
pledged to act together to punish breaches of the 
peace. But there was also a new element. For the first 
time, a state's treatment of its own citizens officially 
became a subject of international concern. Regimes 
which treated their citizens abominably would, it 
was recognised, eventually pose a threat to other 
countries too. 

The un Charter, signed in June 1945, is unequiv- 
ocal about this. Its preamble pledges the organisa- 
tion “to reaffirm faith in fundamental human 
rights”, and article 1 cites “promoting and encour- 
aging respect for human rights and for funda- 
mental freedoms for all without distinction as to 
race, sex, language or religion” as one of the UN's 
principal purposes, along with peacekeeping. But 
the Universal Declaration goes further, explicitly 
linking respect for human rights as necessary to the 
maintenance of international peace. 


The limits of sovereignty 


In retrospect, it seems amazing that Stalin’s Soviet 
Union, which egregiously abused human rights, 
should have agreed to any reference to them in the 
UN Charter, But even in the long and bitter debates 
that accompanied the drafting of the Universal 
Declaration, the Soviets never repudiated the con- 
cept of universal rights as such. They argued only 
about the relative importance of different rights, 
and about the weight that should be given to indi- 
vidual rights and the conflicting doctrine of na- 
tional sovereignty. The UN Charter embodies this 
contradiction, proclaiming that the UN is based on 
the “sovereign equality of all its members”, even 
while championing universal rights. 

When the declaration was drafted, the cold war 
had already begun to blight post-war hopes that in- 
ternational co-operation would prevail over great- 
power rivalry. The declaration was passed unop- 
posed, but the entire Soviet block abstained, along 
with Saudi Arabia. And yet, remarkably, even in the 
depths of the cold war a stream of human-rights 
treaties was still being signed. Some of the main 
ones are listed in table 1. 

This large body of international human-rights 
and humanitarian law (the modern term for the 
laws of war) is historically unprecedented. It has de- 
veloped alongside a similar body of international 
law governing trade, finance, and the exploitation 
of natural resources such as the sea. But in these 
other areas, international law is more akin to con- 
tractual agreements, in which benefits are recipro- 
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cal and national sovereignty remains largely unaf- 
fected. Human-rights law is different. It touches 
governments at their most sensitive point: how 
they exercise power over their own citizens. Never 
before have states agreed to accept so many restric- 
tions on their domestic behaviour, or to submit to 
international scrutiny. 

But has it done any good? Abuses of human 
rights have remained widespread in the past 50 
| years. Governments have evaded or ignored their 
| Obligations under these treaties with depressing 
| regularity. Even as humanitarian law has been re- 
| fined, many armed conflicts have been waged as in- 
| discriminately as ever. The overwhelming majority 
| of casualties are now civilians, not soldiers. Interna- 
tional human-rights law did nothing for the post- 
war victims of the Soviet gulag, China’s Cultural 
Revolution, Argentina’s “dirty war” and Cambo- 
dia’s killing fields. The end of the cold war in 1989 
raised hopes that human rights would be more 
widely respected, and the 1990s became the decade 
of democracy—yet it also brought horrors such as 


the Rwandan genocide and the ethnic cleansing of 
the Balkans. 

Sceptics (and there are many) could be forgiven 
for concluding that the frenzy of treaty-making 
which followed the Universal Declaration has 
mocked such continued and widespread suffering. 
Indeed, they might ask, does it make sense to call 
these treaties “law” at all, if there is no direct way of 
enforcing them? For all the human-rights legisla- 
tion now in place, they would claim, the only genu- 
ine guides to international behaviour are still na- 
tional interest and military power. 

Such arguments should be treated with respect. 
Human rights have undeniably been widely 
abused, and are still being flouted in many parts of 
the world. Nevertheless, this survey will argue that 
human-rights law, for all its failures, has marked a 
genuine turning point in world affairs, It has had 
an influence on countries’ behaviour in the past 
and could play a bigger role in the future. To make 
that admittedly difficult case, the best place to start 
is to see how human-rights law works in practice. 

5 








The power of shame 


N THE day the Universal Declaration was 
| adopted, Andrei Vishinsky, representing the 
| Soviet Union at the uN, scornfully dismissed it as 
| just a “collection of pious phrases". Vishinsky had 
| been the sly and brutal prosecutor at Stalin’s Mos- 
| cow show trials in the 1930s. For a while, it looked as 
| ifhis cynicism might be justified, 

During the cold war both the Soviet Union and 
| America played a two-faced game on human rights, 
| condemning each other for supporting oppressive 
| governments even while themselves sponsoring 
| dictatorships that regularly committed abuses. The 
| Soviets tolerated no dissent, at home or in their sat- 
ellites in Eastern Europe. America's record abroad 
was not much better. As part of a worldwide cru- 
__ Sade against communist oppression, it supported 

| harshright-wing regimes in Latin America and else- 
where. “He’s a son-of-a-bitch, but he's our son-of-a- 
| bitch,” Franklin Roosevelt had said about one Cen- 
tral American dictator in the 1930s. That seemed to 
sum up the post-war American attitude as well un- 
til the late 1970s, when President Carter tried to 
turn human rights into a foreign-policy priority. 
These attitudes among the superpowers dra- 
matically slowed progress on international hu- 
man-rights standards, and on mechanisms to apply 
them, but they did not stop it altogether. Debate 
about human rights in the UN General Assembly 
was highly partisan. Public criticism was generally 
confined to South Africa, Chile or Israel, which had 
few friends. The UN Commission on Human Rights 
was created in 1946 as the main vehicle for promot- 
ing international norms. But UN members, jealous 
of their sovereignty, were reluctant to give it much 
of a role. After drafting the Universal Declaration, 
the commission spent the next 20 years preparing 
the International Covenant on Civil and Political 
Rights and the International Covenant on Eco- 
nomic, Social and Cultural Rights, the two treaties 
which flesh out the broad provisions of the declara- 
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tion and commit governments to implementing 
them. These were originally supposed to follow 
soon after the declaration. The Commission was 
not even allowed to see the thousands of com- 
plaints which flowed into the UN each year, and it 
did no monitoring of its own. In 1970 it was at last 
authorised to investigate persistent human-rights 
abuses, but for years it could do this only in secret. 

As the cold war waned, however, the UN system 
of human-rights monitoring expanded rapidly 
and, more importantly, became public. Inevitably, 
this has meant more bureaucracy (see chart 2 on 
next page). Mary Robinson, a former Irish president 
who was appointed uN High Commissioner for 
Human Rights last year, sends her own officials to 
monitor a range of trouble spots, and may propose 
streamlining this cumbersome structure, although 
she does not exercise direct control over any of it. 
Any changes must ultimately be approved by the 
General Assembly. 

Nevertheless, the system is not quite as be- 
wildering, nor as expensive, as it looks at first sight. 
Much of the monitoring work is done by unpaid 
experts who volunteer their time to investigate 
abuses around the world, with little staff support. 
Many are law professors or former judges partly 
subsidised by academic institutions or profes- 
sional groups. The UN spends less than 2% of its 
budget on human rights (not counting the much 
bigger amounts it spends on relief for refugees). 

At the heart of the system is a rejuvenated Hu- 
man Rights Commission, whose deliberations and 
decisions are now public. Its annual meetings in 
Geneva each March are attended by hundreds of 
diplomats, NGO officials and campaigners. These 
meetings have become an arena for intense lobby- 
ing and deal-making. 

Commission resolutions criticising individual 
countries are often made for overtly political rea- 
sons. Governments with clout, such as China, are 
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able to avoid criticism; those unable to marshal 
support, such as Cuba, fare less well. Indeed, the 
commission has never passed a resolution criticis- 
ing China’s human-rights record, not even after the 
Chinese government sent tanks against pro-democ- 
racy protesters in Beijing's Tiananmen Square in 
1989. Last year China waged a concerted diplo- 
matic campaign in Europe and America, including 
tours by Chinese leaders and quiet offers of trade 
deals, to dissuade countries from voting for a reso- 
lution critical of it. 


The right to meddle 


It would be easy to condemn such machinations as 
discreditable. But, “If you want to change the way 
people live, you have to use politics. That doesn't 
mean that idealism isn't involved too,” argues 
Thomas McCarthy, an adviser to Mrs Robinson. 
The very fact that a country such as China goes to 
great lengths to avoid criticism at the commission 
suggests that it matters. After decades of vehemently 
denying that other countries had any right to “med- 
dle” in its internal affairs, the Chinese government 
virtually conceded the point on October 5th when 
it signed the International Covenant on Civil and 
Political Rights. This has given not only outsiders, 
but Chinese activists as well, a standard with which 
to measure the behaviour of the government, which 
should have a more difficult time explaining why it 
is not abiding by its own international commit- 
ment. In addition, once it ratifies the treaty, which it 
has promised to do, it will be required to submit 
periodic reports on its human-rights record to the 
treaty’s monitoring committee, and to submit to a 
public grilling. 

Not all the Human Rights Commission's work 
is so partisan. It also appoints “special rappor- 
teurs”, experts who operate independently of their 
governments and with the authority of the UN be- 
hind them. They report on broad themes of concern 
such as torture, extrajudicial executions, arbitrary 
detention and religious intolerance, as well as in- 


vestigating conditions in particular countries. They 
take up individual cases directly with governments. 
This can sometimes bring results even in countries 
with poor records. 

Nigel Rodley, the commission’s rapporteur on 
torture since 1993 (and a law professor at Britain’s 
Essex University), receives some 400-500 urgent ap- 
peals a year. Governments can ignore him if they 
wish, but most, he says, now respond in some way, 
ifonly with a blanket denial. They can also refuse to 
allow him to visit to investigate consistent allega- 
tions of torture, but give permission surprisingly of- 
ten. This autumn Mr Rodley spent ten days in Tur- 
key investigating charges of widespread torture 
used against the Kurds. Sometimes government of- 
ficials have quietly encouraged his investigations 
even as their political bosses have issued denials. 
Perhaps his sharpest weapon is a report he delivers 
to the commission every year. This publicly pillo- 
ries governments which refuse to co-operate, or 
against which serious allegations have been raised. 

Is it doing any good? Mr Rodley admits he does 
not always know whether he has helped any par- 
ticular individual, but he believes that such moni- 
toring has an effect. “The information gets to fam- 
ilies that someone outside is investigating or 
appealing to the government. Occasionally the pris- 
oner learns of this too. And I feel that somehow the 
drip, drip, drip of external demands that a govern- 
ment do something to stop things like torture will 
have an effect. History will see that people weren't 
totally forgotten. And those in positions of power 
can’t say they didn’t know.” Most important of all, 
international scrutiny helps support people within 
the country who are fighting to stop abuses. “It’s not 
the un that can change things directly,” says Mr 
Rodley. “It’s groups in the country itself. Interna- 
tional monitoring gives these forces, both non-gov- 
ernmental and within government, some support.” 

In addition to monitoring by the Human Rights 
Commission, countries that have ratified individ- 
ual UN treaties agree to deliver periodic reports 
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(usually every five years) to panels of experts on 
their own compliance under each treaty. At a mini- 
mum, this encourages government officials to ex- 
amine their obligations and try to justify their own 
policies. The most important of these panels is the 
Human Rights Committee, the monitoring body 
for the International Covenant on Civil and Politi- 
cal Rights. Reports to the committee are often years 
late, and frequently consist of nothing more than 
descriptions of legislation or official waffle. But at 
its public meetings, held in New York and Geneva 
and attended by journalists and NGOs as well as 
representatives of other governments, committee 
members—often primed with information from 
NGOs—can pose difficult questions to officials. 
Predictably, Algeria and Libya were given a 
rough ride from the committee this year. But even 
highly respectable developed countries have come 
in for criticism. After committee sessions, Canada 
and the Netherlands changed some of their laws, 
and Japan improved the treatment of prisoners. In 
1995 the committee issued a critical report on the 
United States, citing the poor legal representation 
of indigent defendants, anti-gay laws, allegations of 
widespread police abuse, and the scope and imple- 
mentation of the death penalty. The world’s sole su- 
perpower ignored the report, as it does most out- 
side criticism, but American human-rights 
campaigners, and other governments, took note. 


Good old Europe 


By far the most effective international human- 
rights regime is not part of the UN at all, but the re- 
gional one which has developed since 1953 under 
the aegis of the Council of Europe. The European 
Convention on Human Rights is applied by the Eu- 
ropean Court of Human Rights in Strasbourg, 
whose judgments have acquired the force of law in 
most West European countries. In effect, the court 
has become the final court of appeal, and the Euro- 
pean Convention a bill of rights. 

Although the court has no way of enforcing its 
decisions directly, it has never been openly defied 
by a government, and its rulings sometimes 
prompt changes of domestic legislation. For exam- 
ple, after losing cases before the court, Britain and 
France changed their laws on telephone tapping, 
Britain revised its military court-martial process, 
Germany gave non-German-speaking defendants 
the right to an interpreter, Ireland legalised homo- 
sexuality, and Austria abolished a state monopoly 
on cable and satellite television, which had been 
criticised as a restriction on the freedom of expres- 
sion. The court's decisions are now accepted as the 
ruling precedent on human-rights issues for the Eu- 
ropean Union's Court of Justice. 

It could be argued that the European Conven- 
tion system has been so successful because it oper- 
ates in a part of the world where human rights are 
already widely respected. This is partly true, but it 
does not mean that the system has not been useful. 
The standards set by the European Court of Human 
Rights helped Spain, Portugal and Greece to estab- 
lish liberal democratic governments in the 19705, as 
well as encouraging governments even of estab- 
lished democracies, such as Britain, France and It- 
aly, to tread more carefully. 

Now the court's remit extends from Lisbon to 
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Vladivostok. Since 1990, Russia and 17 other ex- 
communist countries have been admitted to the 
Council of Europe and have ratified the European 
Convention, bringing the number of members to 
40. All members have formally accepted the juris- 
diction of the court and the right of individuals to 
appeal to it once all appeals in their domestic 
courts are exhausted. Already hundreds of cases 
have been filed by individuals in Poland, the Czech 
Republic, Hungary and Romania. Hundreds more 
are expected over the next few years from Russia 
and the Ukraine, which only recently ratified the 
convention. A stream of cases still comes from West 
European countries as well. To cope with the flood 
of new cases, as well as an existing backlog—liti- 
gants have to wait up to five years for a decision— 
the court in November streamlined its procedures 
and absorbed the European Commission on Hu- 
man Rights, a separate body which had previously 
screened cases before referring them to the court. 

It remains to be seen whether the European 
Convention system can help Eastern Europe estab- 
lish as firm a rule of law and respect for human 
rights as in Western Europe. It will be a stern test. 
One of the new court's main challenges, says Nicol- 
as Bratza, a judge who sits on it, will be “not to let 
standards be watered down to suit our new mem- 
bers. The court must have the courage of its convic- 
tions and find violations where they exist." 

The system is likely to have the greatest effect in 
countries such as Poland, the Czech Republic and 
Hungary, which have already established function- 
ing democracies. For these, the prospect of joining 
the EU before too long is an added, and crucial, in- 
centive. But it is difficult to imagine the Strasbourg 
court exercising much influence on the chaos in 
Russia in the near future. A similar, but weaker, hu- 
man-rights system established by the Organisation 
of American States in 1959 has been less successful 
at constraining Latin American governments. 

There are severe limits to what any interna- 
tional human-rights regime—monitoring, self-re- 
porting on compliance with treaties, or judicial— 
can achieve on its own. In emergency situations, as 
in the former Yugoslavia or Rwanda, other govern- 
ments must take the tough political decisions on 
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Rights can clash, 
with each other 
and with tradition 











whether to intervene. Monitors can only issue 
warnings. A government determined. to crush op- 
position is unlikely to heed panels of experts, moni- 
tors or distant judges. Rogue states such as Iraq, Ser- 
bia or Myanmar are beyond their reach. 

Yet even in these countries, the government is 
not the only actor. Opposition groups and victims 
can be encouraged by the knowledge that the out- 
side world is watching. Sometimes this can lead 
them to miscalculate the willingness of other coun- 
tries to intervene, as the Hungarians tragically did 
in 1956. Nevertheless, outside scrutiny more often 
acts as an antidote to despair and a constraint on 
the opposition’s own actions than a spur to abor- 





tive revolt. International monitoring also provides 
human-rights NGos with important forums in 
which to publicise and document abuses. More- 
over, few governments are as vicious, or as isolated, 
as Iraq's or Myanmar’s present ones. Most will go 
some way to avoid international disapproval. It is 
“the power of shame that lies at the heart of investi- 
gatory and reporting mechanisms,” says Jack Don- 
nelly, the author of a wide-ranging examination of 
international human-rights practices*. Shame may 
not be as solid as a policeman's billy club, but some- 
times it can be more effective. 


*"International Human Rights", Westview Press, 1998. 





Controversies and culture 


N 1946 the UN appointed a committee of philos- 

ophers, historians and lawyers to see whether 
enough agreement could be found among the 
world's diverse cultures to draw up a list of funda- 
mental human rights. Mary Ann Glendon of Har- 
vard Law School compares the committee's task to 
that facing the architects of the Tower of Babel. The 
committee began by sending an elaborate ques- 
tionnaire to statesmen and thinkers around the 
world. Replies came in describing human rights 
from Chinese, Islamic and Hindu as well as Ameri- 
can, European and communist-block perspectives. 
“To the committee's surprise, the lists of basic rights 
and values they received from their far-flung 
sources were essentially similar," Ms Glendon re- 
counts in a recent history of the creation of the Uni- 
versal Declaration*. "Yes, we agree about the rights, 
but on condition no one asks us why,” one commit- 
tee member, the French philosopher Jacques Mari- 
tain, observed wryly. 

This puzzle has endured ever since. The very 
concept of rights, their source and their justification 
remains a matter of energetic debate not only 
among Christians, Buddhists and Muslims, but 
even among western political philosophers who 
share common assumptions about the nature of 
man and society. These debates are fascinating, but 
they are also interminable. This survey will make 
no attempt to resolve them, but instead follow Ma- 
ritain’s example and assume that every person, sim- 
ply by virtue of being human, has inalienable rights 
which others must respect in a civilised society. 


Reconciling the irreconcilable 


But that is the easy part. The next bit—~putting hu- 
man rights into practice—is more controversial. 
Much political debate, even in Western Europe or 
America where basic rights have long been codi- 
fied, is about apparently irreconcilable clashes be- 
tween individual rights. This is to be expected, be- 
cause basic rights do sometimes clash—for 
example, the right to privacy versus the right to free 
expression—and balancing conflicting rights in 
particular cases is a proper subject for public dis- 
cussion. International human-rights law is not 


*"Knowing the Universal Declaration of Human Rights”. Notre 
Dame Law Journal, May 1998. 





meant to settle such issues, but only to ensure that a 
society strives to achieve a balance and does not 
brush aside a fundamental right simply because it 
is inconvenient for the government to observe it. 

There is also confusion about what constitutes a 
basic right. Americans especially tend to couch al- 
most any argument in terms of rights. Too much 
“rights talk” of this sort can be an obstacle to neces- 
sary political compromise. Every statute gives 
someone legal rights, and usually imposes legal ob- 
ligations on someone else, Such statutory rights are 
contingent on what the majority believes to be good 
public policy. Human rights are different. They 
should trump even what the majority might want. 

Rights sceptics see this as anti-democratic, and 
it is true that human rights are inconsistent with 
absolute majoritarianism. Unconstrained major- 
ities can do unacceptably nasty things to minor- 
ities, Not many democrats today believe that major- 
ity support can justify overtly racist policies, the 
denial of legal equality to women or the suppres- 
sion of opposition newspapers. 

International human-rights agreements are not 
meant to resolve controversial clashes of rights 
within individual societies; nor do they mandate 
specific policies. There is widespread, even grow- 
ing, agreement about what rights are fundamental, 
at least judging from the extensive ratification of 
treaties (see table 3), but countries retain great lati- 








| 
| 


"Four Geneva | 
Conventions 


con: Human ghee | i 
American Convention: eo 
oon Human R lights: 
[Source UNG 


inen S | 
co 
ie | 
; : 
as i 
c 
aard 





THE ECONOMIST DECEMBER 5TH 1998 






BANGLADESH 


NATURE'S 






PLAYGROUND 

















ET 
[o ehe dta 
E d 


! i 
Hd y lle. 





St. Martín Island, Bangladesh 


World's longest unbroken sea beach- Cox's Bazar. World's 
largest mangrove forest - the Sunderbans. Home of the 
Royal Bengal Tiger. Sparkling Rivers. Endless fields 
of green. Quiet villages. Simple artistic people. 
Unspoilt nature at its best. 

Even as the 21st century roars around there's still a natural retreat. 
Biman can take you there ! 

& Biman 


< BANGLADESH AIRLINES 


your home in the air 
Contact your travel agent or Biman Bangladesh Airlines, Head office, Balaka, Kurmitola, Dhaka 1229, Tel : 897400-19, Fax : 897472-4 













jerman Automotiy 


formation visit: http 
o Dunia Sdn Bhd | 


)istributor 





Slide your finger from point A to point 


That's hovv smooth a ric 








fffturmony Motors Ltd (852-2528-1862) * India: Ashiya Motors (91.22-6 1 | * Indonesia: P.T. Garuda Mataram Motor Company (62 ? * Korea: Hy y 
ma Pic Ltd (65-338-3844) + Sri Lanka: Senok Automobile Lid ( 50 * Taiwan: Universal Motor Traders Lid (8862-2325 3) Yontrakit Inter 


"NS 


Why should a smooth ride be confined to 
smooth surfaces? With Audi's four-link 
front suspension you'll feel like detouring 
down a country.road with your foot off 
the brake pedal. ; 


1 an Audi feels. The Audi A4. Drive it. 


Audi 


Advancement through Technology 





Last year we predicted Indonesia’s collapse with “uncanny prescience"- The Guardian, May 23rd 
1998. We also accurately foresaw the Big Bang of Japanese finance. This year The Economist |. 
Group’s journalists are joined by other great visionaries such as Bill Gates (chairman of | 
Microsoft), Jim Wolfensohn (president of the World Bank) and Leon Brittan (European 
Comissioner) to outline what will unfold in 1999. Will Japan emerge from recession and what 


new technologies will come out of Silicon Valley? Will Russia fall apart and 
what will happen as European currencies unite? Will workers retreat from 


high-stress lifestyles and will women push through the glass ceiling? 
PUBLICATIONS Be ready for what the world will bring next year. 


The 
Economist 


The World in 1999. On sale now at John Menzies, WH Smith and international newsstands worldwide. UK newsstand price, £4.50. 








| 
| 
| 
| 








tude over how to put these rights into practice. 

For example, the right to participate in politics 
is deemed fundamental, but it can be applied in a 
variety of ways, and through dozens of different 
electoral systems. Europeans accept some restric- 
tions on the media that Americans would find in- 
tolerable, but no one would compare these with the 
control of the press imposed by the Chinese govern- 
ment. International norms become relevant only 
when countries fail to balance conflicting rights, or 
to respect them at all. Even the European Court of 
Human Rights, which administers the most effec- 
tive international regime, allows countries what it 
calls a “margin of appreciation” in its judgments, 
rather than insist on legal uniformity. 

Nevertheless, the rights listed in the so-called In- 
ternational Bill of Rights—the Universal Declara- 
tion and the two International Covenants it engen- 
dered—admittedly look like a charter for one 
particular type of government: the liberal demo- 
cratic welfare state (see table 4). The main features 
were outlined in the Universal Declaration even be- 
fore America and Western Europe had firmly estab- 
lished their own welfare systems. In the debates on 
the declaration, the economic and social rights 
listed in the bottom half of the table were keenly 
supported not only by the Eastern block and the 
third world, but by western representatives as well. 

Do social and economic rights belong on such a 
list? Most human-rights advocates insist they do, ar- 
guing that human rights derive from the dignity of 
the individual, and are universal and indivisible. If 
people are dying of starvation, disease or neglect, 
they cannot exercise any of their other rights. Mini- 
mum levels of food, housing, medical care and edu- 
cation for every person are undoubtedly goals 
which should be pursued by any decent society, but 
what is gained by including them in an interna- 
tional covenant? Describing paid holidays as a ba- 
sic human right (as the Universal Declaration does 
in Article 24) just seems wrong-headed. If a country 
is too poor to meet such goals, then labelling it as a 
human-rights violator achieves nothing. 

Claims for economic goods are not justiciable. A 
court of law, even in à poor country, can determine 
when civil and political rights are being violated by 
the government, but it cannot, by a mere legal judg- 
ment, summon the resources to meet social and 
economic goals. In countries where claims to eco- 
nomic assistance have been turned into legal rights, 
these are usually statutory, not part of constitu- 
tional bills of rights. Such countries have enough 
wealth for some of it to be redistributed to those in 
need, and enough political consensus to do so. 

Moreover, mixing the two categories of rights in 
international human-rights law has created its own 
problems. For decades it allowed the Soviet Union 
to counter western criticism of its record on civil 
and political rights by claiming that they were sim- 
ply giving priority to social and economic rights. 
China and some third-world countries still make 
this case, and for the same reasons. Trade unions in 
rich countries also often decry poor working condi- 
tions in developing countries as human-rights vi- 
olations, when their real purpose is to win protec- 
tion from low-wage competition. 

In fact, observing civil and political rights seems 
to offer the best hope for the economic develop- 
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ment that permits the provision of basic necessities. 
Stable democracies have a far better economic 
record than authoritarian regimes. Lumping the 
two sets of rights together-and thus trying to 
“legalise” issues which should be left to politics and 
the market—has only muddied the issue of human 
rights and relieved the pressure on governments to 
observe civil and political rights. 


Cultural imperialism? 

A more damaging attack on the idea of interna- 
tional human rights has come from cultural relativ- 
ists, who claim that the entire concept is the prod- 
uct of western individualism, and that trying to 
impose human rights on other cultures is a form of 
imperialism. Such arguments are being put for- 
ward, for example, by exponents of Asian values 
and by Islamic fundamentalists. Some western 
commentators agree. One of the most eloquent has 
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War criminals, 
torturers and mass 
murderers can be 
brought to justice 








The other half of humankind is calling for rights too 


been Samuel Huntington, a professor of interna- 
tional politics at Harvard University. In 1993 he 
published a famous article predicting that culture, 
not ideology, would in future account for most ma- 
jor conflicts. “Western ideas of individualism, lib- 
eralism, constitutionalism, human rights, equality, 
liberty, the rule of law, democracy, free markets, the 
separation of church and state, often have little res- 
onance in Islamic, Confucian, Japanese, Hindu, 
Buddhist or Orthodox cultures. Western efforts to 
propagate such ideas produce instead a reaction 
against ‘human-rights imperialism’ and a reaffir- 
mation of indigenous values . . . ", he wrote*. 

The relativist thesis is unconvincing for a num- 
ber of reasons. It assumes that there is a single set of 
western, Islamic or Asian cultural values respec- 
tively. This is patently untrue. Mr Huntington’s 
list-Confucian, Japanese, Hindu, Buddhist—is it- 
self a refutation of the popular catch-all of “Asian” 
values. There are many traditions and beliefs, some 
of them hostile to each other, even within each of 
these. Islam is also far from monolithic. Like Judeo- 
Christian culture, it comes in many flavours, from 
fundamentalist to secular, including a strand that 
has championed rationality and scientific inquiry. 

Cultural relativists also assume that the core po- 
litical and civil rights identified in international 
human-rights documents are exclusively western. 
But they are based on values widely shared across 
many cultures: respect for the sacredness of life and 


*"The Clash of Civilisations?" Foreign Affairs, vol 72, 1993. The argu 
ments were explored at greater length in “The Clash of Civilisations 
and the Remaking of World Order". Simon & Schuster, 1996 


A challenge to impunity i 


[17 IP STARTING and waging a war, it is not right 

that matters, but victory," declared Adolf Hit- 
ler. It was a reaction to the brutality of Nazi tactics, 
and the German and Japanese treatment of occu- 
pied populations, that prompted a renewed effort 
after the allied victory to rewrite the laws of war. 
Many allied commanders also felt queasy about 


for human dignity, tolerance of differences, and a 
desire for liberty, order, fairness and stability. The 
question of whether, and in what circumstances, 
the claims of the individual should prevail over 
those ofthe community, or vice versa, has been end- 
lessly debated in many cultures. It is a subject about 
which even western liberals, the supposed champi- 
ons of an atomistic individualism, often disagree. 
Intolerant forms of Islam and hierarchical forms of 
Confucianism do exist, but western societies too 
have often been intolerant or hierarchical. The 
United States did not start dismantling racial seg- 
regation until 1954. France did not grant women 
the right to vote until 1944, Switzerland not until 
1971. The rights contained in the Universal Declara- 
tion and other treaties have had to be fought for in 
the West as anywhere else. 

It tends to be the people in power who use Is- 
lamic or Asian values to justify political repression 
and restrictions of rights, and it tends to be the peo- 
ple they are repressing who appeal to the outside 
world to uphold those rights. "In the eyes of the in- 
ternational community, governments are no 
longer the only actors," says Christopher Keith Hall, 
a lawyer with Amnesty International. "People who 
are the targets of repression are participants too." 
Arab and Iranian human-rights campaigners are as 
much a part of Islamic culture as their rulers, or fun- 
damentalists. Who is more "Asian", Mahathir 
Mohamad, Malaysia's prime minister, who re- 
cently cracked down on dissent and jailed his dep- 
uty, or Aung San Suu Kyi, a Nobel Peace Prize win- 
ner who leads Myanmar's beleaguered opposition? 

Moreover, international human-rights obliga- 
tions are not the straitjacket that cultural relativists 
claim. For most of the past 50 years Japan has been 
governed bya single political party, but that did not 
make it a one-party state like the Soviet Union or 
China. Japanese voters enjoyed full political and 
civil rights, but chose to exercise them in a culturally 
specific way. Similarly, if most Arab women are al- 
lowed to vote or hold a job, but choose not to do so, 
their rights have not been violated. Human-rights 
obligations bar coercion by government or law; 
they do not mandate a particular social outcome. 
True, legal and social coercion can be difficult to 
distinguish, but international human-rights norms 
can deal only with the legal issues. 

Lastly, relativists ignore the fact that most of the 
world's population lives within states embracing 
more than one cultural tradition. Using the power 
of the government to impose a single, intolerant 
brand of culture on all of a country's inhabitants is 
a recipe for constant conflict, both within borders 
and across them. 


their own side's response. The fire-bombing of Dres- 
den and Tokyo and the dropping of atom bombs 
on Hiroshima and Nagasaki were deliberate at- 
tacks on hundreds of thousands of civilians. None 
of the cities was a big military target. War had be- 
come almost too awful to contemplate. 

Unlike international human-rights law, the ef- 
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fort to tame the ferocity of war with rules has a long 
history, but the scale on which it has been pursued 
over the past 50 years is unprecedented. A series of 
treaties were signed in 1864, 1899, 1907 and 1929, 
sponsored and promoted by the International 
Committee of the Red Cross (ICRC), which contin- 
ues to be the quasi-official guardian of what is now 
known as humanitarian law. But these were nar- 
rowly drawn, endorsed by a smallish number of 
countries, and comprehensively ignored in the sec- 
ond world war, as they had not been in the first. 
Today the four Geneva Conventions of 1949, 
with 188 signatories, together with the Genocide 
Convention of 1948, are among the most widely rat- 
ified international treaties. They were followed by 
two additional protocols in 1977 which greatly ex- 
panded their coverage (ratified by 150 and 142 
states respectively) and treaties restricting the use of 
various weapons, the latest being the treaty ban- 
ning anti-personnel land mines signed last year. 
Human-rights law and humanitarian law, al- 
though related, have followed separate courses. The 
first is meant to regulate states, the second, at least 
in theory, to establish individual criminal respon- 
sibility, as at the Nuremberg war-crimes trials. Hu- 
man-rights law assumes peace, and most human- 
rights instruments say that some provisions 
(though not core guarantees such as protection 
from arbitrary arrest, torture or killing) can be tem- 
porarily suspended in "emergencies". It is in such 
emergencies that humanitarian law takes over. "It 
is the law ofthe second best,” admits René Kosirnik, 
deputy director of international law at the ICRC 
"But these two branches of law have a funda- 
mentally similar goal: to preserve life and the dig- 
nity ofthe human being and to limit suffering." 
The elaborate provisions of the humanitarian 
treaties are aimed at reconciling two principles 
which, in times of armed conflict, frequently clash: 
humanity and military necessity. What is necessary 
to defeat the enemy is allowed, but inflicting unnec- 
essary suffering is forbidden. The treaties protect 
combatants who have been captured, wounded or 
disarmed, and thus are no longer able to fight. Pris- 
oners of war are entitled to minimum standards of 
treatment. They cannot be executed or injured. The 
treaties also protect civilian non-combatants from 
deliberate or indiscriminate attack, reprisal killing, 
hostage-taking, starvation and deportation. 


Lowest of the low 


In addition to war crimes and genocide, there is an- 
other category of offences now recognised in inter- 
national law (and first applied at the Nuremberg 
trials): crimes against humanity. These include 
murder, torture, rape, enslavement of nationals ofa 
defendant's own state, as well as those of a hostile 
power, in times of peace or war. To qualify as a 
crime against humanity, rather than as merely com- 
mon murder, rape or assault, the violence must be 
part of a widespread or systemic pattern. It is this 
that allows international law to kick in. 

At the time of Nuremberg, critics charged that 
such crimes did not exist in international law: na- 
tional sovereignty meant that governments could 
do as they liked with their own citizens. Controver- 
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the "customary" law of civilised countries before 
the war, which continued to apply during it. Today 
these crimes are explicitly described in a range of 
international treaties. 

Legal scholars claim that both war crimes and 
crimes against humanity enjoy "universal jurisdic- 
tion", which means that, in theory, any country has 
the right to try any perpetrator, no matter where the 
crime was committed or by whom. In practice, this 
is hardly ever done. But the theory received a power- 
ful boost last month when British judges ruled that 
General Augusto Pinochet, a former Chilean dicta- 
tor, could be tried in Britain or extradited to Spain, 
from where a judge had requested his arrest in Lon- 
don, for crimes committed by his regime. The Brit- 
ish judges explicitly rejected the idea that, as a for- 
mer head of state, the general enjoyed absolute 
immunity for any act, including murder and tor- 
ture, committed while in power. Extradition re- 
quests for the general from France, Switzerland and 
Belgium, which followed the Spanish one, suggest 
that other countries now take a similar view. Never- 
theless, such cases will always be rare because gath- 
ering evidence and mounting a prosecution 
against crimes in another country is difficult, ex- 
pensive and politically risky. 


Bloody, but not lawless 
This is one reason why over the past 50 years hu- 
manitarian law has been flouted even more bla- 
tantly than international human-rights law. Dicta- 
tors throughout Latin America, Africa and Asia 
have, like General Pinochet, committed crimes 
against humanity—systematic "disappearances", 
murder and torture of their citizens. Most have es- 
caped punishment. The few who have been tried 
and convicted after a change of government, as in 
Argentina, have had their sentences cut short by do- 
mestic amnesties. Since 1945 there have been 
around 100 serious armed conflicts in the world. It 
would be difficult to name many that did not in- 
volve some war crimes or crimes against humanity. 
In the past decade alone, conflicts in Somalia, 
Rwanda, Bosnia, Chechnya and Sri Lanka have all 
involved the large-scale murder or mistreatment of 
POWS, attacks on civilians and atrocities. 

Clearly, humanitarian law is not always effec- 
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ternational Red Cross was able to persuade them to 
declare publicly that they would follow the laws of 
war, or at least to discuss the issue. In the ethnic and 
religious conflicts of the past decade, however, 
where civilians are often the primary targets, hu- 
manitarian law has usually been brushed aside. 
Nevertheless, largely because of the resulting 
barbarities, the 1990s have also seen the most con- 
certed attempts since the Nuremberg and Tokyo tri- 
als to bring perpetrators of War crimes and crimes 
against humanity to justice. In 1993 the UN Security 
Council established the International Criminal Tri- 
bunal for the former Yugoslavia, and in 1994 it set 
up a second international tribunal to try perpetra- 
tors of the Rwandan genocide. Critics claimed that 
the tribunals were designed as a fig leaf to cover 
America’s and Europe's shameful reluctance to in- 
tervene. Perhaps, but it is also true that western 
powers had never before reached for such a fig leaf. 
Despite slow beginnings, heavy expense and many 
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tive. But to conclude that it has no effect may be too 
pessimistic. Proving a negative—that the law's exis- 
tence has prevented crimes from being commit- 
ted—is tricky. But the armed forces of America and 
Europe, and a growing number of other established 
forces, certainly take humanitarian laws seriously. 

For example, the British army is currently revis- 
ing its manuals to reflect recent developments in 
humanitarian law and practice. Officers are given a 
range of increasingly complex manuals and train- 
ing in the law, depending on their seniority. Before 
being deployed, all British soldiers get a card that 
distils the law into a list of rules. "The laws have got 
to be clear, credible and enforceable,” says Colonel 
Charles Garraway, the lawyer in charge of updating 
the manuals. Military lawyers are attached to every 
divisional commander. In well-disciplined profes- 
sional armies such as Britain's, manuals and train- 
ing can have a big influence on behaviour. 

Other established forces follow similar prac- 
tices. An informal group of military lawyers from 
Britain, the United States, Australia, New Zealand, 
Canada and Denmark meet regularly to compare 
experience. Colonel Garraway insists that obser- 
vance of the law and military effectiveness can go 
hand in hand. The Gulf war, in which he served, 
*was the most legally vetted campaign in history, 
and also one of the most successful. Every bombing 
target was vetted by lawyers," he says. 

Trying to ensure that irregular forces involved 
in civil wars observe the law is much harder. Inter- 
national Red Cross delegates relentlessly remind 
anyone involved in fighting ofthe rules of war, and 
have had some modest successes. Mr Kosirnik, who 
was the organisation's delegate in the Rhodesian 
conflict in the 19705, says the two black guerrilla 
movements fighting the white regime formally 
committed themselves to abiding by the Geneva 
Conventions, and confirmed their pledge even af- 
ter a band of roving guerrillas murdered three Red 
Cross workers. "There were about 20,000 deaths in 
that war over 15 years. There could easily have been 
100,000. It was not a war without restraints." 

In such wars of "national liberation", guerrilla 
movements saw themselves as governments of the 
future, which made them eager to gain political rec- 
ognition from the outside world. Sometimes the In- 


delays, both tribunals are bold attempts at imple- 
menting international humanitarian law. 

The Yugoslav tribunal has issued 21 public in- 
dictments against 56 people from all three ethnic 
factions in Bosnia, and is determined to investigate 
crimes committed in Kosovo. It has also issued an 
unknown number of sealed indictments, hoping to 
catch some suspects off guard. After a series of ar- 
rests and surrenders over the past year, it now has 
25 accused in custody and is currently holding 
three trials involving eight defendants. Five defen- 
dants have been convicted and sentenced. Rado- 
van Karadzic and Ratko Mladic, the former Bos- 
nian Serb civilian and military leaders respectively, 
are under indictment and in hiding. 

The Rwandan tribunal has been more success- 
ful at rounding up senior figures. It has issued 28 
indictments against 45 people and has 32 of them 
in custody. In September the tribunal handed 
down convictions for genocide against Jean 
Kambanda, a former Rwandan prime minister 
who had pleaded guilty, and Jean-Paul Akayesu, a 
former mayor. Neither tribunal will be able to try 
more than a small fraction of those who planned or 
committed crimes. But even if the final result is nec- 
essarily selective justice, the tribunals have man- 
aged to call some of the most prominent ethnic 
cleansers to account. 


Courting trouble 


In July a UN conference in Rome took a further, and 
possibly bigger, step towards making sure that hu- 
manitarian law is seen to be enforced. By a vote of 
120 countries to 7, the conference agreed on a treaty 
setting up a permanent International Criminal 
Court. A number of hurdles remain, the biggest of 
which is opposition from the United States. Al- 
though America had strongly backed the Yugoslav 
and Rwandan tribunals, it balked at the idea of giv- 
ing a permanent court much independence, to the 
despair of many American human-rights groups. 
The American military fears that, because of the 
country’s status as the world’s sole superpower, its 
soldiers—especially those on peacekeeping mis- 
sions—will be the target of politically motivated 
prosecutions. At the Rome conference it fought 
hard to restrict the court’s powers and indepen- 
dence, and succeeded in seriously weakening it. But 
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American negotiators failed to win what they had 


been seeking: an absolute guarantee that no Ameri- 
can citizen would ever be brought before the court. 

American fears seem exaggerated. The court 
would act only if national authorities refused to 
prosecute in obvious cases of war crimes or civilian 
massacres. Unless the Pentagon plans to abandon 
its own military law, which incorporates the Ge- 
neva Conventions, there is little chance of an Amer- 
ican soldier or pilot appearing before the court. 
America's allies, who bent over backwards to ac- 
commodate its concerns, could not agree to an ab- 
solute exemption. Even though many of them also 
put their troops at risk in peacekeeping missions, 
they all said yes to the treaty. America was left vot- 
ing against it in the unsavoury company of Iraq, 
Libya and China. 
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With America now arguing for more negotia- 
tions and delays, winning the 60 ratifications nec- 
essary to establish the court may be difficult, al- 
though not impossible. Already 58 countries have 
formally signed the treaty, indicating that they in- 
tend to ratify in due course, 

If the court is set up, the world community will 
be taking another big step into uncharted territory. 
The Yugoslav and Rwandan tribunals, the arrest of 
General Pinochet, and the establishment of a per- 
manent court are all attempts to enforce interna- 
tional criminal responsibility. The practicality and 
the fairness of international prosecutions will take 
years to establish. But the two tribunals have shown 
that it can be done. And the alternative—continued 
impunity for those who commit the world’s gravest 
crimes—looks much worse. 





The power of publicity l 


NY law remains a dead letter unless supported 
by the values and expectations of society as a 
whole. For the first few decades after the second 
world war, international human-rights and hu- 
manitarian laws looked moribund but not com- 
pletely dead. They embodied the goals of most civi- 
lised people, and yet their many provisions seemed 
little more than unattainable aspirations. Diplo- 
mats and lawyers wrangled over every phrase as the 
treaties slowly took shape. Once they were com- 
pleted, governments generally ignored them when- 
ever they felt like it. They could afford to do so be- 
cause human rights did not seem to be a political 
issue for the wider public. 

This has changed. Over the past 20 years hun- 
dreds of human-rights NGos have been formed to 
document and publicise abuses, proselytise for le- 
gal change, chivy governments, deliver aid and 
arouse public opinion. When Amnesty Interna- 
tional won the Nobel peace prize in 1977, it was lit- 
tle known. Today it has more than im members, 
maintains permanent groups in 55 countries and 
employs over 300 staff at its headquarters in Lon- 
don. Such organisations have considerable power 
to mobilise opinion and embarrass governments. 
In October, Amnesty turned its gaze from third- 
world despots to America and published a blister- 
ing report recounting the country’s failure to live up 
to international human-rights standards at home. 
The response of the State Department was almost 
obsequious. “We welcome their scrutiny,” said its 
spokesman, James Foley, noting that Amnesty “has 
been a leading voice on behalf of human rights 
around the world." 

Human-rights NGOs now participate directly in 
policymaking. They have a formal role at the UN, 
where a total of over 1,500 NGOs (including those 
concerned with other issues) have consultative sta- 
tus. A collection of 136 NGOs were accredited as ob- 
servers to the UN conference in Rome in June that 
agreed on the treaty for an International Criminal 
Court. NGOs were also among the prime movers be- 
hind last years treaty banning anti-personnel 
landmines. Most groups specialising in advocacy, 
such as Amnesty and Human Rights Watch, are fi- 
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nanced by private contributions. But many NGOS 
providing humanitarian relief also receive large 
sums from the UN and from governments, which 
see them as an efficient way to funnel aid to war 
and disaster zones without intervening themselves. 
Most relief agencies, such as Oxfam and the Inter- 
national Red Cross, also have advocacy arms. 

Human-rights NGOs have become highly skilled 
at media relations, and were among the first of the 
campaigning groups to embrace the Internet. Every 
government now must take their views into ac- 
count. Not all treat them as adversaries. The Cana- 
dian, Dutch and Scandinavian governments, for 
example, collaborate closely with human-rights 
groups. In October Robin Cook, Britain's foreign 
secretary, appointed officials from Amnesty and 
Save the Children to work at the Foreign Office, and 
instructed ambassadors taking up new posts to ob- 
tain briefings from Amnesty and other human- 
rights groups. 


Corporate consciences 


At least governments can be said to have helped cre- 
ate the human-rights movement by laying the legal 
groundwork for it. But in the past decade the move- 
ment has also gone for a target which had given no 
indication of wanting to get involved in human 
rights: multinational companies. 

Today multinationals are under pressure as 
never before to justify their dealings with abusive 
regimes and their treatment of employees in devel- 
oping countries. Firms used to brush off criticism, 
saying that they had no control over third-world 
suppliers, and that politics was none of their busi- 
ness anyway. This is no longer good enough. 

The success of the anti-apartheid campaign in 
the 1980s, which forced many companies to leave 
South Africa, demonstrated how vulnerable firms 
could be to public pressure on human-rights issues. 
In the past few years, Shell, sp, Rio Tinto Zinc, Dis- 
ney, Reebok, Nike and Starbucks Coffee, among 
others, have been rocked by the public criticism of 
human-rights groups and labour unions. Levi 
Strauss, Macy’s, Liz Claiborne, Eddie Bauer and 
PepsiCo have pulled out of Myanmar after being 
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lambasted for doing business there. Oil giants 
Texaco and Amoco soon followed. 

Shell, chastened by the hammering it received 
for itsextensive operations in Nigeria when the mil- 
itary government there hanged Ken Saro-Wiwa and 
other opponents in 1995, embarked on a round of 
consultations with human-rights groups, church 
leaders and its own employees. “It was a significant 
moment for us,” says Robin Aram, the Anglo-Dutch 
oil giant’s head of external relations. 

Last year Shell published a set of business prin- 
ciples which mentioned human rights for the first 
time, as well as a management primer on the sub- 
ject. It now requires the chief executives of its 130 
subsidiaries around the world to write to the com- 
pany’s main board each year to set out what they 
have done to meet human-rights, environmental 
and other social goals. It is currently working with 
NGOs to develop ways of independently monitor- 
ing its ethical performance. Local managers, insists 
Mr Aram, are no longer barred from speaking out 
publicly about human-rights abuses. 

Shell’s response is praised by human-rights 
groups, but it is not alone. After being leafleted at its 
American outlets by a group called “Coalition for 
Justice to Coffee Workers”, Starbucks promised to 
monitor conditions on the Guatemalan coffee 
plantations that grow its beans. After similar criti- 
cism about its suppliers in Asia, Reebok pledged 
not to use child or forced labour, and for the past 
ten years the company has made annual awards to 
human-rights campaigners. Nike has promised to 
provide free after-hours education by 2002 to all its 
factory workers, most of whom are in Vietnam, In- 
donesia, China, South Korea and Taiwan. Unocal, 
which has refused to leave Myanmar despite fierce 
criticism of its co-operation with the military junta 
there, has given scholarships to Thai students in the 
United States, and money for retraining unem- 





No way to play ball 


ployed workers in Thailand. 

To stop less prominent and less scrupulous 
competitors benefiting from their new-found vir- 
tue, companies have also rushed to formulate in- 
dustry-wide voluntary codes of conduct. When it 
was revealed that most soccer balls were stitched by 
young children in Pakistan, Reebok gained the sup- 
port of sports-goods trade associations for a ban on 
balls made by children. Many brands sold in Amer- 
ica now carry a label declaring: “No child or slave 
labor used on this ball." 

Clothes manufacturers have also become en- 
thusiastic labellers. An American opinion survey in 
1995 found that 78% of those polled would avoid 
shopping in a store that sold garments made with 
sweatshop labour, and that they would pay a dollar 
more on a $20 item for a guarantee that the product 
came from a worker-friendly supplier. In real life 
consumers might not be quite so meticulous, but 
companies would rather not run the risk of arous- 
ing their ire. 

Wary of being caught off guard, companies have 
flocked to such organisations as Business for Social 
Responsibility, a San Francisco-based association 
founded in 1992, which now boasts 1,400 members 
with a combined annual turnover of $1.5 trillion. 
The association keeps companies abreast of a range 
of issues, including human rights. 


Technical fix 


Firms have also begun the search for a recognised 
standard that would let them off the hook, at least as 
far as the treatment of their workers is concerned. At 
the urging of businesses, the Council on Economic 
Priorities, a non-profit group which often criticises 
corporate behaviour, has formulated “Social 
Accountability 8000”, a detailed set of measures 
which it is promoting as a standard for treating 
workers decently. 

sA8000 is modelled on the technical specifica- 
tions certified by the International Standards Orga- 
nisation. It is supposed to apply anywhere in the 
world, take account of local conditions, and be reg- 
ularly verified by trained independent auditors. 
The idea that third-world labour issues can be re- 
duced to a list of technical requirements seems far- 
fetched, but a number of firms—America's Toys "R" 
Us and Avon, Britain's Body Shop and J. Sainsbury, 
and Germany's Otto Versand among them—believe 
that it is possible and have helped prepare it. "The 
media and public pressure has become intense," 
says Alice Tepper Marlin, who heads the effort to 
promote the standard. "Companies know that this 
is a risk-management issue." 

Deterring multinationals from actively corrupt- 
ing governments or directly propping up repressive 
regimes seems a worthwhile goal. But there is a 
limit to what pressure on western firms can achieve. 
“We're business people, not experts on human 
rights,” observes Shell's Mr Aram. "There's no way 
that a company can influence some of the biggest 
human-rights issues in society." 

Worse, in many circumstances too much pres- 
sure can be counterproductive, especially when it 
comes to labour standards. If western firms are per- 
suaded by a torrent of criticism to reduce their in- 
vestment or withdraw from low-wage countries, 
then local workers are the ones who suffer. As the 
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Asian financial collapse lowers living standards — or overplay their hand. But their growing clout re- 
; and reduces demand throughout the region, the — flects widespread public concern in rich countries. 
| good intentions of many western firms operating Victims are no longer seen as someone else's busi- 
there will be sorely tested. ness. Now that television daily delivers graphic im- 

And yet multinationals, like governments, are — ages of the humanitarian catastrophes unleashed 
having to learn to do business in a newclimate.Hu- — by military conflict and political repression, public 
man-rights groups, like all pressure groups, can concern about human-rights abuses seems more 
make misjudgments, get things out of proportion — likely to grow than fade. 
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Taming leviathan 


ESAE ofhuman rights on global politics sometimes sanctions, as Saddam Hussein and 
| should not be overrated. States continue tocher- Slobodan Milosevic have discovered) Interna- 
| ish the prerogatives of sovereignty. Even though tional law is rarely enforced by military action, and 
public support has become more vocal, western _ then only when it suits the political interests of the 
| governments still tend to condemn human-rights combatants, as it did in the Gulf war. But even in the 
| abuses in other countries only where it suits them, absence of a global police force, that does not mean 
and gloss over equally egregious abuses elsewhere. — it has no effect. 
Strategic, military and economic interests still carry 
the most weight with national governments, as they Virtue for virtue’s sake 
always have. Unless governments think survival is at stake, they 
Sceptics go further. The international legal sys- rarely breach international law openly, because 
tem, they point out, is fragmentary and incomplete. most government leaders and officials consider 
| Unlike national legal systems, it has no police force. themselves law-abiding and do not want to put 
| Its single permanent court, in The Hague, deals themselves in the wrong. Instead, governments of- 
| only with disputes between states, and then only — ten justify their own behaviour as legal and invoke 
| when they agree to its jurisdiction. The UN General international law against their opponents. They act 
| Assembly is a talking shop, not a law-making body. as if it matters. The surprise of the past two decades 
| Decisions by the UN Security Council, the world’s has been that they are now acting as ifhuman-rights 
| "executive", are subject to the veto of any of its five — law (which has always been at the furthest edge of 
| permanent members. When push comes to shove, international law) matters as well. 
| those sceptics argue, brute force, not law, remains One piece of evidence for the growing impor- 
| thegoverning principle of international affairs. tance ofhuman rights has been the large number of 
| Yet that sceptical view has become less convinc- — risky humanitarian interventions undertaken in 
| ing. For a start, it directly compares national and — the 1990s. Western countries have been fiercely crit- 
| international law. Such a comparison, however _ icised for dithering while war raged in Bosnia and 
| tempting, is misleading. Without a world govern- genocide in Rwanda. Their threats this year to use 
| ment—which would probably prove a disaster--in- force to stop Serb atrocities in Kosovo have been 
| ternational law could never function in the same scorned as too little, too late. And yet, judged by ear- 
way as national law, nor is there any support forthe — lier standards, the remarkable thing is that western 
idea that it should. But that does not mean that in- — countries were expected to intervene in any of these 
j ternational law is useless. conflicts at all. 
To understand why not, consider how national It could be argued that in none of these cases, no 
| legal systems work. They do not, as is often sup matter how terrible the suffering, was international 
| posed, rely solely, or even mainly, on coercion. — peace or security at stake. Humanitarian action is 
| Most people obey domestic law not because they fraught with risks, as America discovered in Soma- 
| are afraid of the police, but out of a sense of social — lia, where intervention proved a political and mili- 
| obligation and self-respect. Even laws that carry lit- — tary disaster, even though it also saved lives. Ameri- 
| tle threat of sanction are generally observed. Coer- cas and Europes subsequent reluctance to 
| cioncertainly plays a part in national legal systems, intervene in Bosnia, Rwanda or Kosovo is under- 
|. but prisons full of convicts do not stop the small — standable in purely political or military terms, and 
minority bent on crime. This does not mean that — looks shameful only ifa higher standard of respon- 
national law does not work. It stops working only — sibility is assumed. 
when the law-abiding majority loses respect for the In the same way, underlying criticism of the 
law, or feels it no longer has a stake in its obser- western response to the events in Tiananmen 
| vance. And when that happens, no police force, Square, and of the re-establishment of cordial rela- 
| however draconian its methods, can cope. tions with Chinese leaders some years later, is the 
l Again contrary to popular belief, international idea that it is appropriate for other nations to judge 
| law, like national law, is generally observed, and for — China's treatment of its own citizens. In fact, the 
| similar reasons. This is most obviously true in fi- — West's re-engagement with China was inevitable, 
nance, trade and commerce. Without internation- given China's huge size and geopolitical impor- 
ally observed rules, the global economy could not tance. What was startling was the initial response to 
function. But states also abide by internationallaw — tlie Chinese government's brutal treatment of the 
in thousands of transactions between themselves demonstrators. The United States and the Euro- 
every day. Violations attract the mostattention(and pean Community quickly imposed an arms em- 
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bargo, suspended high-level official contacts and 
froze new aid. Bilateral foreign aid dropped by 80% 
the next year. Over the following two years relations 
with most western countries returned to normal, al- 
though the United States delayed granting China 
most-favoured-nation trading status (ie, normal 
trade relations) until 1994. Criticism of China's hu- 
man-rights record continues, albeit in a lower tone 
of voice. The Chinese government now accepts that 
the subject can no longer be taboo. But is this 
enough? Human-rights campaigners rightly think 
not. Yet in the circumstances it is quite a lot. After 
all, Asia's largest and most powerful country was 
cracking down on its own protesters; it was posing 
no direct military threat to its neighbours. 

Concern for human rights will always have to 
vie with a nation's political, strategic and commer- 
cial interests. The tools used to promote human 
rights—cajoling, criticism, monitoring, diplomatic 
protests, sanctions—will vary from case to case. Mil- 
itary intervention solely on human-rights grounds 
will remain rare, appropriate only in the most ex- 
treme cases. And yet human rights have indisput- 
ably become a factor in international relations, and 
not always the least important one. For example, 
Myanmar's political isolation is due mostly to its 
appalling domestic human-rights record, not its be- 
haviour towards its neighbours. 

There is growing recognition that a govern- 
ment's mistreatment of its own people may eventu- 
ally make it unreliable or dangerous to other coun- 
tries. In its final report last year, the Carnegie 
Commission on Preventing Deadly Conflict, a col- 
lection of former political leaders and senior diplo- 
mats, argued that human rights are becoming a key 
tool for promoting collective security. A top prior- 
ity, the commission maintained, was to create "ca- 
pable states with representative governance based 
on the rule of law" which, together with economic 
opportunity, could guarantee "protection of funda- 
mental human rights." A crucial element in creat- 
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if nothing else, at least we now have rights 





ing such governments, argued the commission, is 
“a network of interlocking international regimes 
underwritten by the rule of law”. 


The price of sovereignty 


Where does this leave national sovereignty? With 
plenty of life left in it. For most purposes, states will 
continue to respect each other's sovereignty. But the 
doctrine is being revised. At a time when Yugosla- 
via's treatment of Kosovo Albanians—who live 
within Yugoslavia's internationally recognised bor- 
ders—can elicit the threat of NATO bombing raids 
and visits by war-crimes investigators, sovereignty 
is no longer absolute, but conditional. *By joining 
the treaties, most governments have now signed on 
to the idea that human rights clearly limit their sov- 
ereignty, and create obligations to the entire com- 
munity ofstates," maintains Theodor Meron, a pro- 
fessor of international law at New York University. 
Eventually, a government's claim to sovereignty 
may depend on whether it respects the basic hu- 
man rights of its citizens. 

That is the way in which international law is 
slowly moving. Other forces are pushing in the 
same direction. Global economic integration, the 
growth of international broadcasting, telecom- 
munications and travel will all make it more diffi- 
cult in future for repressive regimes to go about 
their business unhindered by outside influence. 

The assertion of international human rights is 
still in its early stages. There will be reversals. The 
world will not quickly become a kinder, gentler 
place. For some countries, establishing the rule of 
law may take generations, not years. Nevertheless, 
the treaties, conventions and other international 
agreements so painstakingly negotiated since the 
adoption of the Universal Declaration of Human 
Rights 50 years ago are beginning to look less like a 
record of pious hopes, and more like an expression 
of what is expected of all governments in an in- 
creasingly interdependent world. 
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Hague's history lesson 


William Hague has been double-crossed by the Tory hereditary peers. Another 


victory for Tony Blair? 


bb ISTORY teaches, never trust a 

Cecil" mused a senior Liberal 
Democrat earlier this year as the struggle 
over the future of the House of Lords took 
shape. William Hague, the Tory leader, may 
regret not taking that thought on board. For 
his entire strategy on Lords reform appears 
to have been ruined by Lord Cranborne, 
the Tory leader in the House of Lords and a 
scion ofthe ancient Cecil family. 

Operating largely behind Mr Hague's 
back, Lord Cranborne cut his own deal on 
Lords reform with the Blair government. 
The Tory leader responded by sacking Lord 
Cranborne as the party's spokes- 
man in the Lords. But if this was 
intended to reassert his authority 
in the party, it swiftly went horri- 
bly wrong. It soon emerged that 
most Tory lords were backing 
Lord Cranborne rather than the 
putative leader of their party—Mr 
Hague. Indeed, Mr Hague had 
been able to persuade Lord 
Strathclyde to take over as Tory 
leader in the Lords only by agree- 
ing to let him support parts of the 
very deal Lord Cranborne had 
been sacked for negotiating. 

The whole episode is excep- 
tionally damaging to Mr Hague 
because it highlights his biggest 
problem—the public perception 
that he is a youthful and weak 
leader who cannot control his 
own party. His efforts to impose a 
policy on Europe at the Tory con- 
ference earlier this year were un- 
dermined by revolts from older, 
better-known and pro-European 
Tories like Kenneth Clarke and 
Michael Heseltine. Now it has be- 
come clear that Mr Hague has 
been unable to control the he- 
reditary aristocrats who form the 
Tory troops in the Lords. 

Tony Blair established his cre- 
dentials as a leader in the public 
mind by imposing his will on his 
own party; Mr Hague’s spectacu- 
lar failure to pull off the same 
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trick with the Conservatives inflicts further 
serious damage on his credibility. 

When Mr Hague stood up at prime 
ministers question time in the House of 
Commons on December 2nd, it should 
have been a good moment for him. He usu- 
ally shines in Parliament and the govern- 
ment was on the run over Europe (see page 
71). But Mr Hague had discovered that 
morning that Lord Cranborne had agreed 
to a deal on Lords reform, already rejected 
by the Tory shadow cabinet. The govern- 
ment, which had been committed to the ex- 
pulsion ofthe hereditary peers from Parlia- 





ment, had instead agreed to allow 91 of the 
751 hereditaries to stay on pending more 
fundamental reforms of the House of 
Lords. The favoured 91 would almost cer- 
tainly have included Lord Cranborne him- 
self. Mr Hague's position was that this deal 
failed to meet Tory objections that the Blair 
reforms were not clear on what the new 
House of Lords would look like. 

Rather than accept the deal, Mr Hague 
chose to reveal it in Parliament and de- 
nounce it. It was meant to look like a gre- 
nade, lobbed into the government's ranks— 
but it was always more likely to turn into a 
boomerang. Mr Hague's intention was to 
create a conflict between Mr Blair and his 
backbenchers, who have consistently 
bayed for hereditary blood. But the accusa- 
tion that the government had betrayed its 
principles had little impact on ordinary La- 
bour MPs. The deal. it emerged, had been 
put forward by a group of independent 
peers. Furthermore, the government said 
that, if the deal was done, it planned to 
bring forward its proposed Royal Commis- 
sion on further reforms and legis- 
late more quickly. If so, the 91 
hereditaries would win a stay of 
execution of at most a couple of 
years, although many might hope 
to be converted into life peers. 

Worse, his announcement 
split Mr Hague's own party. Rela- 
tions between him and Lord 
Cranborne have been delicate 
from the start. Lord Cranborne 
was reportedly peeved that Mr 
Hague was not sufficiently def- 
erential towards him after Mr 
Hague won the Tory leadership. 
Lord Cranborne also argued with 
Liam Fox, the Tory spokesman on 
constitutional affairs, over who 
should formulate Tory policy on 
Lords reform. And there was little 
love lost between Mr Hague's 
young classless advisers and the 
older, patrician Lord Cranborne. 

Lord Cranborne had put his 
own authority on the line in the 
negotiations, which included 
face-to-face meetings between 
him and the prime minister. Mr 
Hagues announcement made 
Lord Cranborne's position un- 
tenable. At a tense meeting be- 
tween the two men, after Mr 
Hagues announcement, Lord 
Cranborne offered to resign from 
the shadow cabinet. Mr Hague 
chose to sack him instead. 

Will the split lead to Mr 
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Hague's downfall? Probably not yet. He has 
the backing of his Mrs and there is no obvi- 
ous alternative Tory leader in the Com- 
mons. But in leading the charge without 
checking that the Tory lords would back 
him rather than Lord Cranborne, he was 
taking a huge risk. Lord Cranborne's dep- 
uty, Lord Fraser of Carmyllie, resigned in 
protest at Mr Hague's sacking of his boss, 
and further revolts and resignations may 
follow from the Tory peers. 

The Tory leader's actions do, however, 
raise question-marks overthe way in which 
Lords reform will take place. Tory strategy 
until now has been to oppose the expulsion 
of the hereditaries until the government 
comes clean about what will replace 
them—the second stage of reform. 


erable. Many Tory peers are inclined to ac- 
cept the Cranborne-Blair deal. Mr Hague 
knows that he cannot prevent them grasp- 
ing a temporary reprieve; so he is trying to 
hold the line by insisting that the Tories 
will accept a “concession” from the govern- 
ment, allowing some hereditaries to stay 
on—but not an overall deal on Lords re- 
form. Faced with those tactics, the govern- 
ment may withdraw its offer. But it is not 
clear that Mr Hague can rally the Tory peers 
around even this new position. It would be 
ironic if the hereditary peers finally dis- 
proved Mr Blairs allegation that they are 
the Conservative Party's poodle, by voting 
for their own abolition in defiance of their 
own party leader. 





The countryside 


Poverty and plenty 


TROWBRIDGE, WILTSHIRE 


The government's determination to tackle “social exclusion" in the cities risks 
obscuring an equally deep-seated problem in the countryside 


F YOU take the Old Bath Road (now the 

congested A4) from London to the west 
country, you could be forgiven for thinking 
that you were passing through some of the 
richest land in Europe, let alone England. 
You may well be stuck behind a Range 
Rover on its weekly mission to deposit a 
well-heeled London family at the door of 
what the English euphemistically call a 
“cottage”, for a leisurely weekend. The roll- 
ing countryside slips by, occasionally bro- 
ken by a well-ordered, prosperous-looking 
market town. 

But appearances can be deceptive. New 
research in Wiltshire, the epitome of rural 
middle England, suggests that the A4 now 
passes through some of the poorest and 
most socially deprived parts of Britain. Ri- 
ots, drugs and racial violence have ensured 
that urban poverty is a much more obvious 
and commented-upon phenomenom. But 
rural poverty, such as that in Wiltshire, 
while less visible, is just as real. 

For those accustomed to the image of 
Wiltshire as a county of wealthy weekend- 
ers and commuters, a report on "Poverty 
and Social Exclusion in Wiltshire", com- 
missioned by the county, will come as a sur- 
prise. Written by.a group of academics at 
Cheltenham ‘and Gloucester College of 
Higher Education, it shows that consider- 
able wealth sits uncomfortably side by side 
with real poverty in Wiltshire. In one vil- 
lage in the south of the county, 40% of 
households had an annual income of over 
£40,000 ($66,000), 40% had an income of 
under £8,000, and the remaining 2096 were 
on a “normal” range of income. 

The official unemployment rate is low 
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in Wiltshire—2.4% compared with a na- 
tional average of 6.2%. The county's poverty 
is more a matter of people surviving on in- 
come from low-paid "odd jobs", supple- 
mented by benefits. In one area around the 
town of Pewsey, which is regarded as fairly 
typical, one quarter of households are "liv- 
ing in, or on the margins of, poverty". In the 
county as a whole there is an unusually 
high percentage of pensioners and those 
with a limiting long-term illness, and 14% 
of households have no central heating. 

These problems are not just a symptom 
of the parlous state of agriculture. Farming 
now employs so few people that the 
health—or otherwise—of the agricultural 
industry no longer makes much difference 
to the economic health of the countryside. 
The problem is that most well-paid jobs are 
now in towns and cities, and many villag- 
ers lack the means to get to where the work 
is. More than 80% of Wiltshire villages do 
not even have a daily bus service, and 21% 
of households have no car. So even if rural 
areas were to attract more employers and 
offices, there would still be eriormous diffi- 
culty in getting people to the jobs. 

The Wiltshire report makes several rec- 


But this policy may no longet be deliv- 







"ommendations, none of which will make 


great inroads into the problem. The report 
admits that many people simply do not ap- 
ply for benefits which they might be enti- 
tled to because the *process of applying for 
benefits is both difficult and intrusive”. 
Money has now been set aside for Citizens 
Advice Bureaus to advertise the range of 
benefits more extensively. But this might 
simply lock people further into a benefits 
trap; and would also conflict with the gov- 
ernment’s aim of lowering welfare bills 
and setting more demanding tests for peo- 
ple claiming benefits. 

A more interesting suggestion is to help 
extend credit unions and Local Exchange 
and Trading Schemes (LETS). Credit unions, 
used widely in Ireland, offer lower rates of 
interest than the unsecured loans that are 
often the only source of credit available to 
the poor; and Lets allow people to ex- 
change skills and services, without money 
necessarily changing hands. According to 
the New Economics Foundation, a London 
think-tank, there are already 400 LETS in 
the country, and 520 credit unions. A time- 
money scheme has been set up in Glouces- 
tershire, which seeks to replace money with 
“time” as the crucial commodity. All these 
schemes have attractions in binding local 
communities together. 

However, the extension of such 
schemes also risks institutionalising a two- 
tier society: on the one hand those con- 
nected to the conventional economy, and 
on the other a sub-culture that exists eco- 
nomically and socially outside the conven- 
tional economy. This might only further 
entrench social exclusion, rather than re- 
lieve it. 

The government has promised to spend 
£50m a year over the next three years to im- 
prove rural transport. But many of the 
other initiatives coming out of Downing 
Street’s Social Exclusion Unit—such as 
measures aimed at reviving sink estates— 
seem to be aimed primarily at cities. Ray 
Jones, director of social services for Wilt- 
shire county council, claims that the prob- 
lem of rural poverty is “often lost in a sea of 
affluence”. Local community activists also 
argue that Tory councils, such as the one re- 
cently elected in Wiltshire, are often not 
keen to stress local poverty. Action to be 
taken on the Wiltshire report has been de- 
volved to the local district councils, and 
community groups will probably end up 
doing most of the work. 

Hampshire county council is about to 
publish a similar report to Wiltshire’s, writ- 
ten by the same people, but has insisted on 
using the word “disadvantaged” in the title 
(“Disadvantaged in Rural Hampshire”) 
rather than “poverty”. As one council offi- 
cer put it, this is a more acceptable term 
when dealing with the Tory politicians of 
the shires. 
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| Europe 


No tax without misrepresentation 


Stories thatthe European Union may bully Britain into raising its tax levels are 
exaggerated in the short term. As for the long term . .. 


6€ 2URO-TAX on babies”, screamed the 
Mirror, a British newspaper. It was 
joking. But scares about new Europe-wide 
taxes have put Britain's relationship with 
the European Union in the headlines in a 
way not seen since the old Conservative 
government. What is going on? 

Alarm bells in Britain were first set off 
by a manifesto of European socialist fi- 
nance ministers calling for tax harmonisa- 
tion. Then, shortly before a meeting of Eu- 
ropean finance ministers in Brussels on 
December 1st, France and Germany issued 
a joint statement calling for "rapid pro- 
gress towards tax harmonisation in Eu- 
tope". Gordon Brown, Britain's chancellor, 
soothingly pointed out to his domestic au- 
dience that Britain can veto any proposals 
on taxes that it dislikes. But at post-Brussels 
press conferences both Oskar Lafontaine, 
the German finance minister, and Domin- 
ique Strauss-Kahn, his French counterpart, 
said that they thought the national veto 
over tax proposals should be scrapped. 

Yet for all the sound and fury this pro- 
voked in the British papers, there are few 
firm proposals on the table. Current Eu in- 
fluence over taxation varies from tax to tax. 
For example, the Eu is already a full cus- 
toms union. Imports from outside the Eu 
pay the same customs duties whichever 
country they are shipped to, and customs 
revenues go straight into EU coffers. 

VAT (sales tax) is also affected by Euro- 
pean law. Countrieshave to levy a standard 
rate of vaT of at least 15%, although they are 
also allowed to charge a lower rate on cer- 
tain items. In Britain, the lower rate is zero, 


meaning that books, newspapers and chil- 
dren's clothes pay no var. Despite British 
newspaper stories that the EU may force 
Britain to impose VAT on these items, no 
one is currently proposing that these zero 
rates should go, although the European 
Commission is committed to closer align- 
ment in the long run. 

Taxes on business raise more complex 
issues. In December 1997, finance minis- 
ters agreed to set up a code of conduct on 
business taxation. Since then, Dawn 
Primarolo, a British Treasury minister, has 
chaired a working group which has come 
up with a list of 80 measures to combat 
"harmful tax competition". The working 
group's concerns include, for example, arti- 
ficial incentives to locate corporate head- 
quarters in one member state, or tax subsi- 
dies for particular industries in particular 
areas, which in practice help domestic 
firms against their competitors. Ministers 
hope to agree on the measures next year. 

But France and Germany want to go 
further. They think that low overall corpo- 
rate tax rates, not just specific incentives, 
could count as unfair competition. In Brus- 
sels Mr Strauss-Kahn said that fixing mini- 
mum corporate tax rates was “the whole 
idea" behind tax harmonisation. France 
and Germany, with their expensive welfare 
states, are loth to cut corporate tax rates to 
the low levels of countries like Ireland, so 
they want the Irish to raise theirs. British 
corporate tax at a standard rate of 31% is 
also considerably lower than a continental 
average of around 40%. 

Equally controversial are taxes on sav- 

















BRITAIN 


ings, especially on interest from Euro- 
bonds. Eurobonds are corporate debt in- 
struments issued outside the. control of 
national tax authorities, and therefore pay 
interest gross. The Germans worry that 
some of their citizens are holding Euro- 
bonds overseas, evading tax, and that this 


problem will get worse once the euro isine 


troduced. They want a withholding tax im- 
posed on Eurobonds. But the Eurobond 
market is a big earner for Britain. Withhold- 
ing interest income might drive the market 
outside the Eu. 

Mr Brown can veto the commission - 
proposal if he wants. But there is a catch. 
First, Britain agreed last December to the 
principle of savings-tax measures, albeit. 
with a reservation about Eurobonds. And, © 
second, there is some alignment that Brit- 
ain would welcome. Pensions, for example, 
are also big business for the City, yet varia- 
tions in tax treatment between countries 
make it hard for British firms to capitalise 
on their expertise abroad. If the British do 
not play ball on Eurobonds, hints the com- 
mission, other countries will not be helpful 
over pensions. 

The most sensitive of all tax issues is in- 
come tax. Rumours abound that the ebul- 
lient Mr Lafontaine would like the Eu to 
have some say over income taxes too. But 
this is not on the commission's agenda, 
and Mario Monti, the relevant commis- 
sioner, has gone out of his way to say that he 
has no intention of putting it there. 

In any case, there is the British veto. Mr 
Brown argues that any removal of the veto 
on euro-taxes would require a new Euro- 
pean treaty, itself subject to unanimous 
agreement. But there are two reasons for 
thinking that Britain’s position may be less 
secure in the long term. The first is that the 
history of the European Union suggests 
that a powerful Franco-German axis is hard 
to resist for ever. The British always op- 
posed the idea of a single European cur- 
rency. In theory, they could have vetoed it. 
But the politics of the eu in the end com- 
pelled Britain to accept the euro, with a 
British opt-out. Now there is talk that an 
end to the national veto over tax questions 
may indeed be raised at new treaty negotia- 
tions next year. 

A second doubt is raised by the evolu- 
tion of European law. Jan Roels, a Euro-ex- 
pert at Arthur Andersen, draws attention to 
a recent judgment of the European Court of 
Justice in the case of Jessica Safir. The court 
ruled that the taxation of life assurance by 
Sweden was illegal because it discrimi- 
nated against firms from other European 
countries. The same principle—that the 
court can overrule national sovereignty in 
tax matters, where it clashes with other as- 
pects of European law—could theoretically 
be applied to other taxes too. And not even 
Mr Brown can veto judgments of the court. 
m 
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| entirely by chance, with the general 
| Spain's extradition request was an unwelcome surprise. And 





Jack Straw and General Pinochet 


| Mum also very much unwanted. The people of 


Chile putup with General Augusto Pinochet for 17 years— 
and even after he stepped down as head of state he arranged for 
himself to stay on, above the law, as senator for life. The manag- 
ers of Grovelands Priory, a psychiatric hospital in north London, 
were able to put him up for less than a month before concluding 
that the former dictator was a fussy and difficult patient they 
would sooner be rid of. Now the general has had to move to a 
luxury house in Surrey, where he will stay, at the expense of the 
Chilean taxpayer, until Britain decides what to do with him. 

It says something about grown-up politics that the man who 
must now make that decision may be no keener than 
Grovelands Priory was to have the 
general on his plate. In the early 
1970s, Jack Straw was president of 
the National Union of Students. It 
would not have been outlandish 
for him to fantasise at that time of 
going on to become home secre- 
tary. But it would surely have ex- 
ceeded his wildest imaginings to 
think that a happy sequence of ac- 
cidents would one day make him 
master of General Pinochet's fate. 
Blood-drenched Latin caudillo de- 
livered to the Bow Street magis- 
trates: it would be hard to devise 
more perfect wish-fulfilment for a 
left-wing student of Mr Straw's 
generation. 

Be careful what you wish for. 
The present Labour government is 
awash with ministers who, like Mr 
Straw, started their careers in the 
leftist student politics of the 1970s. 
Aschairman of Edinburgh Univer- 
sity's Labour Club, Gordon Brown 
worked hard for the Chile Solid- 
arity Campaign after the murder 
in 1973 of the country's elected 
president, Salvador Allende. Peter 
Mandelson learnt his spin doctor- 


| ingonajunketto Cuba a few years 


later. For Labour MPs now in their early 40s, who were just too 


| young to campaign against the Vietnam wat, the horrors of 
| Chiles dictatorship were the next worst thing. 


Having greeted Allende's election as a sign that “true” social- 
ism could be introduced by peaceful means, these people came 


| to hate the general who crushed their hopes. The Labour govern- 
| ment elected in Britain five months later let in many Chilean 
| refugees. They and their cause established a strong presence in 
| the London left throughout the 1970s. Every September there 


would be a march to Trafalgar Square to hear poignant speeches 


| from Allende’s widow, and rousing ones from Labour heroes 


like Michael Foot. Labour people in Britain found it easier to 


| identify with Chile’s left, which had been based, like Britain's, on 
| trade unions and miners, than with other Latin Americans. The 
| later and worse dictatorship in Argentina attracted far less atten- 


tion than the Pinochet regime. 
Gratifying, then, for a Labour home secretary to find himself, 
in his power? Perhaps not. 
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Labour's passion on Chile puts Mr Straw in a trap of his own. 
Now that the Law Lords have said the general enjoys no immu- 
nity as a former head of state, Mr Straw must decide by Decem- 
ber 11th whether to let the Bow Street magistrates allow the extra- 
dition. It may be assumed that all his old instincts—like the 
Labour backbenchers on Parliament's human-rights group—are 
telling him to do so. But Mr Straw is a grown-up politician these 
days. He must think about timing, consequences, relations with 
foreign powers, his next career move. He knows that it could take 


months and even years before the courts work through the gener- 


al’s inevitable appeals. Already 83, the former dictator could die 
while trapped in Britain in a legal limbo. Relations with Chile, 
perhaps Chilean democracy itself 
(see page 51), are said to be at risk. 
Chile’s foreign minister suggests, 
pretty implausibly, that the gen- 
eral will now be tried at home, if 
only Britain were to let him return. 
Even the Americans hint that Mr 
Straw should let the general go. But 
if he does—especially on “com- 
passionate” grounds—there will be 
hell to pay in the party. What is a 
fellow to do? 

The only intelligent thing: take 
refuge in the law. Soon after Gen- 
eral Pinochet's arrest, Mr Mandel- 
son blurted out that it would be 
“gut-wrenching” to set him free. 
Since then, however, the govern- 
ment has calmed its gastric juices. 
Even the rumblings of the Com- 
mons have been muted by a ruling 
that the issue is sub judice. From 
the start, Mr Straw has had the wit 
to pull his neck likea turtle into the 
non-political, quasi-judicial role 
into which home secretaries are 
sometimes obliged, and often 
grateful, to retreat. He is taking 
representations, but also taking 
care to put it about that he will not 
even consult the cabinet or prime 
minister. Mixing politics with Pinochet? Perish the thought. 

Some Labour firebrands are mortified by this studied show 
of legalism. But the dispassionate application oflaw happens, in 
this case, to be the right policy as well as the shrewd one. The 
alternative—to treat the serious business of human rights as par- 
tisan party politics—would be much worse. This, regrettably, has 
so far been the approach of the Tories. 

Once Margaret Thatcher had written to the Times declaring 
that the general had been Britain’s friend in the Falklands, and 
should be allowed home at once, it may have been inevitable 
that William Hague, still in thrall to his mentor, would meekly 
parrot her line. Unfortunately, there has been nothing meek 
about it. Mr Hague seems genuinely to think he can score party 
points by portraying it all as a Labour foreign-policy fiasco. “It 
has gone on long enough,” he intones in bluff Yorkshire, as if Mr 
Straw could ata stroke ignore the Law Lords, and all due process, 
and all the general's crimes. The arrest ofGeneral Pinochet seems 
set to become a landmark in the history of human rights. Neither 
of Britain’s parties deserves much credit for it. 
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NATIONAL UNIVERS 
~ of SINGAPORE 


ADMISSION TO GRADUATE COURSES | 
FOR SESSION 1999-2000 


FACULTY OF ARTS & SOCIAL SCIENCES 


MASTER OF SOCIAL SCIENCES (ECONOMICS 


The M.Soc.Sci. (Economics) programme is a full-time programme designed to equip students with an indepth . 
understanding of economic theories and their applications in order to excel in research and analysis in the public 
and private sectors. Graduates will also. be strongly prepared for a Ph.D programme in Economics, whether local or 


overseas. Applications from Singaporeans and foreign students are invited for admission to the acadeniic year 
1999-2000 commencing on 12 July 1999. 


Admission Requirements 









Candidates seeking admission to the course should have: 

(a) a bachelor’s degree in Economics or Statistics with at least second class honours: or 
(b) a bachelor’s degree in Economics and at least 2 years of relevant working experience: or 
(c) such other qualifications and experience as the University Senate may approve. 
Length of Course 


The minimum period of study is 2 semesters (1 year) and the maximum period of study is 4 semesters (2 years). 
Financial Assistance 


Scholarships such as the ASEAN Scholarships, ADB-JSP Scholarships, Goh Keng Swee Scholarships and NUS 
Research Scholarships, are available on a competitive basis. 


For enquiries, please call Tel: 874 3950/874 3962 or email at ecsgen3 @ nus.edu.sg. 
The closing date for application is 1 March 1999. 


All application forms and other information on the above course are obtainable from: 


The Director 
Graduate School of Arts and Social Sciences 
National University of Singapore 
10 Kent Ridge Crescent 
Singapore 119260 


Application forms can be downloaded from the following internet address: http//www.fas.nus.edu.sg/gsa/advert.html 
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Information for Shareholders January through September 1998 


Mannesmann reports 


Timannesmann 


substantial rise in profits 


I High volume of investment 
I Order intake and sales up 


Mannesmann reports continued high growth of orders and 
sales and a substantial improvement in the result of ordinary 
activities over the same period last year. All sectors contrib- 
uted to the gratifying earnings development. 

The expectations of a significant improvement in the result of 
ordinary activities also for the full year 1998 over 1997 
remain unchanged. Engineering, Automotive and Telecommu- 


_ nications will all contribute to this improvement with marked 


A increases. Mannesmann expects earnings for Tubes & Trading 
in 1998 to be on a par with last year. 
Order intake through September increased by 10%. Sales 
were up by 20%. At DM 5.2 bn, investments were very high. 
The number of employees rose by 9%. 


High growth for Automotive and Telecommunications 
in Engineering, the marked improvement in serial business 
pushed the order intake up by 4% to DM 13.2 bn. 

At DM 8.2 bn, Automotive posted 25% more new orders. Sales 
by the sector climbed 30% to DM 8.0 bn. 

The development in the Group's Telecommunications sector 
was characterised by continued strong growth. sales in- 
creased by 38% to DM 6.5 bn. 

Mannesmann Mobilfunk boosted sales by 3196 to DM 5.3 bn. 
From January through September an average of about 





Jan--Sept, Jan.-Sept 





indicators Change 
1997 absolute — 96 

Orders received DMm 30,226 2928 10 
External sales DMm 31,976 26,718 5258 20 
Domestic business DMm.— 14,447 11,578 2,869 25 
DMm. 14529 15,1140 2,389 16 

13,807 121235 10572. 9 

DMm 05212 5,004 208 4 








190,000 new subscribers were added to the 02 network each 


month. ; 

Mannesmann Arcor posted a 75% increase in sales to 

DM 1.3 bn. By quickly launching new products, Arcor further 
enhanced its position among the newer fixed network carriers. 
Mannesmann pushed ahead with the development of its 
international telecommunications activities. In Italy, Mannes- 
mann increased its interest in OliMan to 37.5%. In France, 
the number of subscribers using the services of the mobile 
telecommunications company SFR, in which Mannesmann is 
a shareholder via Cegetel, rose to 3.4 million. In Austria, the 
fixed network carrier tele.ring (Mannesmann holds 74.8%) 
prepared for its market entry scheduled for December. 
Mannesmann is in the process of establishing Mannesmann 
Euro.map, a new European telecommunications company that 
will offer multinational customers cross-border telecommuni- 
cations services from a single source. Mannesmann Euro.map 
will launch operations in the first quarter of 1999, 


We will be pleased to send you a copy of our Letter to Share- 
holders with the report on the 3rd Quarter 1998. 


Mannesmann — 
working for your future 


Mannesmann 
Aktiengesellschaft 

Presse und Information 
Postfach 10 36 41 

D-46027 Düsseldorf, Germany 
Fax (+49/2 11) 8 20 15 89 
http:/iwww.mannesmann.com 










BUSINESS 


UNIONS 


5200. OBERIN AND MANNHEIM 


A WALTER RIESTER prepared to ad- 
dress this week's annual gabfest of 1G 
Metall, Germany's—and Europe’s—largest 
trade union, a senior union official ap- 
proached the podium and handed him a 
pendant emblazoned with the union's 
logo. Rapturous applause and broad smiles 
followed. For the 650 delegates at the meet- 
ing, it was a poignant moment. Until a few 
months ago, Mr Riester was 1G Metall’s dep- 
uty chairman, responsible for negotiat- 
ing pay deals with the employers’ associ- 
ations. Now he is the labour ministerin ` 
the new left-leaning government ofGer- | 
hard Schröder. He is, as one delegate 
said, “most certainly one of us". 
The membership and influence of | 
Germany's unions have been waning 
for some years. But with people like Mr. - 
Riester running the country, they are in 
.. ebullient mood. Mr Schróder's govern- 
~ ment has already shown itself to be 
,;,more union-friendly than its conserva- 
... tive predecessor by rolling back modest 
.' labour reforms, such as a reduction in 
-. Sick pay. "Under the last government, 
. employers got the upper hand,” says Ur- 
sula Engelen-Kefer, deputy head of the 
. German trade union federation (pcs). 
"Now that the politics have changed, we 
care entering a new era.” 
; Next week will give union bosses 
two opportunities to show their power, 
First, 1G Metall and other big unions 
will start haggling with management 
"over pay rises for next year. 1G Metall has 
called for a 6.5% rise for its 2.7m metal- 
workers, far above the 2% agreed last 
time around. Other unions are also call- 
ing for big increases, emboldened by 
calls from Oskar Lafontaine, the finance 
minister, for higher wages to boost de- 
mand. Some have already seen results: 
this week, eastern Germany’s chemical 
workers got a 6.1% rise over 18 months. 
“Profits are up. It’s time to share them,” 
says Klaus Zwickel, 1G Metall’s chair- 
- man, who recently infuriated employ- 
ers by calling for “an end to restraint” in 
pay demands. 
The second opportunity will be tri- 
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The changing face of German 


Emboldened by a new left-wing government, Germany’s trade unions seem 
to be flexing their muscles. In reality, they are getting ever more flexible 


partite talks between unions, employers 
and the government to try to cut unem- 
ployment. This is Mr Schróder's big idea. It 
is not a new one: Helmut Kohl tried some- 
thing similar in 1996, but the negotiations 
ended in acrimony. This time, the unions 
are more confident of getting what they 
want: a lower retirement age, a cut in the 
working week, a redistribution of overtime 
and more training. Mr Zwickel believes 




































that all this would lower the number of 
people without jobs, now nearly 4m, by as. 
much as a quarter. 

Many economists cringe at the flawed 
logic behind such proposals. So do most 
company bosses. They argue that itis point- 
less trying to create jobs by thumping tables 
in Bonn:to be effective, deals should be tai- 
lored to individual firms. The best that gov- 
ernment and unions can do is to lower la- 
bour costs and corporate taxes and to 
loosen workplace regulation; 

Executives and economists also point 
out that firms are not as fat as the unions 
make out. Business confidence has fallen 
sharply in the past two months, according 
to the Ifo. Institute in Munich. Industry 
groups report orders drying up. Exports, the 
engine of German growth, should hit a 
record high for 1998, but in September they 
dipped to 3% below the figure a year earlier, 
because of the Russian economic crisis, 


| Pussycats, really 
'Soare labour and capital headed for an 
almighty showdown? And is the Ger- 
| man workplace destined to become — 
. even less flexible? The answer to both. 
< questions is: probably not. 
. Unions and managers are not at^. 
.. odds over everything. They have spoken 
with one voice against the new govern- 
ment's mooted reforms to the taxation 
of low-paid, part-time jobs and its plans 
to wind down the nuclear-power indus- 
try. They also agree on the merits of the 
time-honoured system ‘of Mitbestim- 
mung (co-determination, in which 
workers get a say in management and 
half the seats on the supervisory boards 
of big firms. This consensual approach, 
they argue, has helped Germany to. 
avoid labour unrest (see chart on next 
page). In this spirit of compromise, reck- 
ons one company boss, most unions are | 
likely to settle for lower pay rises than 
they are currently demanding; 
In fact, unions have been quietly giv- 
ing ground for some years, making a 
nonsense of the idea that German work 
ing conditions are hopelessly rigid. 
True, wages remain inflexible, German 
workers are still expensive and the la- 
bour market is over-regulated. But as 
German companies have shifted pro- 
duction abroad to cut their wage bills, 
German workers have begun to accept 
innovative pay and working-time deals. 
One sign of this is the increasing 
flexibility of collective-bargaining 
agreements. A few years ago, one size 
had to fit all: unions and employers 
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N 1984 it took smw’s German workers 

six weeks of a bitter strike to win a 35- 
hour working week. On December 2nd 
their colleagues in the company’s Rover 
subsidiary in Britain achieved it at the 
stroke of a pen. This revolutionary (for 
Britain) flexible working deal, based on a 
35-hour week, is part of BMW's latest at- 
tempt to turn round its loss-making Brit- 
ish business. The other part involves 
dumping Rover's boss, Walter Hasselkus, 
who the same day announced that he 
was retiring early. An engineer from 
BMW’s headquarters in Munich, Werner 
Stámman, will replace him. 

Since BMw bought Rover nearly five 
years ago, it has poured in £2 billion ($3.3 
billion) of investment, with little to show 
for it apart from three new models: two 
Land Rovers and the Rover 75 saloon. 
Germans have been shocked by the weak 
technical standards in Britain. Mean- 
while, sales in Britain have been collaps- 
| ing. Now BMW wants big changes before 
| it pours in another £2 billion to modern- 
ise factories and develop new models. 

If Rovers workers accept this new 
productivity deal, they will deliver some 
of what Bmw wants, The deal requires 
workers to forgo overtime pay and some 
bonuses, and to work extra hours when 
there is a big order-book, in return for 
| paid time off when things areslack. Their 
basic pay is guaranteed at all times. Previ- 
| ously promised pay rises will be cut to 
| under 1%, in return for shorter hours. 
| BMW's board approved the deal on De- 
| cember 1st, and British workers are ex- 
| pected to follow the advice of their lead- 
i ersand vote for it in the next few weeks. 
| If they accept, BMW will agree to in- 
| 
| 
i 
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vest £400m immediately to build a suc- 
cessor to the Mini at Rover's Longbridge 
factory in Birmingham. Some 2,400 jobs 
will go, through voluntary redundancies 
and early retirement. This will go some 


BMW's British bruises 


way to closing the 30% productivity gap 
between Birmingham and Munich, 
which has been aggravated by the 
strength of sterling. 

But job cuts and flexible working will 
not be enough to safeguard the future of 
Longbridge, which employs 14,000 and 
makes a selection of ageing models. It 
needs the new Rover medium-sized 
model to remain viable. Bmw wants 
some cash from the British government 
before committing itself to building that 
model in Birmingham. Ford, GM and 
Nissan have got similar bribes in the 
past, and Longbridge is a hot political 
potato, so another dollop seems certain. 
Insiders expect around £240m to be 
handed over-less than half the extra 
money needed to modernise the Long- 
bridge plant in readiness for the new car. 

BMW'sshare price has been sliding as 
reports of its British troubles echoed 
back across the Channel. Rover is ex- 
pected to report a loss of at least 
DMsoom ($300m) this year; some ob- 
servers think the figure could be twice as 
high. But Bernd Pischetsrieder, BMW’s 
chairman, still denies that buying Rover 
was a mistake. True, BMW needs Rover's 
front-wheel-drive cars and Land Rovers 
ifit is to compete with a full range of cars, 
rather than remain a niche maker of 
sporty saloons. And Rover's sales have 
been expanding fast in continental Eu- 
tope, admittedly from a low base. But 
with Britain outside the euro and the 
pound not far from three p-marks, Mr 
Pischetsrieder admits that the chances of 
getting into the black in 2000, as origi- 
nally planned, are slim. 

Overall, Bmw is profitable, but it is a 
minnow with sales of just over a million 
cars. If it fails with Rover, it may still have 
to merge with a big group, such as Volks- 
wagen or Fiat. Both have been watching 
this week’s events with interest. 
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would negotiate at most two or three differ- 
ent contracts for all the companies in their 
industry. If it did not suit your firm, that 
was tough. Now, according to Peter Senft, a 
member of 1G Metall’s board, there are 
around 100 different versions of the 
union's basic contract. with employers. 
Unions are increasingly accepting “hard- 
ship agreements" that allow troubled firms 
to freeze wages so long as they make it up to 
workers later if their fortunes improve. 
Employers are also more frequently ig- 
noring the big unions and making deals 
with their own factory works councils. This 
trend is being led from eastern Germany, 
where workers are less fussy about their 
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rights, and where 30% of 1G Metall's mem- 
bers are not covered by collective-bargain- 
ing contracts. Some firms even get away 


with paying workers less than is specified. 


in their contracts. Several large companies 


have split their operations into smaller 


units to make it easier to make plant-by- 


plant wage deals. “Factory-level workers 
have become more pragmatic than the 


union ideologues. Much as they dislike it, 
theunions can't ignore what's happening," 
says Alfred Pankert of the International La- 
bour Organisation. 

Nowhere is factory-floor flexibility 
growing more quickly than in car making. 
The number of hours worked by vehicle as- 
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semblers may be fixed, but not their timing. 
During busy periods, workers are expected 
to work weekends, and can take off the ex- 
tra time they have worked at a later date. At 
some plants they have even agreed to work 
overtime for nothing when demand is es- 
pecially strong, so that their firms can react 
more readily to fluctuations in order levels. 
This helps. explain why productivity at 
BMw’s Bavarian plants is higher than at its 
Rover factory in Britain (see box). 

Such flexibility has boosted German 
productivity across the board. Unit labour 
costs have fallen sharply since 1996 (see 
chart). According to McKinsey, a consul- 
tancy, total factor productivity, which mea- 
sures how efficiently both labour and capi- 
tal are used, is around 13% higher in 
western Germany than in Britain (though it 
is still lower than in America). 

For the most part, unions have been tak- 
ing the news of big redundancies with 
quiet, if grudging, acceptance. When Sie- 
mens, a bloated conglomerate, announced 
last month that it was to shed businesses 
employing 60,000 people, senior trade 
unionists took the news on the chin; only 
five years ago, they would have kicked up 
more of a fuss. Maybe that is because the 
unions now understand the need to re- 
structure. Falling membership is forcing 
unions too to merge. The number in the 
DGB is down from 17 in 1990 to ten today, 
and it is expected to fall to five soon. 
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They wouldn't have survived their migration 
if they couldn't have stopped at their feeding grounds; 


they couldn't have stopped if construction 
on a nearby power plant had scared them away; 


the construction wouldn't have waited 
if not for the engineers of ABB. 











Last year in South Humber Bank, UK, one of the wonders of technology 


collided with one of the wonders of nature and something wonderful happened 
Nature survived. 
The largest combined cycle power plant in Europe was under construction. 
Unfortunately, it was on a site adjacent to a feeding ground for migratory birds. 
Fortunately, the company doing the construction was ABB. You see, ABB is one company 
that's not only committed to the business of electric power generation, it's also committed 
to the preservation of the environment 
And it's a commitment that stretches from ABB's senior management 
all the way through to its subcontractors on the construction site 
Which is why during the months between September and March, 
construction on the plant, which might have alarmed the migrating birds and 
prevented them from feeding, was abruptly stopped 
The power plant, which is representative of modern power plant technology 
(highly efficient with minimal impact on the surrounding environment), was finished 
only after the birds had completed their annual migration through the area 
A fact that made English environmentalists very happy. 
Not to mention the birds. 


INGENUITY AT WORK 


Visit the ABB World Wide Web site at http://www.abt 





Sometimes you need a little lateral thinking to be ahead of the 
challenge of the unpredictable. If you expect a different kind of 
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race. It’s a way of expecting the unexpected, meeting the 


thinking from your bank, you should talk to us. Because in 
bank for you. &&% 
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Financial Group® has helped 


millions of people reach their 





financial goals. And with more than 


$72 billion in assets under 





management, one of America’s 
strongest financial services compa- 
nies is now operating around the 
world. More than 10 million people 
count on us for investments, 
retirement solutions 
and insurance to protect 
their families and 
businesses. Our exemplary 
service simplifies even the most 
complex financial matters. So 
whether you are planning for 
yourself or an entire business, the 
disciplined investment approach 
and expert advice of The Principal” 
can help you secure your tomor- 


row. Now that’s total performance 


you Can count on. 


get ahead. 


Plan Ahead. Get Ahead." 
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Semiconductors 


The monkey and 
the gorilla 


SUNNYVALE, CALIFORNIA 


TIS a fair bet that more than half of the 

PCs bought this Christmas in America 
for less than $1,000 will have Amp rather 
than Intel inside. Not content with this sea- 
sonal miracle, Advanced Micro Devices, 
the perpetual also-ran of the computer pro- 
cessor business, is bidding to loosen Intel's 
grip on the more lucrative high end of the 
market too. It could well succeed. 

The clearest sign yet of the markets’ new 
confidence in AMD was a credit-rating up- 
grade last week by Tom Kurlack of Merrill 
Lynch, doyen of Wall Streets semi- 
conductor analysts. Mr Kurlack, a famous 
bear who, in 1990, pronounced AMD to all 
intents and purposes dead, was not the first 
to revise his views. Since August, shares in 
the 29-year-old Silicon Valley firm have 
more than doubled in value. 

For most of its existence, AMD has lived 
in the shadow of the deal that it did with 
Intel in 1982. To power its early PCs, IBM 
had decided to buy Intel's new x86 chips, 
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but wanted a second supplier to keep Intel 
under control. Under the terms of the 
agreement, Intel got the contract, but had to 
share its intellectual property with the 
smaller AMD. Intel broke the arrangement, 
AMD sued, and thus began nearly a decade 
of bitter legal battles between the two com- 
panies. Intel’s Andy Grove and AMD's Jerry 
Sanders became the Jarndyce and Jarndyce 


Best-quality education, going cheap 


HE firm with the strongest balance 

sheet fired the first salvo, announcing 
discounts for customers. Other industry 
leaders quickly followed suit. Regulators, 
meanwhile, are casting a wary eye for the 
kind of price-fixing behaviour that hasal- 
ready prompted one lawsuit by the De- 


; partment of Justice. The software indus- 
uy? Detroit? No, this is America's elite Ivy 
League universities. 


Princeton, America’s richest univer- 
sity, with over $750,000 in endowment 
for every student, started it earlier this 
year. It was concerned that its prices were 


- keeping out clever, poorer, kids, so it de- 
cided to offer full scholarships for stu- 
“dents with family 


incomes below 
$40,000, and more aid for those below 
$90,000. Shortly afterwards, Yale’s presi- 
dent, Richard Levin, announced more 
aid for middle-income families. 

Stanford and it (not technically Ivy 
League, but competitors nevertheless) 
soon unveiled similar plans. Harvard 
pondered matters and then increased its 
financial aid budget by 20%. Next came 
Dartmouth. And in October Cornell an- 


* nounced plans to raise $200m of new en- 


dowments to finance greater financial 


aid. The other Ivy Leaguers may not have 


the resources to compete. Brown has al- 


ready diluted the policy, still practised by 
rivals, of admitting students regardless of 
ability to pay and then guaranteeing 
them the aid they need to attend. 

Now there are stories of students 
faxing aid offers to competing schools 
and asking them to be matched. The Har- 
vard University Gazette reported that 
Harvard sent a letter this spring to all 
newly admitted students saying: “We ex- 
pect that some of our students will have 
particularly attractive offers from the in- 
stitutions with new aid programmes, and 
those students should not assume that we 





BUSINESS 
of the computing world. __ 

Although Mr Sanders was largely 
vindicated, the conflict distorted .. 
AMD's business, absorbed untold 
management energy and under- 
mined investor confidence. By sell- 
ing cheap, reverse-engineered Intel 
clones, AMD staggered on, some- 
times quite successfully, especially if 
Intel was late to market with a new 
product. But despite the support of 
computer makers groaning under 
Intel's dominance, trying to hitch à: 
ride on the back of a grumpy 8oolb 
gorilla was proving a precarious 
form of existence. 

Eventually, under a settlement in 
1995, AMD gave up any rights to Intel 
microcode. It was confiderit that its 
home-grown K5 would give Intel's 
Pentium a run for its money, whilea 
new $18 billion fabrication plant 
(“fab”) in Texas would meet demand and 
match Intel's manufacturing expertise. It 
did not. Design faults put the Ks more than 
two years behind the Pentium, and the Aus- 
tin plant lay largely idle. 

What saved AMD was an inspired ac- 
quisition. In 1996, it paid $625m for a com- 
pany called NexGen that had a great design 
for a sixth-generation processor, needing 
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will not respond." The most striking thing 
about this sentence is not its clumsy dou- 
ble negative. It is that Harvard sounds just 
like an appliance salesman crying, "We 
will meet or beat any price" 

In the past, the Ivy League universities 
have not merely avoided vulgar price 
competition; they have colluded to pre- 
vent it. For years, the manual of the Coun- 
cil of Ivy League Presidents said that the 
schools should “neutralise the effect of fi- 
nancial aid so that a student may choose 
among Ivy Group institutions for non-fi- 
nancial reasons". In short, the Ivy 
Leaguers (along with mit) fixed prices by, 
for instance, using a common financial- 


aid formula and agreeing not to award. 


scholarships based solely on merit. In 
1991, the Justice Department successfully 
sued to stop this. 

Why has it taken nearly a decade since 
the suit for competition to rear its head? 
Probably because the universities were 
not rich enough before. Now, after a long 
bull market, they have loads of money to 
spend (see chart) Michael McPherson, 
president of Macalester College, is an 
economist who has studied higher educa- 
tion. He reckons that the competition will 
get fiercer. “It seems to me that the logical 
move in the game is for someone to break 
out and offer merit aid,” he says. And that, 
in the genteel world of the Ivy League, will 
mean that the gloves really come off. 
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Chipping away 


PCs under $1,000 


Chip manufacturers’ market share 
%, third quarter, 1998 
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only a few tweaks to make it capable of vol- 
ume production. It also had a gifted engi- 
neering team whose leader, Atiq Raza, 
shared Mr Sanders's burning desire to take 
on Intel. 

Mr Raza's K6 processor, launched last 
year, has been a smash hit. Early produc- 
tion problems prevented AMD from meet- 
ing demand, but output this year should 
top 12m. It is the K6 that has made the prof- 
itable sub-$1,000 PC possible, turning it 
into the fastest-growing part of the market, 
accounting for 25% of all sales. 

Compaq, Hewlett-Packard and 18M are 
selling as many AMD-based PCs as they can 
crank out. Consumers seem to be indiffer- 
ent as to whether the "intel inside" logo is 
there or not—which, given the billions of 
dollars that Intel has spent creating what it 
hoped would be one of the world's most 
valuable brands, is perhaps surprising. For- 
tunately for Intel, corporate buyers have 
proved more loyal. It may be that they fear 
(wrongly) that networking PCs that run on 
different processors is risky. 

Can AMD maintain its momentum? To 
stay on track, it must double output and 
successfully launch its high-performance 
K7 processor in the first half of next year. 
Microprocessor Report, the industry bible, 
says that the K7 knocks spots off Intel's 
forthcoming Katmai. Yet any delays or pro- 
duction glitches would be disastrous. Next 
year should be a bumper year for rc sales, 
because millennium-bug worries will 
mean the junking of old hardware; but the 
industry fears a bust soon after. AMD there- 
fore needs to make hay while it can. 

Its ambitious target is to double its 
share of the pc market to 30%. With a new 
fab in Dresden, Germany, coming on 
stream, it should be capable of churning 
out 40m units by 2001. PC makers will be 
eager to help it get there, to keep up the pres- 
sure on overmighty Intel. But a fast matur- 
ing PC market and a wounded Intel will 
give AMD little respite. 
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South Korean business 


The eclipse of 
Moon Inc 


HONG KONG AND SEOUL 


HINGS are going from bad to worse for 

the Reverend Sun Myung Moon, who 
once planned to become America’s Mes- 
siah. His following there has dwindled to 
almost nothing. He is in South America, 
struggling to revive his career. Now his 
South Korean business empire has gone 
bust, a victim of the economic crisis. 

On November 30th four companies of 
Mr Moon's Tong Il (Unification) Group— 
Tong Il Heavy Industries, Hankook Tita- 
nium, Il Sung Construction and Il Shin 
Stone—filed for court receivership in Seoul. 
A fifth member, Il Hwa, a soft-drinks 
maker, went under in May. The five compa- 
nies account for three-quarters of the Tong 
Il group's business. Their collapse in effect 
means the end ofa firm that was once one 
of South Korea's top 30 chaebol, the family- 
owned conglomerates that dominate the 
country’s economy. 

Tong Il’s immediate problems were the 
usual ones of corporate South Korea—dis- 
appearing profits and huge, unpayable 
debts—overlaid with an extra one, Unifica- 
tion Church mismanagement. Between 
them the Tong Il group's 17 companies had 
debts of 2 trillion won ($1.2 billion), or 19 
times equity, at the end of last year. 

Most of the Unification Church's big- 
gest businesses have been losing money for 
decades (Mr Moon himself said last 
year that the Washington Times, a 
church-backed newspaper in Ameri- 
ca's capital, had cost him $1 billion 
over the previous 15 years), but devo- 
tion has kept the operation afloat. 
The Tong Il group was sustained by 
money from Japanese church mem- 
bers, who also sold ginseng, stone pa- 
godas and other religious objects, 
most of them made by Il Shin Stone. 
But the Japanese donations have 
dried up as bad publicity and law- 
suits have thinned the ranks and rev- 
enues of the faithful there. 

Money troubles have also under- 
mined Mr Moon's plans for North 
Korea. Born in the north, he has been 
careful to keep up contacts there. In 
1991 he struck a deal with Kim Il 
Sung, the late North Korean leader, 
to develop Mount Kumkang in the 
north into a tourist resort. But con- 
cerns about Tong II's finances stalled 
the project; eventually Hyundai, 
South Korea's biggest conglomerate, 
won the contract instead. In Octo- 
ber, Tong Il group offered to start a 
cruise service, paying North Korea 


$100 for every tourist it took to Mount 
Kumkang. But this time it was the South Ko- 
rean government, which wanted a single, 
reliable firm to run the politically sensitive 
service, that vetoed it. Last month Hyundai 
went ahead with its own cruises. 

Despite these setbacks, the church still 
plans to build a huge church in Pyongyang 
and a car factory in Nampo, to join the 
(money-losing) car plant it already runs in 
Vietnam. Given Mr Moon's track record, 
these North Korean car-making ambitions 
are puzzling. One of his biggest recent busi- 
ness failures was Panda Motors (China), 
which, when it was announced in 1989, 
was thought to be the largest foreign invest- 
ment so far in China. Panda's planned sales 
of 300,000 cars a year were meant to bank- 
roll a far bigger dream: an "International 
Highway of Peace", running (with a few al- 
lowances for oceans) from Tokyo to Lon- 
don, via North Korea and China. 

Mr Moon's representatives initially 
hawked the idea around Beijing and 
Shanghai, where officials were sceptical 
about the ability of a church with no car- 
making experience to pioneer a foreign car 
industry in China. But the church eventu- 
ally found less sophisticated officials in 
Huizhou, near Hong Kong, and sold them 
the idea (one local dignitary at the time was 
under the impression that Panda was one 
of America’s Big Four car makers, according 
to Eric Harwit, an expert on China's car in- 
dustry at the University of Hawaii). 

The Tong Il group promised to invest $1 
billion, and was in return given a 50-year 
lease on a huge plot at just over $1 a square 
metre, a small fraction of what the land is 





Mr Moon's troubles mount 
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worth. Panda then bought some old metal- 
stamping equipment from a plant that 
General Motors was shutting down in 
Ohio. Somehow this led to widespread (but 
unfounded) media reports that it was going 
to make a Chinese version of the Chevy 
Chevette. Panda never came up with a de- 


sign of its own; and in 1996, after spending 
an estimated $100m on the factory and re- 
lated ventures without producing a single 
car, it officially closed the plant. Today, the 
company is called Panda Property Devel- 
opment, the 50-year lease having turned 
out to be its most valuable asset. 








Oil industry 





Exxon’s Lee Raymond and Mobil’s Lucio Noto come together 


The decade’s worst stocks 


Low oil prices are the immediate cause of the oil industry’s merger mania; but 


its problems run far deeper 


Bo OIL is dead: long live Enormous Oil. 
This week, three months after Br 
agreed to buy Amoco for $48 billion, Exxon 
and Mobil, America’s biggest oil firms, an- 
nounced a $77 billion merger that will 
make Exxon-Mobil the world’s biggest oil 
firm—and, on some measures, the largest 
firm altogether. Antitrust authorities could 
still block the deal, but most analysts think 
this is unlikely: with minor exceptions, the 
merged firm will not dominate any signifi- 
cant segments of the retail market in Amer- 
ica or Europe. 

The proposed merger is already Starting 
to transform the world’s oil industry. It has 
lit a fire under oilmen. Firms that were 
once considered big, such as Chevron and 
Texaco, are rushing to find partners. This is 
true even in Europe, where national cham- 
pions have traditionally resisted pressures 
to merge: this week France’s Total an- 
nounced that it was buying Belgium's 
Petrofina for some $13 billion. Everybody 
in the business expects more of the same. 

Why is it happening now? Part of the 
answer lies in the dramatic collapse of oil 
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prices over the past year, thanks in part to 
the Asian crisis. This is squeezing margins 
and pushing firms to slash costs. In real 
terms, prices are at their lowest for 25 years. 
More important, the industry has given up 
hope that prices might rebound soon. The 
last chance of a quick fix was dashed re- 
cently when OPEC, which once had a stran- 
glehold on supply, failed to agree on pro- 
duction cuts. That news, though hardly a 
surprise, pushed oil-futures contracts on ex- 
changes in both London and New York to 
record lows of around $10 a barrel, for it 
showed conclusively that producers no 
longer have any control over prices. 

This has sharpened the focus of oilmen, 
who are famously defensive of their fiefs 
and have long resisted consolidation in the 
industry. Because most big oil companies 
have spent much of this decade slashing 
costs, they are already fairly lean. Now the 
only way to make further cost savings may 
be through big mergers, followed by ruth- 
less restructuring. Supporting this view, 
reckons Morgan Stanley Dean Witter, an 
investment bank, is the fact that the net in- 
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come per employee of the biggest oil 
firms—Royal Dutch/Shell and Exxon, be- 
fore its merger—is nearly 50% higher than it 
is at smaller companies, such as Texaco, 
Phillips and Chevron. Exxon is looking for 
savings of $2.8 billion within a few years 
from its merger with Mobil; some analysts 
say it could save more than $4 billion. 

Even so, the biggest source of merger fe- 
ver is not the low oil price, although that 
has made things more urgent. The real rea- 
son is that oil shares have performed worse 
than any other group of industrial shares 
over the past decade. While information 
technology has rewarded investors hand- 
somely, oil firms have consistently de- 
stroyed shareholder value—that is, their re- 
turns on capital employed have been lower 
than the cost of that capital. 

According to Douglas Terreson of Mor- 
gan Stanley, institutional investors, who 
hold perhaps three-quarters of the shares in 
listed oil companies, have started to re- 
spond by shifting their money into other 
businesses. They will do so ever faster un- 
less oil companies start offering higher re- 
turns. When asked whether they would 
have pushed ahead with their mergers ifthe 
oil price were, say, $20 a barrel, the bosses 
of both Exxon and BP emphatically say 
yes—not just in order to cut costs, but to im- 
prove returns in other ways as well. 


The lure of foreign fields 

The best way to improve returns on capital 
nowadays is to expand outside the mature 
markets in North America and Europe, 
where competition is most intense. Those 
oil companies, Shell and Exxon among 
them, which have a strong international 
presence have clearly outperformed those 
with a mainly domestic focus (see chart). 
While there will always be a role for 
scrappy entrepreneurs in the oil business, 
size is becoming increasingly important, It 
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takes a great deal of capital--and a match- 
ing appetite for risk—to succeed in such 
dodgy places as the Caspian or West Africa. 
Tackling a $6 billion oil project in China, 
for example, as both Shell and Exxon are 
doing, will be.a huge effort for Texaco, even 
with its revenues of some $50 billion—but 
small potatoes for Exxon-Mobil, which will 
be four times that size. 

Another force behind the merger mania 
may be.a perverse result of weak oil-share 
prices: itis now cheaper to buy oil reserves 
on Wall Street than by drilling your own 
well (see chart). This curious situation has 
prompted all sorts of takeover artists to 
buzz around the oil industry, looking for 
opportunities. Hicks Muse, one such firm, 
recently bought America's Triton—and got 
its reserves for about $3 a barrel. YPF, a 
privatised Argentine oil giant, has gobbled 
up Canada's Bitech, and paid less than a 
dollar a barrel for its reserves. 

Just as important, points out Edward 
Morse of the Energy Intelligence Group, an 
industry publishing firm, the cost of getting 
oil from new wells remains stubbornly 
high, at $5-6 a barrel or more. He believes 
that oil companies are finally giving up the 
illusion that technology will help to make 
oil in such places as the Caspian, the Gulf of 
Mexico or the North Sea as cheap as in the 
Arabian Gulf—home to three-quarters of 
the world's reserves—where it costs $2 a bar- 











rel or even less to extract. 

All of this points to a rude awakening 
for oilmen, who have long operated as 
though market forces did not really apply 
to their business. Even now, some old 
hands think they may not, or at least not 
fully. Pierre Jungels, chief executive of En- 
terprise Oil, an exploration firm based in 
London, complains that financial analysts 
misunderstand oil companies; he insists 
that valuations such as return on capital 
employed are misleading, given the long- 
term investments that firms such as his 
need to make to survive. Euan Baird, chair- 
man of Schlumberger, the most successful 
oil-services firm, insists that "there is no big 
structural change here—this is just the typi- 








cal oil-industry overreaction to the bottom 
ofthe price cycle." He says he has seen such 
worries surface every time the oil price hits 
bottom—and dissipate once more when it 
rebounds. 

Maybe this is right. Perhaps all the talk 
of market forces, efficiency gains and 
higher returns will go away if the oil price 
recovers--though, it should be said, there is 
little hint of that happening. Or perhaps 
political instability, a perennial wild card, 
will resurface and skew the economics of 
the industry once again. Bill Richardson, 
America's energy secretary, says he wants to 
build up America's "strategic petroleum re- 
serve” now, when oil is cheap, as a hedge 
against a future oil shock. 

In the end, though, the changes un- 
leashed by the mergers look unstoppable. 
There was a shadow hanging over Texaco's 
annual meeting with financial analysts, 
held the day after the Total and Exxon deals 
were confirmed. The firm's boss confided 
that he was completely surprised by the 
mergers, though publicly he said. that 
Texaco had been thinking of doing the 
same. Now a dozen other chief executives 
are scrabbling about looking for appropri- 
ate suitors. After all, Exxon and BP, two of 
the sharpest as well as biggest firms in the 
oil game, have shown the way. The rest of 
the industry has little choice but to follow. 





Oily charm 


MOSCOW 


i 

| 

| ISARMING your critics with good 
| public relations is not part of Rus- 
| sian business culture. Paranoid silence 
punctuated by intimidation is the norm. 
Until this week, Yukos—the country’s sec- 
ond-largest oil producer—was no excep- 
| tion. The taciturn tycoon who heads it, 
| Mikhail Khodorkovsky, recently sued one 
of Russia's top brokerages, Brunswick 
Warburg, for saying that the company 
| had abused its minority shareholders (a 
| Moscow court threw out the lawsuit on 
| December ist). 

Mr Khodorkovsky is used to Russian 
business combat. The mayor ofa Siberian 
town got a Yukos subsidiary to pay more 
local taxes by taking its board of directors 
hostage for a day. The mayor was shot 
dead a few weeks later. 

But on December 2nd, the company's 
bosses—their hands firmly held by one of 
the world's priciest corporate cosmeti- 
| cians, Burson Marsteller--tried a charm 
offensive, presenting a gripping tale of 
| cost-cutting, restructuring and modern- 
isation. The cost of producing a barrel of 
oil has fallen from $9.50 to $5.50 this year. 
Yukos has, it says, outsourced its service 


divisions to 82 newly created businesses; 
it plans to create an internal market be- 
tween production units and refineries; 
and it will spend around $200m install- 
ing management software from SAP, a 
German company whose information 
systems are supposed to create order out 
of chaos. PricewaterhouseCoopers, Ar- 
thur D. Little and McKinsey are among 
the company’s other advisers. 

What this means in practice is an- 
other question. The two-thirds devalua- 
tion of the rouble since August has 
chopped everyone's costs a lot—on paper. 
Overall, Yukos’s finances, like those of 
most big Russian companies, are still a 
shambles. Wages are paid three months 
late, according to the finance chief, Alexei 
Golubovich, Budgeting is primitive, con- 
trols are weak. “We need an American 
chief financial officer,” he says. 

Fireproof candidates only, please. Re- 
lations with western shareholders, for ex- 
ample, are extremely poor—not least be- 
cause the company management is 
considering a large issue of new shares, 
supposedly to compensate unpaid or 
newly sacked workers. There may be an- 








other reason. A third of the company's 
shares are held by the bank that Mr | 
Khodorkovsky founded, Menatep. They | 
were pledged to western banks, including 
WestLB of Germany and Daiwa of Japan, 
in return for a $236m loan that Menatep 
has had to renegotiate. Some suspect that 
the share issue is designed to restore the 
managements dominant position, 
should the creditors ever get the shares. 

Will good habits win over bad? Like 
many Russian companies, Yukos knows | 
that it needs to change, although without | 
appreciating the pain involved in doing | 
it properly. Even the public relationshave | 
some way to go. Asked whether he had en- 
joyed his rare meeting with the press, Mr 
Khodorkovsky said: “It would be more 
pleasurable to meet a bunch of our un- 
paid workers in Siberia.” 
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UYING and selling, nothing more com- 
plicated than that, has kept Albert Frere 
busy for 50 years. Only the scale of it has 
changed. In 1948 he was jobbing odd lots of 
low-grade steel to Eastern Europe for $100 a 
tonne. This week he was grossing $3 billion 
from the sale of his 30% stake in Petrofina, a 
Belgian oil firm, to Total of France. 

Half the Belgian steel industry has 
passed through Mr Frére’s hands in the in- 
tervening years. So has control of the coun- 
try's third-biggest bank and strategic stakes 
in a string of blue-chip firms, bought cheap 
and sold dear. Many have gone to foreign 
buyers. That has brought Mr Frére criticism 
at home for selling off national assets—but 
he also seems to be viewed as a national as- 
set himself. When Belgians talk of the “two 
Alberts” who run their country, the second- 
ary one they have in mind is King Albert II. 

A complicated corporate structure makes Mr Frére’s net 
worth difficult even to guess at: but think a billion dollars and 
up. At any rate, he can afford the occasional indulgence. In Octo- 
ber he joined forces with Bernard Arnault, boss of Moét 
| Hennessy Louis Vuitton, to spend $145m buying Chateau Che- 
val-Blanc, one of France’s best-known vineyards. 

Daunting as the Frére group structure may look, even in an 
abbreviated form (see chart), the various holding companies can 
be read as a potted history of the whole. Groupe Frère Bourgeois, 
at the top, is the old steel-product wholesaling business run by 
the family in the southern Belgian town of Fontaine l'Evéque. 
Erbé was a small furniture business Mr Frére bought in 1950. He 
used the shell 15 years later when buying up local steel makers 
with backing from Paribas, a French bank. 

The Belgian government paid a handsome price to national- 
ise Mr Frére's steel firms between 1979 and 1983. He took his 
cash and teamed up with a Canadian entrepreneur, Paul Des- 
marais: Partjoinco is the holding company from that era. In 1982 
they and others bought into Groupe 
Bruxelles Lambert, the junior of the two 
great Belgian conglomerates (the senior 
was Société Générale de Belgique). GBL 
had overborrowed in fast-appreciating 
Swiss francs and was not yet coining 
money from its ill-fated American asso- 
ciate, Drexel Burnham Lambert. The at- 
traction to Mr Frère was GBL' stakes in 
a dizzying array of Belgian firms, 
Banque Bruxelles Lambert and Petro- 
fina among them. He has been trading 
those shareholdings ever since. A Dutch 
bank, iNG, bought Banque Bruxelles 
Lambert last year. 

Plenty of people have looked for Mr 
Frére's "secret"; none has found it. He 
contrives to be enigmatic and prosaic in 
roughly equal measure, a distinctively 
Belgian blend. He has no obvious com- 
plexes about his rise from simple begin- 








Ce | 
Closing the deals 


Albert Frére may be arranging what too few tycoons want even to think 
about: a happy retirement 
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nings, and still keeps a house near Charleroi. | 
He moves from deal to deal with a coterie of 
long-term friends and partners. He detests 
giving press interviews and public speaking, 
but he is not reclusive. For many years he 
chaired a local chamber of commerce. 

In the way of things one might expect 
him to plunge onward to ever more daring 
deals and coups. He is 72, the sort of age at 
which tycoons often seem to fear that any 
easing up will invite a dawn raid from the 
grim reaper. But here Mr Frére may be set- 
ting the seal on his extraordinary life by do- | 
ing the most extraordinary thing of all: plan- 
ning sensibly for his retirement. 


Atime for everything 

The evidence for this extends beyond Mr 
Frére’s renewed attention to his wine cellar, | 
a lifelong passion. He has keen assembling a 
low-maintenance equity portfolio that any prospective pen- 
sioner would envy. 

In exchange for his Petrofina shares he is taking a stake of 
almost 9% in Total—making him the biggest single shareholder 
in what may emerge as the biggest French private-sector indus- 
trial group. He is also the biggest shareholder in France's fourth- 
biggest industrial group, Suez Lyonnaise des Eaux, with about 
11.5%. Suez brings with it an entrée into half the boardrooms of 
Belgium: in 1988 it bought Société Générale de Belgique, at near- 
ruinous expense. One beauty of the Total and Suez stakes is that 
they are easily divisible or sellable. Three children stand to in- | 
herit. Some unwinding of partnerships may also be inevitable. 

When Petrofina disappears, the only complicated bit of Mr 
Frére’s empire will centre on CLT-UFA, a Luxembourg broadcast- 
ing firm. Mr Frère and a French ally, Vivendi, share ownership | 
with Bertelsmann, a big German media group. Mr Frére bought 
out Vivendi's stake in another group company, Electrafina, ear- 
lier this year. A deal to simplify control of CLT-UFA seems a logi- 
cal next step. | 

Itis possible, of course, that Mr Frére 
views his stakes in Total and Suez as yet 
more trading assets. But it is hard to 
think what he might want to trade them 
for. They, and the board seats they bring 
with them, assure him honour and in- 
fluence across the French business 
establishment and the Belgian one too. 
And ifhe chooses to spend more time at 
his house in St Tropez, or tasting Che- 
val-Blanc—no problem there either. 

A biographer of Mr Frére records 
him as having said earlier in his career: 
“Little minority shareholder—little fool. 
Big minority shareholder—big fool.” But 
times change. There is something to be 
said, in the late afternoon of one's ca- | 
reer, for having investments that can 
manage themselves perfectly well in 
one's absence. 
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|. FINANCE AND ECONOMICS 


The unbearable lightness of 


The discipline of financial economics was flummoxed by the recent market 
turmoil, which saw the comeuppance of two of its leading lights 


€€"T^HOSE that can, do. Those that can't, 
teach." Robert Merton and Myron 
5... Scholes seemed to prove the old saying 
wrong. The two economists—the first at 
Harvard Business School, the second at 
Stanford University—shone with equal 
brilliance in the ivory towers of academia 
and in the real world of making money. 
Joint winners of the 1997 Nobel prize for 
economics, for their contributions to the 
theory of how to price financial assets, they 
were welcomed with rapturous applause 
-both in academic forums and on bank 
* trading-floors. Until, that is, the collapse in 
September of Long-Term Capital Manage- 
ment (LTCM), a hedge fund in which both 
professors were founding partners. Neither 
has been seen in public since. 
Financial economists have long prided 
themselves on being of more practical use 
than other exponents of the dismal science. 
Certainly, the work of Messrs Merton and 
Scholes—along with that of three earlier 
Nobel prize-winners, Bill Sharpe, Merton 
Miller and Harry Markowitz—has trans- 
formed the way the world's financial mar- 
kets operate. Financial economics has 
made the pricing of financial options and 
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other derivatives a science, and greatly in- 
creased their usefulness. And it has helped 
the efficient shifting of risks from those 
who do not want to bear them to those who 
do. Little wonder that a doctorate in finan- 
cial economics is these days considered a 
passport to a fabulously well-paid job in 
the finance industry. 

Now, however, financial economics is 
in some disrepute and disarray. Its practi- 
tioners have long disagreed over whether 
the startling rise in share prices in recent 
years reflects a decline in the premium re- 
quired by investors for the risk of holding 
shares, or—more simply—a bubble. And 
this autumn's turbulent events in the capi- 
tal markets left financial-economic models 
looking, well, academic. The debate about 
share prices will run and run. The recent 
capital-market crunch demands more ur- 
gent attention. 

Academic financial economists, un- 
surprisingly, still stand up for the science. 
René Stulz, who edits the profession's top 
research publication, the Journal of Fi- 
nance, says, in a new book he is writing, 
that rrcM's only impact will be as “a nice 
case study". Most academics hint that 


LTCM's downfall had nothing to do with 
the financial models of the two Nobel lau- 
reates (an argument that rather irks those 
Wall Street firms persuaded to invest in the 
hedge fund precisely because it was using 
their models). 

Their consensus view is that, at worst, 
the two Nobel winners were guilty of hu- 
bris. At best, they were the victims ofa “per. 
fect storm" in the markets: several ex- 
tremely unusual events took place at once, 
with consequences that could not reason- 
ably have been foreseen, and are unlikely 
ever to be repeated. And if even the 
cleverest academics lose money, doesn't 
that prove their point? The deepest insight 
of financial economics is that markets are 
fairly "efficient", meaning that you can 
earn high returns only by taking big risks. 
There really is no free lunch. 

Yet there is no denying that the recent 
market turmoil confounded existing finan- 
cial-economic models. The gaps between 
the yields on riskier bonds and newly is- 
sued Treasuries widened to levels they 
could not explain. In some markets, it was 
impossible to trade at any price. Another te- 
net of financial economics, that holding a 
diversified portfolio of assets reduces risk, 
wasalso challenged. In August and Septem- 
ber, there was a sharp increase in the cor- 
relation between price movements in the 
world's main bond and stockmarkets. And 
there was a failure of the driving force of 
financial economics, arbitrage—supposed 
to ensure that when asset prices move away » 
from their fundamental values, the poten- 
tial for investors to make a profit will drive. 
them back. 


The illiquidity trap 

Each of these failures is a different facet of 
market illiquidity. Financial-economic .- 
models are based on the assumption that 
markets are liquid: trading is cheap and 
easy. So it is not surprising that they could 
not cope this autumn. According to Jim An- 
gel, an economist at Georgetown Univer- 
sity, understanding liquidity means under- 
standing the markets’ internal workings— 
and most financial economists have ig- 
nored them, because they have been able to 
generate powerful results regardless. 

This willingness to ignore liquidity 
risks was not as negligent as it now seems. 
The market drought of the past few months 
really is unprecedented, even though there 
are some parallels with the 1987 stockmark- 
et crash. Then, sudden illiquidity under- 
mined hedging strategies known as “port- 
folio insurance”, causing market panic. 

Nor had economists—and, in particu- 
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across markets, and has found that liquid- 


lar, traders—ignored liquidity entirely. Op- 
tions-pricing theorists have long recog- 
nised the need to put some price on 
liquidity risk—though nobody has come up 
with a particularly scientific way of doing 
so. À growing branch of financial econom- 
ics known as *market micro-structure" con- 
centrates on why spreads and prices vary 


ity is an important factor. However, this 
analysis has mostly concentrated on the 
impact of liquidity on individual trades, 
not on the circumstances in which many 
markets dry up at the same time for days on 
end. Only one academic paper has come 
close to explaining recent events. “The Lim- 





| A tract for the times 


EORGE SOROS, to be clear about 
this from the outset, is a great and a 
good man--perhaps the most successful 
financial-market investor in history, and 
one of the most generous philanthro- 
pists of this or any age. His tragedy is that 
these remarkable distinctions do not sat- 
isfy him. He craves recognition as a great 
thinker. Because of who he is, there will 
always be buyers for his books, publish- 
ers for his books, and cash-strapped aca- 
demics to say flattering things about his 
books. None of this alters the fact that his 
books are no good. 

His newest, "The Crisis of Global 
| Capitalism"*, is more ambitious than its 
| predecessor, "The Alchemy of Finance", 
| and to that extent worse. What one might 
have hoped for from Mr Soros was a sim- 
i 
| 
i 
| 
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ple narrative describing the pickle that 
the world economy has got itself into, the 
role played by financial markets and 
practitioners such as himself, and, above 
all, some concrete and coherent sugges- 
tions about what should be done. It 
would be fascinating to know what Mr 
Soros knows about these subjects. 

But they are dealt with only briefly, 
| almost in passing. What should have 
| been his key chapter, “How to Prevent 
Collapse", skates over a proposal he has 
made before for a new International 
Credit Insurance Corporation so hastily 
| that the idea is literally unintelligible to 
| anybody not already familiar with it. The 
| section on hedge fundsis less than a page 
long. The section on capital controls, just 
over two pages, says: “It should be possi- 
ble to curb speculation without incur- 
ring all the harmful side-effects of capital 
controls.” At that one’s spirits lift: he is 
getting to the point. The next paragraph 
begins, “This is about as far as | want to 
go in prescribing solutions. Perhaps I 
| have already gone too far.” Is this a joke? 
l The book's other 225 pages are chiefly 
| concerned with “reflexivity”, the concept 
| that Mr Soros sees as his contribution to 
| western thought. He is not immodest 
| about this; he acknowledges his debt to 
Popper and says he found Kant, though 


| *Published in America by PublicAffairs and in Britain 
by Little, Brown. 





backward, quite stimulating. He sagely 
concedes that it is not necessary to reject 
the intellectual legacy of the Enlighten- 
ment altogether, but fears that substan- 
tial reconstruction will be needed. 

What is this paradigm-smashing doc- 
trine? “The Alchemy of Finance” gave 
readers a first immersion in reflexivity; 
now the theory is recapitulated and ex- 
tended from financial markets, where it 
began, to politics, life and the universe. 
To anticipate Mr Soros’s next book, here 
is the principle in its most general form. 
Let x be any human activity: then percep- 
tions of x affect x, and (wait for it) x affects 
perceptions of x. Here is a challenge for 
some future Quantum Research Fellow 
of Soros Studies: find anybody who ever 
denied it. 

Right at the start Mr Soros discloses | 
that he sometimes feels like a "gigantic | 
digestive tract, taking in money at one | 
end and pushing it out at the other.” The 
metaphor is well chosen. A remarkable 
thing happens to money as it passes 
through Mr Soros: it emerges multiplied, 
but otherwise unchanged. With other in- 
puts the results are more disappoint- 
ing—to be blunt, more in line with biol- 
ogy. Mr Soros gorged on chopped 
philosophy, mashed economics and 
facts and figures swimming in grease. It 
was too much. Before he knew what was 
happening, out rushed this book. | 
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its of Arbitrage”, by Andrei Shleifer and 


Rob Vishny, published in the March 1997 
Journal of Finance, describes how, when 
the need for arbitrage is greatest, financial 
institutions are at their most reluctant to 
lend to would-be arbitrageurs. It almost 
reads like a prophecy of rrcw's collapse 18 
months later. 

But will financial economists now be 
able to construct models of the behaviour 
of liquidity? Andrew Lo, an economist at 
the Massachusetts Institute of Techology, 
reckons that they will, and that eventually 
the models will include the human and in- 
stitutional factors that recent events have 
shown to be so crucial. However, ariother 
branch of economics known as: "behav- 
ioural finance", which tries to use the in- 
sights of psychology to explain apparent 
market inefficiencies, has so far failed to 
produce a convincing theoretical model. 
Stanford's Bill Sharpe doubts that econo- 
mists will get very far in modelling liquid- 
ity, because it relies too much on under- 
standing the detailed workings of 
individual financial institutions. 

Even so, financial economists are prob- 
ably right to point out that recent events 
have challenged only one part of their dis- 
cipline. Many insights—on matters ranging 
from how companies should finance them- 
selves to how people should change their 
investment strategies over their lifetimes— 
remain as useful as ever. One failure does 
not undermine an impressive body of 
knowledge. As one financial economist re- 
cently responded to criticism from a fellow 
academic from a different department, 
“When the space shuttle exploded, did that 
make you doubt the value of engineering?” 
Perhaps he should also have asked, “Did 
you lose any money?” 

" i 





Investment banking 


Commercial 
propositions 


OLF BREUER, chairman of Germany's 

Deutsche Bank, is a busy man. Martin 
Taylor, until recently chief executive of Brit- 
ain's Barclays Bank, used to be too. On No- 
vember 30th Deutsche announced for- 
mally that it was to create the world's 
biggest bank, by buying Bankers Trust, 
America’s eighth-largest. “A global finan- 
cial-services provider with a transatlantic 
platform," gushed the press release. Deut- 
sche has paid a lot—$10.1 billion, plus an- 
other $400m to keep Bankers’ top talent. 
No matter, Mr Breuer is out to spend. Two 
days later, Deutsche said it was buying the 
Belgian arm of France's troubled Crédit Ly- 
onnais. The cost—DM1 billion ($588m)—is 
small beer, but this may be only the first 
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Bye-bye Taylor; buy-buy Breuer 


splurge in a European shopping spree. 
Deutsche, clearly, wants to be big. Very big. 

Quite what Barclays, Britain’s second- 
biggest bank, wants to be is anybody's 
guess. Mr Taylor resigned in a huff on No- 
vember 27th. His reasons are still a bit mys- 
terious, but he seems to have felt that 
Barclays’ board was plodding and obstruc- 
tive. For their part, many of its members felt 
that Mr Taylor was riding roughshod over 
them. One big dispute seems to have been 
over the future of Barclays’ investment- 
banking operation. The bank had already 
sold large bits of Bzw, its investment-bank- 
ing arm. Mr Taylor was keen to sort out the 
remnants of that business. It had been re- 
grouped into Barclays Capital, which had 
just incurred a big loss in Russia. 

Two banks, one theme: how to respond 
to the way in which the banking industry is 
changing. Banks’ basic activity—taking de- 
posits and making loans to companies—is 
under threat as capital markets swell. 
Should banks, like steel companies, simply 
squeeze margins out of a declining busi- 
ness? Or should they reinvent themselves 
as investment banks? 

The question is not new. Many banks, 
motivated by glamour and fashion as 
much as by commercial logic, have tried to 
get into investment banking. In the early 
1980s it was American banks such as Chase 
Manhattan, Bank of America, or Citicorp. 
In the late 1980s it was Japanese banks such 
as Industrial Bank of Japan. Since then it 
has been continental European banks such 
as Paribas and, more recently, Deutsche 
and Dresdner. 

The only ones to have succeeded are J.P. 
Morgan and Credit Suisse (through First 
Boston), though uss of Switzerland still has 
a chance. British banks, such as Lloyds TSB, 
or more recently Natwest, have given up. 
Lloyds TsB has, indeed, refashioned itself 
into a highly profitable retail bank. But few 
markets, and certainly not Germany’s, offer 
the fat retail margins available in Britain. 
Yet German banks, including Deutsche, 
have not proved themselves against the 
likes of Merrill Lynch, Goldman Sachs or 
Morgan Stanley Dean Witter. 

Why do commercial banks have such 
difficulties with the metamorphosis into 
investment banking? One problem has 
been that American law used to bar com- 
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mercial banks from it. And America has the 
deepest, most competitive capital markets. 
Though the law has been eroded, the big in- 
cumbents still enjoy an advantage from the 
sheer size of the businesses they have built 
up. Investment banking is a volatile busi- 
ness with high costs. Economies of scale 
matter. Yet achieving a critical mass is 
hugely expensive: and, as the recent crisis 
has shown, when markets sour, the pain 
can be excruciating. 

Business culture matters too. Invest- 
ment bankers want to make lots of money 
and clear off; commercial bankers prefer a 
steadier career path. Commercial banks 
have slower, stodgier decision-making; in- 
vestment bankers shoot from the hip. 
When commercial banks move into invest- 
ment banking, the two cultures inevitably 
clash. This clash, combined with an imper- 
fect understanding of markets, helps ex- 
plain the many risk-management debacles 
at commercial banks in recent years. 

Those few commercial banks that have 
been broadly successful in investment 
banking have tackled the cultural divide in 
different ways. Credit Suisse kept its invest- 
ment bank, CsFB, as a distinct business. J.P. 
Morgan, uniquely, managed to transform 
itself almost completely from a commer- 


Bubble babble 


€€ AN EDITOR is someone 
who separates the 

| wheat from the chaff and s` 
| prints the chaff,” said Adlai 6 

Stevenson, a perpetual Amer- S 
ican presidential candidate. 
Sadly, his words also apply to 
economic and financial com- 
mentary. Economic writers love to use— 
and abuse—jargon; and, to give their dry 
discipline more appeal, they resort to 
tired but lurid metaphors. This can con- 
fuse the reader; at worst, it misleads. So 
in the interest of self-improvement we 
are introducing an occasional series: 
beating the jargon. Suggestions from 
readers are welcome. 

This week we focus on financial bab- 
ble. As any self-respecting financial jour- 
nalist knows, stockmarkets never simply 
decline or fall, they shudder, swoon, 
haemorrhage, crash, plunge or sink in a 
river of blood. That is, of course, unless 
they are subject to profit-taking or a cor- 
rection, which happen when the writer 
has recently predicted they will surge, 
| soar, balloon, burgeon and so forth. 
| Periods of falling share prices, such as 

this summer, bring forth much talk of 
meltdown, bloodbaths and volatility. 
Oddly, however, share prices are “vola- 
tile” only when they are falling. When 








cial bank into an investment bank. 

Barclays has yet to decide what it wants 
to do with Barclays Capital, though it seems 
unlikely to remain a separate entity for 
long: being half-in and half-out of invest- 
ment banking is the worst of both worlds. 
Deutsche has failed in its previous attempts 
to join the top league, first by buying Mor- 
gan Grenfell in 1989, then by poaching 
staff. Now it says it will push through 
changes much more ruthlessly than before. 
But the biggest problem will be changing 
the culture in Deutsche itself. That will keep 
Mr Breuer busy for a while yet. 





Credit derivatives 


Of devils, details 
and default 


FTER all the credit disasters that have 
afflicted international lenders in re- 
cent months, one might have expected 
some people at least to be looking smug. 
These far-sighted folk had bought insur- 
ance against their borrowers’ defaulting, by 
dabbling in the growing market for credit 


they start rising again, they have 
“stabilised”, rallied, bounced 
or sprinted to safety—imply- 
ing that such rises reflect eco- 
nomic fundamentals. Thus 
crazy gains in share prices are 
perversely viewed as “stabil- 
ity”, while a drop to more realis- 
tic levels is seen as instability. This rein- 
forces the dangerous view that huge rises 
are normal and sustainable. 

A related abuse is that recessions 
tend to be described by businessmen 
and politicians as cyclical downturns, 
while economic booms are never cycli- 
cal expansions. This is convenient: bad 
times are the fault of impersonal eco- 
nomic forces; good times the result of far- 
sighted human decisions. | 

At its least flamboyant, financial jar- 
gon is a stock of glib phrases that provide 
ready-made explanations for any given 
turn of events. For example, suppose that 
new figures show that growth is faster | 
than expected. If share prices rise, ana- 
lysts will point to “hopes of stronger 
profits”. If share prices fall, they blame 
“fears of higher interest rates”. Econo- 
mists, they say, try to tell you where you 
are going by looking in the rear-view mir- 
ror. Financial scribblers simply reach for 
the cliché in the glove compartment. 
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| Surprise party 


i 


| ENTRAL bankers like to take finan- 
| cial markets by surprise. They cer- 
| tainly succeeded on December 3rd, 
| when Germany's Bundesbank, followed 
| by the other ten central banks of the 
| countries that will join Europe's single 
| currency, the euro, in January, cut inter- 
| est rates. None of the ten economists 
| polled by Reuters the previous day had 
| expected the Bundesbank to change rates 
before the European Central Bank (ECB) 
takes over on January ist. 

The Bundesbank cut its repo rate 
| from 3.3% to 3%. The other euro countries 
| trimmed their interest rates to the same 
level, with the exception of Italy, where 
| the rate is now 3.5%. Italian rates too will 
| have to drop to 3%, the planned starting 
rate for the euro, by January. 

The cut was even more unexpected 
| since it came on a day when new figures 
showed that German Gpr growth had 
been faster than expected, 2.8% in the 
year to the third quarter. Business sur- 
veys suggest that growth in the whole 
euro area is likely to slow next year, but 
The Economist's poll of forecasters still 
expects euro-11 growth of 2.3% in 1999. 
This compares with expected growth of 
only 1.7% in America; yet interest rates 
there, even after three successive cuts by 
the Federal Reserve, remain significantly 
| higher, at 4.75% (see chart). Nor were 
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other indicators such as money-supply 
growth or wages pointing to rate cuts. 
The euro area’s inflation is 1.0%, well 
within the Ecs’s future target range of 
less than 2%—~but this is hardly deflation. 
One explanation for the central 
banks’ action may be that it takes the 
pressure off the ECB to cut rates at its first 
meeting in January. Some economists 
feared that recent political pressure for 
lower rates might cause the ECB to delay 
rate cuts even if they were justified, 
merely to prove its independence. The 
ECB can now take more time to find its 
feet. A more cynical explanation is that 
national central banks could not resist 
one last fling before losing their power. 


| 
| 





derivatives. Much of the insurance covered 
loans to risky emerging markets. Sure 
enough, two of those markets—Russia and 
Indonesia—have, in effect, defaulted. But 
unfortunately perspicacity has not been re- 
warded. Many of the insured have found 
themselves with less protection than they 
thought—or even with none at all. 

Lawyers have been called in to try to 
sort out the mess in several disputed deals; 
one banker forecasts a “miasma of litiga- 
tion”. Many disputes involve Credit Suisse 
First Boston, which was the biggest actor in 
the Russian market. 

The most popular type of credit deriva- 
tive is a default swap. In theory, the deal is 
simple. The seller of the swap agrees that, 
should a borrower default, he will take over 
the debt at face value; in return he collects a 
fee from his counterparty. The great attrac- 
tion of this is to allow both sides to take a 
pure view of a borrower's credit risk (which 
has usually been bundled together, for ex- 
ample in a bond, with interest-rate risk). 

This has made the swaps appealing to 
banks that want to buy protection for their 
loan portfolios, or to take credit risk with- 
out having to finance it~which has be- 
come expensive for many banks lately. 
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Traders wanting to take a punt purely ona 
borrower's creditworthiness have also been 
keen. Many default swaps were embedded 
in bonds (so-called credit-linked notes) that 
paid a big interest rate so long as, say, Rus- 
sia did not default. The 


question has caused huge headaches for 
buyers of swaps on sovereign borrowers. 
Whether Indonesia’s restructuring consti- 
tuted default has been a matter of heated 
debate. Russia’s position is even more con- 
tentious. It has defaulted on its domestic 
debts, but, so far, has maintained payments 
on its foreign ones. Does this constitute 
what the market dubs a “credit event"—ie, 
something going badly wrong—on the for- 
eign debt too? If so, the swaps written on it 
would be triggered. Buyers of insurance 
think just such an “event” has taken place; 
sellers, not surprisingly, do not. Swap agree- 
ments are horribly vague on the subject. 

Settlement poses different problems. 
Most swaps involve, in the event of a de- 
fault, delivery of the underlying asset, 
rather than the cash equivalent of its mar- 
ket price. With good reason: if a borrower 
defaults, markets in its debt will be virtu- 
ally non-existent, so prices will be unrealis- 
tically low. If settlement were cash-based, 
insurers would have to shell out more than 
they need. So they generally prefer to take 
delivery of bonds, loans, or other assets in- 
stead. Yet that causes problems for their 
counterparties. Many contracts are vague 
about, or place restrictions on, the sorts of 
assets that can be delivered. 

This is bad enough for those actually 
holding the assets. But many traders, who 
had been betting rather than insuring 
against default, did not: they had to buy 
them. But when? If the firm that wrote the 
swap does not agree that there has been a 
default, the swap buyer might end up with 
a load of junk on its books. Yet if he waits, 
the prices of the assets might rise, again 
causing him an unwelcome cost. 

This is especially true if there are more 
default swaps written than there are under- 
lying assets available to settle them—as was 
the case with South Korean and Indone- 
sian debt. With everybody 





market has grown rapidly, 
especially in Asia, where 
concerns about default 
have been greatest. Accord- 
ing to the British Bankers’ 
Association, the volume of 
outstanding credit-deriva- 
tive contracts has doubled 
over the past year. 
Unfortunately, the 
market has hit a couple of 
snags. Simple in theory, de- 


scrabbling around to buy 
debt, its price is forced up. 
Asa result, traders earned a 
lot less on their deals than 
they had hoped. 

One solution for the fu- 
ture would be to standard- 
ise swap contracts to make 
it clear what would trigger 
them. The International 
Swaps and Derivatives 
Association, the industry 





fault swaps are anything 


trade body, is trying to do 
this. But there is a funda- 








but in practice. The market 
has always been inef 
ficiently priced. The buyer of the insurance 
is, after all, also taking a credit risk on the 
insurer. But the prices charged by the pro- 
viders of such guarantees do not reflect 
their different credit-standings. 

Recently, however, two new questions 
have come to the fore: how to define a de- 
fault, and how to settle the deals. The first 





mental tension between 
the desires of buyers and sellers. Sellers 
want to make both the definition of default 
and what can be delivered as narrow as 
possible; buyers want just the opposite. Ac- 
commodating both views will be tricky—al- 
though hardly more so than sorting out the 
current mess. 
a 
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South Korean finance 


Junk funk 


SEOUL 


HE unhealthy commercial dominance 

of South Korea by its big business con- 
glomerates, or chaebol, is legendary, as is 
the parlous state of some chaebol finances. 
Recent changes in the local corporate-bond 
market respond to both problems: chaebol 
borrowing will be curbed, so cash-strapped 
smaller companies will find capital easier 
to come by. But not everyone is cheering. 
The troubling question is whether South 
Korea’s accounting and credit-rating re- 
gimes can cope with the changes. 

A new rule that came into effect on Oc- 
tober 28th has cut the amount of debt the 








Plastic arts 


MUMBAI 


N ADVERTISEMENT for credit cards 
on Indian television tells the story of 
a young man on a date in a restaurant. 
His pockets bulge with wads of cash, but 
his lady-friend looks listless and unim- 
pressed. In floats a bit of plastic and—ab- 
racadabra!—he oozes confidence and she 
fawns with admiration. Not, perhaps, a 
brilliant work (nor especially original: 
richer countries saw similar ads a few 
years ago); but the message is clear— the 
competition is cash. Last month two 
more global companies, GE Capital and 
American Express, launched credit cards 
in India. Are the card companies as starry- 
eyed as the amorous suitor? 

To them the Indian credit-card mar- 
ket glows with promise. Growing num- 
bers of Indians aspire to a rich-world life- 
style, and have access to foreign brands. 
Young Indians are not as thrifty as their 
parents, and income-tax rates have fallen, 
allowing them to spend more. The num- 
ber of credit-card users is growing by 30% 
a year. Visa, a payments company, thinks 
the Indian card market is one of the fast- 
est-growing in Asia. 

Only a few years back, lured by similar 
bait (200m middle-class consumers) for- 
eigners rushed in to sell televisions, cars, 
refrigerators, washing machines and mu- 
sic systems. Many are still licking their 
wounds. They found that disposable in- 
comes are small, and that few Indians are 
willing to buy prestige products. 

Credit cards face the same obstacles. 
Ofan estimated 30m adults who are eligi- 
ble (households with incomes of over 
60,000 rupees, or $1,400 a year), only 3m 
have a card. Citigroup and Standard 
Chartered have 60% of the card market. 
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five biggest chaebol may take on. Invest- 
ment-trust companies have had to limit 
their holdings of bonds issued by such 
firms to a maximum of 15% of their corpo- 
rate-bond holdings. One consequence of 
this has been the emergence of a market for 
higher-yielding, and therefore riskier, 
“junk” bonds. Fund managers are hungry 
for this paper. But is it good for them? 

Fund management has been one of the 
few booming businesses in South Korea 
since financial crisis hit a year ago. But it is 
the preserve of financially fragile invest- 
ment trusts. The assets under management 
by the 24 fund-management firms now to- 
tal 200 trillion won ($160 billion). 60% is 
invested in bonds (mostly those issued by 
the five biggest chaebol); 35% in money- 
market instruments such as commercial 
paper; and less than 2% in equities. 


But most Indians prefer cash, partly be- 
cause it leaves no trace. This year, the gov- 
ernment has added credit cards to the list 
of assets whose owners must file a tax re- 
turn. Card-company profits are thin, be- 
cause spending per card is small (around 
$400 a year), and most Indian card users 
settle their bills before they start incurring 
interest charges, 

Foreign banks also have the disad- 
vantage of being relatively unknown in 
the retail business, particularly in smaller 
Indian cities. Asa result, more than halfof 
India’s card users are in just two large cit- 
ies—Mumbai and Delhi. One of the new 
card issuers, GE Capital, hopes to break 
this pattern, through a partnership with 
State Bank of India (sr), India's largest 


The new rules caused a sharp drop in 
the number of new chaebol bond issues 
(see chart on next page). The resulting short- 
age of chaebol bonds caused prices to rise 
and yields to fall—three-year corporate- 
bond yields fell to 9.25% on December tst, 
down from 10% a month ago and 24% a 
year ago. Government-bond yields hover 
around 8%, but these are not easily avail- 
able in the secondary market. This poses 
problems for the investment-trust compa- 
nies, which promise investors fixed returns 
regardless of market conditions. 

So fund managers have little choice but 
to buy "junk" bonds issued by companies 
whose ratings are below "investment 
grade”. As a result, in November, small 
firms nearly doubled their share of applica- 
tions for new bond issues, to 55%. More 
than 20 companies have issued junk 


commercial bank, which has over 50m 
customers and an unmatched branch 
network. The other, Amex, has set its 
sights on existing card users, by offering 
them cheaper credit. 

But even if the banks win new custom- 
ers, they will run new risks. For instance, 
they have no way of checking if a cus- 
tomer has defaulted on a card issued by 
another bank. The credit information 
available is scrappy and often wrong. At a 
meeting of credit-card issuers in Banga- 
lore recently, bankers decided to set up a 
databank to allow them to swap lists of 
defaulters. India's legal system offers little 
help; some banks hire agents to collect 
payments from difficult customers. This 
can prove embarrassing—as one large 
British bank discovered when a court in 
Mumbai censured it for roughing upa de- 
faulting customer. The wrong script alto- 
gether for an advertisement. 





Or do you take cash? 














bonds--toa total value of about 600 billion 
won ($480m) This would have been un- 
thinkable even a month ago. 

These bonds offer returns as much as 
three percentage points higher than those 
on chaebol debt. But they carry a cor- 
respondingly higher risk, which it is hard to 
hedge against because there is not much of 
a derivatives market in South Korea. Worse, 
few financial institutions have rules stop- 
ping them investing in junk bonds. Some 
fund managers are already in deep trouble. 
The three investment-trust firms that con- 
trol. two-thirds of the business (Korea, 
Daihan and Citizens) lost 600 billion won 
in the six months to September. 

Fund-management firms complain 
that they are at a disadvantage compared 
with other institutions that manage trust 
funds. Banks and insurers manage 150 tril- 
lion won but, unlike fund-management 
firms, are allowed to lend it out. They de- 
ploy more than 70% of their funds in this 
way, which is very profitable. 

Fund managers are also contemplating 
tighter government regulations, though it is 
not yet clear how stringently they will be 
enforced. The rules now require invest- 
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ment trusts to keep at least 15% (up from 5%) 
ofthe funds under management in cash, to 
meet any rush by investors to redeem their 
holdings. Any new investment trusts 
(though not existing ones) will also have to 
value the bonds they hold at market prices. 
Sothe industry faces stricter financial disci- 
pline just as it is being compelled to take 
bigger risks—a combination that might 
give fund managers and regulators alike a 
few sleepless nights. 
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The business cycle 


Puncture ahead 


America’s economic expansion is now its longest ever in peacetime 


XPANSIONS do not die of old age; they 

are typically murdered by policymak- 
ers’ mistakes. Even so, America’s current ex- 
pansion is looking decidedly long in the 
tooth. The economy has just entered its 
93rd month of uninterrupted growth since 
the trough of the recession in March 1991. 
This beats the previous longest peacetime 
expansion in 1982-90; although not yet the 
record set in the 1960s, when growth was 
prolonged by defence 


ment. The term “cycle” gives the mislead- 
ing impression of a regular, up-and-down 
pattern in the economy. Yet cycles come in 
many different shapes and sizes. Since the 
second world war, the shortest expansion 
has lasted only 12 months, the longest, in 
the 1960s, 106 months. It is this variation 

that makes downturns so hard to predict. 
What is clear, however, is that the eco- 
nomic cycle has become less bumpy than it 
used to be. Economic ex- 





spending during the Viet- 
nam war. Most economists 
(and, it would seem, Wall 
Street investors) still see no 
sign of recession ahead. 
Has the business cycle fi- 
nally been conquered? 
The official arbiter of 
the dates of economic 
turning-points in America 
is the National Bureau of 
Economic Research, in 
Cambridge, ^ Massachu- 
setts. It pinpoints peaks 
and troughs in the busi- 
ness cycle by using 
monthly and quarterly in- 
dicators, including Gpp, 
industrial production, re- 
tail sales, and employ- 








pansions have become 
longer and contractions 
shorter and shallower (see 
chart) Victor Zarnowitz, 
an economist at the Centre 
for International Business 
Cycle Research at Colum- 
bia University, calculates 
that between 1854 and 
1945 the average expan- 
sion lasted 29 months and 
the average contraction 21 
months; but since the war, 
expansions have lasted al- 
most twice as long, an aver- 
age of 50 months, while 
contractions have short- 
ened to an average of only 
11 months. 

There are several possi- 
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ble explanations for the taming of the busi- 
ness cycle. They include the shift in output 
from manufacturing to services, which 
tend to be less cyclical; the bigger role of 
governments, which, unlike firms, do not 
slash jobs during recessions; "automatic 
stabilisers", such as unemployment bene- 
fits, that cushion incomes in downturns; 
government deposit insurance, which 
helps to prevent banking crises; and better 
inventory control through just-in-time 
techniques and the use of computers. 

All these have no doubt helped to mod- 
erate economic fluctuations. But some 
economists go further and argue that 
globalisation and new technology are eas- 
ing capacity constraints, holding down in- 
flation and so making it possible to sustain 
growth into the indefinite future. Yet long 
business expansions, notes Mr Zarnowitz, 
have repeatedly generated expectations of 
never-ending prosperity. 

History is, indeed, littered with prema- 
ture obituaries of the business cycle. In the 
late 1920s, on the eve of the Depression, 
there was talk of a new industrial era of 
rapid, everlasting growth. In the late 1960s, 
Arthur Okun, an economic adviser to Presi- 
dents Kennedy and Johnson, proclaimed 
that the business cycle was “obsolete”—and 
the Commerce Department was so confi- 
dent that it decided to change the name of 
one of its publications from Business Cycle 
Developments to Business Conditions Di- 
gest. A recession began a year later. 

Expansions tend to succumb to one of 
three assailants. The most common in re- 
cent decades is an overheating economy 
with rising inflation. This forces the Federal 
Reserve to raise interest rates, which chokes 
off growth. A second common culprit is an 
external shock, such as a sharp rise in oil 
prices, as in the mid-1970s. But inflation, 
interest rates, and the price of oil are all 
now low or falling. The usual suspects are 
not in evidence. 

This leaves the third: a financial crash 
when a speculative bubble bursts. Several 
unsustainable imbalances are evident to- 
day in America: a negative savings rate as 
consumers shop till they drop, and an un- 
usually high level of investment, which has 
been growing at its fastest rate since the 
1920s. Both have been fuelled by cheap 
credit and big gains in equity prices. 

It is possible that these excesses could 
unwind gently, causing a slowdown rather 
than a slump. But this would require a lot 
of luck, especially against a background of 
falling profits. If share prices tumble, con- 
sumer spending and investment may fall. 

Should America's expansion continue 
for another year or so, it will become the 
longest in history, beating even that in the 
1960s. The bigger risk, however, is that it 
will enter the history books with a less 
happy ending. 
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Sometimes the answer to an obvious problem isnt found in a 


obvious place. The editors of the Economist Intelligence Unit's Healthca: 
international reports will testify to that. 

Each quarter they uncover new trends and technologies in th 
most unlikely places. The US Army is a fine example. 

With 8 million people to care for, costs are as critical here as the 
are in civilian medicine. However, the army, unrestrained by patier 
litigation, has been able to forge ahead with the development « 
technology that spreads expertise and saves time. 

'The introduction of video conferencing allows consultants base 
in one country to examine patients in another. 


^ . . ” . . . 
Sophisticated “telepresence equipment enables specialists 1 





erform not only tests by remote control but delicate surgery as well. 


And home diagnostic systems using telephone or cable television 
ines permit at-risk patients to monitor themselves, avoiding the 
'ostly and time-wasting routine of hospital check-ups. 

Clearly the potential for such technology in civilian medicine is 
'normous, but if it had not been for Healthcare international civilian 
nedicine might still not have known about it. 

It is one of many reports published by the Economist Intelligence 
Jnit. For further details of them all, simply visit our website at 
ittp://www.eiu.com or call Amy Ha in Hong Kong on (852) 2802 7288 
r Lela Abdullah in Singapore on (65) 536 2240. "Phe Eroncemis 


They are just what the doctor ordered. Intelligence Unit 
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It is a simple principle that guides how we work. As one of the world’ largest 
petroleum companies, Chevron has established close and trusting partnerships with 
more than 70 nations. Partnerships that have been nurtured by observing local customs 
and learning local languages. At Chevron, we've Chevron 


long understood that the best way to work together — Chevron 


is to respect what makes each country unique. The symbol of partnership. 
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Level-headed 


NE of the ways in which global- 
isation is said to endanger civilisa- 
tion as we know it is by reducing the abil- 
ity of governments to collect taxes. As 
labour and capital become more mobile, 
it is argued, workers and investment will 
flee to low-tax jurisdictions. What goes for 
taxes is also said to go for economic regu- 
lation. People and firms will move to 
places where the burden of government, 
measured by taxes or by rules that reduce 
incomes and profits, is least. This, the ar- 
gument goes on, will be disastrous. Even 
the craziest libertarians acknowledge that 
governments are needed for some 
things—if only to protect the rich, as they 
| feast on truffles and champagne, from the 
mob. If states cannot raise taxes, how is 
| even this duty to be discharged? 
I 
| 


Adding to the fear that open markets 
encourage a “race to the bottom” in pub- 
lic spending and regulation is a milder, 
more technical concern: that different 
schemes of either sort interfere with the 
smooth working of otherwise integrated 
markets. The fact that alcohol is taxed 
| more heavily in Britain than in France 
| “distorts” the flow of drink within the Eu, 
as any trip on a cross-Channel ferry re- 
turning to Britain makes plain. Differing 
schemes of regulation add to the cost of 
doing business across borders, even if the 
differences are too slight to cause outright 
flight of investment. 

All this, it is said, adds up to a strong 
case for “harmonisation”. Let govern- 
; ments get together and devise, if not iden- 
| tical, then at least mutually conforming 
| codesoftaxation and regulation. 
| These arguments are not entirely 
| without merit. Seen from governments’ 
| point of view, tax competition is a nui- 
| sance. Within Europe, Ireland has at- 
| 
| 
1 





tracted a great deal of inward investment 
partly by setting its taxes on profits very 























Just before EMU dawns, Europe is preoccupied with **tax competition". Yet 
does rivalry among taxmen really threaten good government? 





low. Other governments have noticed 
this, and are not pleased. In general, over 
recent years, governments have come to 
rely less on taxes on capital and more on 
taxes on wages (see chart). This is partly, if 
not mainly, because workers are less mo- 
bile than capital. Seen from businesses’ 
point of view, too, poorly co-ordinated 
schemes of business regulation can be a 
great burden—and an impediment to the 














smooth working of Europe's single 
market. 

Nonetheless, the increasingly strident 
complaints about tax and regulatory “ar- 
bitrage” (an even stronger term of abuse 
than “competition”) are greatly overdone. 
To balance the discussion it is necessary 
to bear two things in mind. 

First, current levels of taxation in Eu- 
rope hardly give cause for alarm over the 
ability of governments to provide essen- 
tial services. Germany pays 45% of its GDP 
in taxes, France 50%, Italy 47%. All these 
numbers, despite the remorseless march 
of global markets, are higher than in 1990. 
The marginal rate of tax for a German 
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earning the average wage is more than 
50%. Forty years ago taxes like these would 
have been regarded as confiscatory. 

Regulation is harder to quantify, but 
few would argue that Europe is under-reg- 
ulated. Indeed, although the picture var- 
ies from industry to industry, it is proba- 
bly more heavily regulated today than it 
was five years ago. Neither that nor fear of 
capital flight stops governments propos- 
ing further extensions of regulation of 
various kinds, in labour markets and cap- 
ital markets alike. 

Reviewing these trends, you might 
conclude that the first few laps ofa race to 
the bottom are just what Europe needs. 
Indeed, you. might ask why competition 
in taxes and regulation has had so little 
effect. The answer, and the second point 
that needs to be kept in mind, is that such 
competition is a subtler thing than is of- 
ten supposed. 

In the real world, there will always be 
limits to the mobility of both labour and 
capital. People are tied by language, cul- 
ture, family and friends. It takes a lot to get 
people to emigrate (otherwise Britain 
would have emptied in the 1970s), and for 
the foreseeable future this will remain 
true. As long as it is, governments will be 
able to keep taxing people more heavily 
than they wish to be taxed. 

Mobility of capital, also, is more lim- 
ited than people think. New capital can 
be put anywhere, but once it has been 
turned into a factory, a building, a trained 
workforce or a distribution network, it is 
less than perfectly mobile. As soon as cap- 
ital has sunk some costs, the taxman can 
call and not be disappointed. For now, 
Europe’s politicians can breathe easy. 

What about the more distant future? 
Sorry, but there will still be taxes. Imagine 
a free-market Dystopia, a frictionless sys- 
tem in which rootless people and capital 
can move instantly and costlessly any- 
where in the world. How would national 
governments, if they still existed, tax such 
fast-moving entities? They would do it by 
offering—radical thought—value for 
money. People and firms would still 
choose to stay in high-tax, or more regu- 
lated, places, so long as they believed they 
were getting something worthwhile in re- 
turn: better roads, better education, better 
public services, a cleaner environment, 
contented workers, safer streets. 

Governments that could not provide 
good value for money would indeed find 
their economies shrinking beneath them. 
For them, arbitrage in taxes and regula- 
tion would bea problem. For citizens and 
companies, though, such competition, 
even in this extreme form, might seem 
rather a good way of getting better, if not 
necessarily cheaper, government. 
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Is it the United Nations? 


Or the market 
for Euro corporate debt? 


The Euro. From its inception in January, 
it will stand alongside the Dollar, with 
global influence. At a stroke it will create 
enormous new financing opportunities 
for European companies. We believe 


the European corporate bond market 
could increase five-fold in just a few 
years. Which means more European 
opportunities for investors around the 
world, too. 


A GLOBAL CURRENCY. YOUR GLOBAL FIRM FOR EURO DEBT. 


Issued by Goldman Sachs International, regulated by the Securities and Futures Authority. 
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EURO BRIEF 


The power of eleven 





TE main begetters of EMU a 
decade ago were President 
Francois Mitterrand of France; 
Chancellor Helmut Kohl of Ger- 
many; and Jacques Delors, pres- 
ident of the European Commis- 
sion, They saw it as a means to 
bind Europeans more closely to- 
gether. They believed that it 
would strengthen the suprana- 
tional institutions of the Euro- 
pean Union. Indeed, it was pre- 
cisely this potential for political 
transformation that made mon- 
etary union attractive. Economic 
gains were a secondary consider- 
ation: they appeared relatively 
small, if they could be calculated 
reliably at all. Nobody pre- 
tended that a system of national 
currencies was provoking wide- 
spread dissatisfaction. 

The 11 countries that have 
now signed up for the project see 
it serving their national interests 
in different ways. France has 
long wanted to get its hands on 
some of the economic power 
wielded by the German Bundes- 
bank. It has suited Germany to 
indulge France, especially since 
German unification. By swap- 
ping the p-mark for the euro Ger- 
many is proving to nervous 
neighbours its continuing com- 
mitment to European integra- 
tion. France and Germany still 
see a united Europe—whatever 
that means—as the best vehicle 
for advancing their interests in 
the world at large. 

The determination of France 
and Germany to pursue mone- 
tary union has meant that other 
countries have faced a more lim- 
ited calculation. They have not 
been asked to decide whether the 
single currency is a good idea; 
only to decide whether to join a 
project that would go ahead any- 
way. Not surprisingly, most have 
chosen to be in not out. 

The decision was easy for the 
Benelux countries. Belgium, the 
Netherlands and Luxembourg 
were founder members of the 
European Economic Commu- 
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We conclude our series of euro briefs by re- 
calling that economic and monetary 
union (EMU) was conceived by politicians 
for political ends. Their main purpose was 
not to raise economic efficiency—but to 
change the way Europe was governed 


nity (predecessor of the Euro- 
pean Union), with France, West 
Germany and Italy. They have 
been consistent supporters of 
European integration, partly be- 
cause they depend heavily on in- 
tra-EU trade, and partly because 
the tide of history has left them 
with few illusions about the 
worth of national frontiers. 
Germany accounts for a 
quarter ofthe foreign trade ofthe 
Netherlands. The guilder has 
been tied closely to the p-mark 
since 1979. The Dutch were criti- 
cal of the emerging shape of 
monetary union, but not of its 
desirability in principle. The 
Dutch wanted to be sure that the 
interests of Europe's smaller 
countries would not be ignored 
in a project dominated by 
France and Germany. It pleased 
almost everybody that a Dutch- 


man, Wim Duisenberg, was cho- 
sen to run the new European 
Central Bank—despite a last- 
minute French attempt to insert 
a Frenchman into the job. 

Belgium has been even 
keener to reinforce its European 
"identity" since its national 
identity started falling apart seri- 
ously in the 1980s. Deepening di- 
vides between a French-speaking 
south and a Dutch-speaking 
north have transformed Belgium 
from a unitary state into a feder- 
ated one. European integration 
is one of the few goals on which 
the whole country can agree. The 
Belgians also found the euro a 
useful outside discipline that 
helped them to force through un- 
popular measures to control 
their public finances. 


Club Med worries 

If Belgium had problems, Italy 
seemed an even less obvious can- 
didate for the euro. It has a poor 
record of fiscal and monetary 
discipline, a notoriously ineffec- 
tive political system, and wide 
regional disparities. For a long 
time it seemed likely to be a can- 
didate for later entry, after the 
new system had bedded down. 
But Italians feared that failure to 
join with France and Germany 
would reduce their country to 
small-country status within the 
European Union. Many Italians 
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also see EMU as a good way to en- 
trench price stability and put 
control of their economy in safer 
(non-Italian) hands. 

Hence the broad political 
consensus in Italy in favour of 
early entry at any cost. Enlight- 
ened politicians and central- 
bank technocrats found a sur- 
prising measure of popular 
support for the fiscal reforms 
needed to qualify for monetary 
union. The struggle to get bor- 
rowing down, tax revenues üp 
and public debt on a falling tra- 
jectory—much of it undertaken 
in 1996-97 by the centre-left “Ol- 
ive Tree" coalition led by Rom- 
ano Prodi—has been a painful 
but inspiring sight. 

There was little help for the 
Italians from elsewhere. Because 
the idea of sharing a currency 
with Italy has been anathema to 
German (and Dutch) public 
opinion, German politicians 
have gone out of their way to in- 
sist on rigid application of the 
EMU entry rules. Spain and Por- 
tugal, even though their interests 
are often grouped with Italy's in 
a jocularly named "Club Med", 
have kept their distance, the bet- 
ter to advertise the healthier state 
of their own public finances. 

Spain and Portugal also 
share, with Ireland, a popular 
enthusiasm for monetary union, 
based on the huge benefits that 
European Union membership 
has brought them. Farming and 
poverty have produced subsidies 
from the Ev budget equivalent to 
as much as 4-5% of GDP. All three 
were enjoying economic booms 
as 1997 approached, and so 
could qualify without too much 
budget-squeezing—although, as 
with Belgium and Italy, the 
Maastricht debt rules had to be 
massaged a bit for them. 

Three of the countries that 
signed the Maastricht treaty are 
not joining the euro (see box 
overleaf), Greece would like to, 
but its fiscal position is a bar. 
Britain and, after its June 1992 
referendum, Denmark, negoti- 
ated opt-outs from the single cur- 
rency that they have chosen to ex- 
ercise for political reasons. 

Countries joining the EU 
since the treaty were expected 
also to seek membership of the 
euro as a matter of course (a re- 
quirement for all future entrants 
too). Of the trio that entered the 
EU in 1995, Austria, a natural ally 
of Germany, plunged straight in. 
Finland has also chosen to sign 
up. though after some soul- 
searching. It is eager to show off 
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its European credentials and de- 
lighted to leap ahead of Sweden 
and Denmark. But its biggest 
trading partners, including Brit- 
ain and Sweden, are outside the 
euro. Sweden, though it had no 
formal opt-out, has contrived to 
stay out of the single currency on 
technical grounds. 


Sovereign states 


Most European governments 
have decided that the benefits of 
monetary union justify surren- 
dering much of their national 
power over macroeconomic 
management. From January 1st 
finance ministries and national 
central banks will no longer fix 
interest rates to meet domestic 
needs. Participating govern- 
ments will also—at least in the- 
ory—stand to be fined heavily if 
they run budget deficits exceed- 
ing 3% of GDP, the ceiling fixed in 
the "stability and growth pact". 

It seems inevitable that some 
countries will disagree with the 
monetary policy imposed by the 
independent European Central 
Bank-—or with the application of 
the stability pact. Indeed, some 
economists have suggested that 
EMU, designed for political rea- 
sons, will raise economic ten- 
sions within Europe. Harvard's 
Martin Feldstein notoriously 
suggested that it might make Eu- 
ropean war more likely. 

On the face of it, there is a loss 
to democracy as well as a loss of 
sovereignty at stake here. Na- 
tional governments, and their 
citizens, are surrendering pow- 
ers of self-determination that 
governments and citizens of the 
future are not meant to recover. 
The presumption in the benign 
view of EMU must be that the loss 
to democracy and self-deter- 
mination will be offset by a gain 
in those commodities at the Eu- 
ropean level. 

But first, two fundamental 
questions about the political as- 
pects ofthe project need to be an- 
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swered. One is how governments 
can be sure that the new super- 
independent European Central 
Bank does roughly what they ex- 
pect it to do. The second is how 
management of the single cur- 
rency should be integrated with 
the other business of the Euro- 
pean Union, an especially tricky 
matter when four out of 15 EU 
members are not in the mone- 
tary union. 

The Maastricht treaty seems 
to answer both questions: the 
Bank will do what it thinks best, 
deaf to governments of any kind. 
But that answer is no longer to 
politicians’ taste. The govern- 
ments and leaders overseeing 
the euro’s birth are not the ones 
that negotiated its conception; 
they are less happy with the pro- 
posed truncation of their pow- 
ers. 

In France, Italyand Germany 
(and in Britain), the past two 
years have brought left-wing gov- 
ernments to power, keen to push 
growth up and unemployment 
down. The Socialist government 
of Lionel Jospin, elected in 
France in mid-1997, has been a 
main proponent of an “eco- 
nomic government” to counter- 
balance the presumed bias of the 
European Central Bank towards 
austerity—a call now taken up by 
the new German government 
under Gerhard Schroder. 

One candidate for this coun- 


terbalancing role is the so-called - 


*euro-11" group of finance minis- 
ters from countries taking part in 
the single currency. Euro-11 is a 
new body: the participating 
countries were chosen only in 
May. It has no legal basis in the 
EU treaties. But its informality 
may, perversely, add to its power. 
It has no obligation to reconcile 
its discussions and conclusions 
with the run of EU business in 
which all 15 governments take 
part, seeking consensus. 

A second, even more infor- 
mal, caucus also seems to be set- 
ting itself up as a political check 
on the ECB. These are the finance 
ministers from the EU's 11 social- 
ist governments, who speak for 
seven of the euro countries, plus 
the four outs. On November 
22nd this group met in Brussels 
to endorse a manifesto calling 
for the ECB to keep interest rates 
low in order to promote growth 
and jobs. 

When finance ministers 
from all 15 governments want to 
discuss policy formally, and pass 
EU legislation, they do so in the 
Ecofin council. In the event of a 
clash of interests, euro-11 might 
serve as a caucus or leading 
group for single-currency coun- 
tries to steer Ecofin their way (col- 
lectively, they constitute a “qual- 
ified majority”, big enough to 
pass most EU single-market 
directives, for example). So too 





Out of the loop 


RITAIN, Denmark and Sweden have chosen to stay outside 
Europe’s monetary union. (Greece is keen to join, but 
needs years to get its economy into shape.) The three voluntary 
“outs” all have a strong popular attachment to national sover- 
eignty and a deep suspicion of “Brussels” and its ways. They 
fear that the single currency will bind them irrevocably into a 
process of European integration that will involve further sur- 


taxation and economic policy across national boundaries. 
But they also hate the thought of being marginalised eco- 


nomically—and politically, if decisions start being taken with- 
in the "euro-11". Sweden looks likely to crack first. Public opin- 
ion is shifting towards the euro. Last week the national bank 
was granted the statutory independence it needs in order to 
join the single currency. After last summer’s referendum on the 
Amsterdam treaty, Danish government ministers also made 
clear that they would like to join the euro—though winning a 
referendum on that would be harder. 

Britain may also join after its next election in 2001 or 2002, 
assuming that Tony Blair's Labour government is re-elected. Mr 
Blair seems to be betting that public opinion will move in fa- 
vour of the euro when (and if) the new currency is seen to be 
working, enabling him to win a promised referendum. But if 
the existing euro-11 press on too fast with deeper integration, 
say in the fields of tax or labour-market policies, that could 
make it harder for Britain—or other outs—to join, widening the 
gulf that Emu has created in Europe. 
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A reprint of the eight articles in this 
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might the socialist grouping. 

Voting in Ecofin could ac- 
quire a new significance with 
monetary union. The "stability 
and growth pact" says govern- 
ments that run big budget defi- 
cits should be fined heavily. But 
finance ministers, voting with- 
out the offending country, have 
to approve any penalty first. Fi- 
nance ministers may refuse to 
fine each other, especially if sev- 
eral countries are at fault. This 
fairly drastic course of action 
could risk being catastrophic if 
the European Central Bank were 
to respond by pushing interest 
rates up to counter the inflation- 
ary effects of bigger deficits. 

Governments could try to as- 
sert themselves over the central 
bank in other ways. One might 
be to rewrite its statutes to re- 
quire the prompt publication of 
its minutes and voting records. It 
is conceivable that Britain or 
Sweden might demand such a 
change before they sign up to the 
euro. But the best solution would 
probably be for the bank to pre- 
empt tensions by treating na- 
tional politicians with more re- 
spect—and vice versa. 

A structural point often over- 
looked is that national govern- 
ments are now dealing directly 
with each other and the EcB. The 
European Commission has been 
pushed to the margins, as has the 
European Parliament—even 
though it will hold hearings with 
Mr Duisenberg. Euro-11 meetings 
will be prepared by the “eco- 
nomic and financial committee" 
of representatives from national 
finance ministries and central 
banks. Monetary union may, as 
its founding fathers foresaw, 
mark a frontier beyond which 
national and European politics 
start to merge. But it is not the 
Brussels institutions that are 
strengthening their grip on na- 
tional politics. Rather, it is na- 
tional govern- 
ments that are 
reclaiming the Eu- 
ropean agenda for 
themselves. 
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SCIENCE AND TECHNOLOGY 


Norse code 


`: Afierce debate in Iceland over genetics foreshadows many future, similar bat- 


` tles elsewhere 


N THE next few days, Iceland’s parlia- 

ment, the Althing, will debate a bill to al- 
low its citizens’ medical records, family 
trees and assorted genetic information to 
be combined into a single computerised 
database. The plan is the brainchild of Kari 
Stefansson, the head of deCode genetics, an 
Icelandic biotechnology company. He and 
other advocates of the database, including 
Iceland’s prime minister, David Oddsson, 
argue that it would be good for the health of 
Icelanders. Their critics wonder if it is not 
the commercial health of deCode that will 
actually be served best by the deal—and are 
also asking whether the private rights of in- 
dividuals are being trampled underfoot. 

The conflict between commercial inter- 
ests and personal genetic rights is 
not unique to Iceland. All round 
the world, genomics companies 
are engaged in "bioprospecting"— 
looking at the genetics of small, in- 
bred populations in order to lo- 
cate medically significant genes. 
Such groups are preferred because 
they are much easier for geneticists 
to analyse than large, outbred 
ones. Using them, it is possible to 
track the movement of individual 
bits of chromosomes through the 
generations, and thus to gain a 
shrewd idea about where the 
genes implicated in particular dis- 
eases are located. 

Iceland’s history and medical 
resources are particularly enticing. 
Detailed medical records on every 
Icelander have been kept since the 
first world war, and tissue samples 
have been collected from them 
since the 1940s. On top of this, al- 
most all of the country’s 270,000 
citizens have well-documented 
family trees that stretch back gen- 
erations—sometimes as far as the 
first settlement of the island over a 
thousand years ago. Using this in- 
formation, deCode has built a ge- 
nealogical database that traces the 
ancestry and family connections 
of almost three-quarters of the 
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750,000 Icelanders who have ever lived. It 
has also created a genetic inventory that 
traces the likely chromosomal sites of the 
genes for a number of inherited diseases. 
This is obviously valuable information. 
Earlier. this year, deCode signed a deal 
worth $200m with Roche, a Swiss drug 
company, to find the genes involved in a 
dozen diseases, including schizophrenia 
and adult-onset diabetes. But Dr Stefans- 
son thinks that Iceland should go a step fur- 
ther. Last year, he proposed that all the in- 
formation that deCode has collected be 
linked together with Iceland's medical 
records to create a comprehensive elec- 
tronic database. He argues that this will not 
only help medical research and drug devel- 
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opment, but will also assist the government 
in formulating a sensible health-care pol- 
icy, by putting all of the country's medical 
information a few keystrokes away. 


Northern fights 


This proposal has really put the cat among 
the pigeons. Although opinion polls sug- 
gest that 58% of Icelanders are in favour of 
the database, with only 19% against, the Ice- 
landic Medical Association and Mannver- 
nd, a coalition of concerned scientists and 
laymen, have both advised doctors and pa- 
tients to resist it. And Asta Johannesdottir, 
an opposition party member who sits on 
the Althing committee responsible for the 
bill, has stacks of letters from the public to 
demonstrate their unease. 

The objections of doctors and scientists 
seem relatively easy to address. Partly, at 
least according to Dr Stefansson, they are 
motivated by envy of deCode's money (Ice- 
land's academic-research establishment is 
not overburdened with funds) To that ex- 
tent, they should probably be ignored. But 
they also have a legitimate worry: that med- 
ical data are at risk of being privatised, and 
thus denied to them for research. 

This legitimate question of ac- 
cess also has an ethical dimension: 
who should be allowed to know 
what about an individual's sup- 
posedly private medical data, en- 
coded though it may be to preserve 
anonymity? The opposition's an- 
swer is to have an independent 
ethics committee that vets applic- 
ations to use the database. DeCode 
would not be represented on this 
committee, and so should not be 
able to exercise undue influence 
over it. 

Objections from the public 
seem to divide into two. One is 
grubbily financial: that deCode 
will profit at the expense ofthe Ice- 
landic taxpayer. The other is more 
principled: the question of how 
individual consent should be in- 
volved in the arrangement. 

That deCode stands to make a 
packet from the database rankles 
with many. (In exchange for pay- 
ing the $200m needed to set it up, 
the firm would have an exclusive 
right for 12 years to market the 
database to companies and insti- 
tutions outside Iceland.) So, as one 
of the amendments to be debated 
next week, Ms Johannesdottir and 
her colleagues have included a 
provision that Icelanders should 
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share in the profits that deCode might 
make from its deals—though the details 
have yet to be worked out. Ms Johannes- 
dottir considers such compensation to be 
only fair, given that taxpayers' money went 
into the health-care system to collect the in- 
formation in the first place. 

The question of consent is more tricky. 
The current proposal is that medical re- 
cords should be included in the database 
unless a patient protests. No further con- 
sent from individuals would be needed for 
Subsequent use of the information, wheth- 
er by academics, drug companies or even 
insurance firms. 

Proponents ofthebill claim that there is 
nothing strange in this: epidemiological re- 
search routinely uses medical records with- 
out individual patient consent. But Tomas 
Helgason, a psychiatrist at the University of 
Iceland who opposes the bill, believes that 
patients should not only have a say over 
how their information is used, but also 
have the right to withdraw it completely 
from the database if they wish. Such an 
amendment to the bill has been proposed 
by the opposition. 

The dead, however, will have no right to 
withdraw from the arrangement. That may 
not matter to them, but it could matter to 
the living, for it would not take many 
clues—a father who was alcoholic, an uncle 
who had had coronary-bypass surgery, a 
sister who died of breast cancer—to draw 
medically relevant conclusions about an 
individual in the database. 

In a close-knit society such as Iceland, 
where most such information is probably 
public knowledge (or at least public specu- 
lation) anyway, this might not matter 
much. But people living in large, outbred 
countries should not scoff. They may soon 
face similar dilemmas. The data that de- 
Code and its competitors are collecting will 
help to bring nearer the day when every- 
one’s genes will be easily readable. The 
pressure for universal genetic databases 
may then prove irresistible. As Iceland goes, 
so may go the world. 

m 





The early earth 
Spinning a yarn 


HE pre-Cambrian earth was not a com- 

fortable place. From around 820m to 
550m years ago, if the record of the rocks is 
to be believed, the planet was in the grip of 
an ice age far fiercer than the one that has 
afflicted it on and off for the past 2m years. 
When modern glaciers advance, they get 
aboutas far as the latitudes of London, New 
York and Tokyo. But in further-off days, ac- 
cording to the tale the rocks appear to tell, 
they reached right down to the tropics. 

Many researchers have had difficulty 
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believing those rocks. If the tropics were fro- 
zen, that would presumably mear that the 
rest of the earth was, too. And an earth fro- 
zen solid for 270m years would not have 
been the best preparation for the sudden 
outburst of animal life, known to paleon- 
tologists as the Cambrian explosion, that 
happened as the glaciers receded. 

Now however, Darren Williams of 
Pennsylvania State University, and his col- 
leagues, may have found a way to square 
this circle. Their suggestion, made in a pa- 
per published in this week's Nature, is that 
when the great pre-Cambrian ice age be- 
gan, the earth was leaning over in a way 
that made the tropics colder than the poles. 
They also think that it was the build-up of 
the ice itself that caused the planet to tip 
upright into the current, familiar arrange- 
ment, with ice at the poles and tropics that 
are, so to speak, tropical. 

At the moment, the earth spins on an 
axis that is inclined at 66%’ to the plane of 
its orbit around the sun. Dr Williams's hy- 
pothesis is that in the late pre-Cambrian 
this angle was shallower—at most 36°, and 
possibly less. That would have meant that, 
as the earth went around its orbit, first one 
pole and then the other would be face-on to 
the sun, melting any ice that had accumu- 
lated. The equator, by contrast, would have 
received the sun's rays only at a shallow an- 
gle, as the poles do today, which would 
have sharply reduced the amount of solar 
heat arriving there. Therefore, if other con- 
ditions favoured an ice age, the ice would 
have tended to accumulate at the equator, 
rather than the tropics. 

While it is not inherently unreasonable 
that the earth once lay on its side (Uranus 
does so to this day), something must have 
happened subsequently to make it sit up- 
right. According to Dr Williams's calcula- 
tions, that something might simply have 
been the quantity of equatorial ice. 

Because the earth spins, it is not a per- 
fect sphere. Centrifugal force causes it to 
bulge at the equator. This bulge means that 
the gravity of the sun and the moon (the 
force that causes tides) has more to pull on 
at the equator than at the poles. Add tropi- 
cal ice and the equatorial bulge would 
grow, increasing the disparity. 

That could have been enough to tip the 
balance. Over time, the stronger gravita- 
tional force on the equator would tend to 
pull that part of the earth towards the sun 
(and also towards the moon, which orbits 
the earth in about the same plane as the 
earth orbits the sun). Asa result, the equator 
would slowly approach the earth’s orbital 
plane, the equatorial ice would melt, the 
differential pulling would diminish—and 
the earth would eventually stabilise at 
something like its current inclination. The 
planet would then be left balmy and ready 
to brim with new animal life. 
= 








Semiconductors 


New balls, please 


IVEN their tiny size and extraordinary 
power, it is not surprising that com- 
puter chips are extremely fiddly and expen- 
sive to manufacture. The process involves 
growing huge crystals of silicon, cutting 
them into thin circular wafers, subjecting 
each wafer to a series of chemical processes 
to carve microscopic circuits on its surface, 
and then chopping the wafer up to produce 
dozens of identical chips. This is how all 
chips are made today—so anybody who 
suggests that there is a better way might be 
thought to be talking balls. 

Oddly enough, that is precisely what 
Akira Ishikawa, the founder of Ball Semi- 
conductor, based in Allen, Texas, has in 
mind. Over the past few months his firm 





How to stack 'em 
has been working on making “chips” that 
are spherical instead of flat. Such chips will, 
he claims, have many advantages over the 
more traditional variety. 

One advantage would be to permit a 
more modular method of designing elec- 
tronic components. At present, any change 
in the layout of the circuits on a chip means 
tooling up to make an entire new version— 
a costly business. But building the func- 
tional equivalent of an existing chip out of 
several spherical pieces (at 1mm across, 
they are far smaller than flat chips) would 
allow small changes to be made in a com- 
ponents design without having to start 
from scratch. It would merely be a question 
of replacing the relevant module. 

Spherical chips would also be able to do 
things that flat ones cannot. Their three-di- 
mensional nature would, for example, per- 
mit the microscopic equivalent of wire 
coils to be etched on to them, meaning that 
they could act as radio antennae. 

The biggest bonus, though, may come 
from a lower cost and faster speed of manu- 
facturing. Making microelectronic compo- 
nents requires extreme (and extremely 
costly) cleanliness. Modern chip “fabs” try 
to provide this by employing special clean 
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rooms, complete with spacesuited workers, 
Mr Ishikawa’s spheres, by contrast, can be 
wafted along tubes on a cushion of gas. 
Only the tubes, and not the rooms they are 
in, need to be kept ultra-clean. In addition, 
the balls can be made quickly and simply 
by dropping spheres of amorphous silicon 
through hot gas, causing them to melt. As 
they cool, they then solidify in the crystal- 
line form necessary for microelectronics, 
The failure rate is low compared to the two- 
thirds of wafers that turn out to be unus- 
able, and elimination of the lengthy pro- 
cess of growing the crystal from which 
wafers are cut could reduce manufacturing 
time from months to days. 

As a former president of Texas Instru- 
ments Japan, Mr Ishikawa presumably 
knows what he is talking about. But several 
other chip-making techniques will need to 
be modified if his radical new approach is 
to succeed. In particular, the processes by 
which the circuit pattern is first projected 
on to a chip's surface lithographically, and 
then etched on to it chemically, will need to 
be altered to take account of the fact that the 
surface is curved. 

Mr Ishikawa, however, believes that 


Ball is well on the way to overcoming these 
obstacles. The company’s engineers are 
confident that their modified chip-design 
software will allow previously flat circuits 
to be wrapped around the surface of a 
sphere. A special multi-faceted mirror has 
been devised to project a circuit pattern on 
to the surface ofa sphere while it is kept still 
by a “vacuum chuck"—a device that holds 
the ball in place as a child might immobil- 
ise a pea by sucking on it through a straw. 
The company has also developed a series of 
“non-contact” chemical processing techni- 
ques to manipulate the spheres as they are 
whizzing along the tubing. 

In July, Ball announced that it had 
etched its first circuit pattern on to a 
sphere; in October it built its first working 
transistor on a spherical surface. By the 
standards of the rest of the industry, the cir- 
cuit pattern is quite crude, and the transis- 
tor is 25 times as large as those found in 
conventional, modern chips. But once it 
has established that its techniques work, 
Ball expects to have few problems scaling 
them down, and cramming thousands of 
transistors on to each sphere. 

There is still, however, one technical 
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problem ahead: the need for multiple 
spherical chips to be linked into reliable 
working clusters. The plan is to do this us- 
ing even tinier spheres. These will abut 
large contact pads on adjacent chips, pro- 
viding the necessary electrical connections 
between them. Ball hopes to demonstrate 
this trick next year, and to start commercial 
production in 2000. 

While the company does not, even in its 
wildest dreams, expect wafer-based tech- 
niques to vanish immediately, alternatives 
to the traditional way of making chips look 
increasingly attractive. Each move to a 
larger wafer size (required every so often to 
keep unit costs down) requires more expen- 
sive equipment. The impending switch 
from 200mm-diameter to 300mm-diame- 
ter wafers will be the biggest—and, with a 
price tag of around $21 billion, the costli- 
est—retooling effort in the semiconductor 
industry’s 40-year history. Mr Ishikawa is 
therefore betting that, in the long run, his 
competitors will end up adopting his tech- 
nology as the only way to offer increasing 
performance and falling costs. Provided, 
that is, they are prepared to play ball. 








The world’s latest computer 


| S UCCESS, it is often said, has many fa- 
thers—and one of the many fathers of 
computing, that most successful of indus- 
tries, was Charles Babbage, a 19th-century 
British mathematician. Exasperated by 
errors in the mathematical tables that 
were widely used as calculation aids at 
the time, Babbage dreamed of building a 
mechanical engine that could produce 
flawless tables automatically. But his at- 
tempts to make such a machine in the 
1820s failed, and the significance of his 
work was only rediscovered this century. 

Next year, at last, the first set of printed 
tables should emerge from a calculating 
"difference engine" built to Babbage's de- 
sign. Babbage will have been vindicated. 
But the realisation of his dream will also 
underscore the extent to which he was a 
man born ahead of his time. 

The effort to prove that Babbage's de- 
signs were logically and practically sound 
began in 1985, when a team of researchers 
at the Science Museum in London set out 
to build a difference engine in time for 
the 200th anniversary of Babbage's birth 
in 1992. The team, led by the museum's 

| curator of computing, Doron Swade, con- 
| Structed a monstrous device of bronze, 
iron and steel. It was 11 feet long, seven 
feet tall, weighed three tons, cost around 
£300,000 ($500,000) and took a year to 
piece together. And it worked perfectly, 
cranking out successive values of seventh- 





order polynomial equations to 31 signifi- 
cant figures. But it was incomplete. To 
save money, an entire section of the ma- 
chine, the printer, was omitted. 

To Babbage, the printer was a vital 
part of the design. Even if the engine pro- 
duced the correct answers, there was still 
the risk that a transcription or typesetting 
error would result in the finished math- 
ematical tables being inaccurate. The 
only way to guarantee error-free tables 
Was to automate the printing process as 
well.So his plans included specifications 
fora printer almost as complicated as the 
calculating engine itself, with adjustable 
margins, two separate fonts, and the abil- 
ity to print in two, three or four columns. 

In January, after years of searching for 
a sponsor for the printer, the Science Mu- 
seum announced that a backer had been 
found. Nathan Myhrvold, the chief tech- 
nology officer at Microsoft, agreed to pay 
for its construction (which is expected to 
cost £225,000) with one proviso: that the 
Science Museum team would build him 
an identical calculating engine and 
printer to decorate his new home on Lake 
Washington, near Seattle. Construction 
of the printer will begin—in full view of 
the public—at the Science Museum later 
this month. The full machine will be com- 
pleted next year. 

It is a nice irony that Babbage's plans 
should be realised only thanks to an infu- 











Nathan's PC. 


sion of cash from a man who got rich in 
the computer revolution that Babbage 
helped to foment. More striking still, even 
using 20th-century manufacturing tech- 
nology the engine will have cost over 
£500,000 to build. Allowing for inflation, 
this is roughly a third of what it might 
have cost to build in Babbage's day—in 
contrast to the cost of electronic-comput- 
er technology, which halves in price every 
18 months. That suggests that, even had 
Babbage succeeded, a Victorian computer 
revolution based on mechanical technol- 
ogy would not necessarily have followed. 
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One of Breguet's most 
ingenious calibres is also 
one of the mast recent 
Protected by patent in 
1991, it combines in 


the difference between 
mean time and true 
solar time — and a 
perpetual calendar. 


Conceived by Breguet in 1780, 

the automatic movement featured 

an oscillating weight that 

rewound the mainspring 

Today the craftsman’s band 

decorates the weight with fine 

guilloché engraving to 
complement the beauty 

h of the movement 


The celebrated “pomme” 
hands in blued steel are now 
known the world over as Breguet 


hands. Created in 1783 by Abrabam-Louis Breguet, 
they symbolise the flawless craftsmanship and 


style of the Breguet you select today. 







By inventing the tourbillon 
device around 1795, 

Breguet eliminated the 

influence of gravity on 
the accuracy of the watch 
This pivotal invention 

is seen at its best in the 
current collection, wbich 
bas a number of fine 
tourbillon watches 
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Utter refinement of 
proportion and finish gives 
the Breguet style timeless appeal 
The delicate band-worked guilloché 
engraving on the silvered 
gold dial was introduced 
by Breguet around 1786 
and requires a level of 
artistry rarer now 
than ever. 





Invented for you 


A Breguet watch has a unique responsi- 
bility; it comes to you carrying the name of 


Abraham-Louis Breguet, the greatest 





watchmaker ever known. You will recogni- 
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The silence of the lambs 


Reliable truths about parents, children and families are inevitably mixed with 
myth and anxiety, as several new or recent books remind us 


que opposite of "innocent", when said 
of children, is "knowing". For adults, 
the opposite of "innocent" is “guilty”. What 
links these two pairs of ideas is more than a 
simple pun. For parents normally feel very 
responsible for the innocence of their chil- 
dren. If it is blemished or destroyed, the 
parents must surely be guilty: for abusing 
trust, for failing to protect, for neglecting 
helplessness. The stricter the parents’ sense 
of responsibility, the purer the imputed in- 
nocence. How much easier it is to 
picture cosy, Enid Blyton lands of 
carefree children than to enter 
the passionate worlds full of an- 
gels and monsters that the young 
invent for themselves. 

It tells you a lot to watch a 
school playground where big 
older children bully, intimidate 
and covertly torture small or awk- 
ward ones longing to join in and 
be popular. Nor are young chil- 
dren sexually innocent. They 
whisper garbled versions of the 
facts of life to each other; they 
play doctors and nurses—you 
show me yours and I'll show you 
mine. All children do. Remem- 
ber? But they choose to do those 
secret, tingly things with one an- 
other, never with grown-ups, who 
tend to forget. 

Innocence in Arcadia is, of 
course, a myth that few parents 
will hold to if pressed. But it has 
more persuasive counterparts— 
negative copies, in their way: the myth of 
the child-devouring family, which is com- 
mon on the liberal left, and the myth of 
family-wrecking “modern” society, a fa- 
vourite of tradition-minded conservatives, 
Though, like any myth, all three contain 
some truth, none is much help for parents 
in gauging actual risks to children or in 
putting the limits of their own responsibil- 
ities into any useful perspective. 

The undeniably bad side of childhood 
is presented with appalling vividness by 
the “Granta Book of the Family” (see book 
details overleaf), in which 22 writers de- 
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scribe their own family life. Without ever 
hiding behind words like “dysfunctional” 
or “inappropriate”, they recall the pain that 
families can endure. Mikal Gilmore writes 
about the horrifying shared childhood that 
culminated with his brother Gary's death 
before a Utah firing squad. Beverly Lowry 
evokes the secrecy imposed by a gaunt, 
cowed mother unable to protect her chil- 
dren from their father. When he abused 
one of the girls, her brothers recalled that 





Et in Arcadia, Id 


he'd always said: “You see anyone foolin' 
with your sister, you shoot him, look, right 
here in the head." So they did. 

These are extremes, you will say, which 
indeed they are. But extreme need not 
mean marginal or irrelevant. Most people 
are used to juggling two discordant views 
ofthemselves and their fellow humans, one 
statistical, according to which what's nor- 
mal is what most people do most of the 
time, and one rooted in what you could call 
the moral imagination: a there but for-the- 
grace-ofGod capacity to put themselves 
into other people's moccasins, however 


horrible or untypical the circumstances. 

An extreme test of such moral sympathy 
was the case of Mary Bell, who was con- 
victed in 1968, when she was just 11, of mur- 
dering two little boys in Newcastle. For 30 
years Mary Bell kept silent until she spoke 
out to Gitta Sereny, a journalist and author 
who had covered her trial. What emerged 
was that Ms Bell's childhood had been any- 
thing but normal, let alone innocent, and 
that those with a heavy responsibility for 
destroying it were the adults around her. 
Ms Sereny's book, “Cries Unheard”, was ex- 
traordinary not only for its compassion but 
for its refusal to accept the easy view that 
Mary Bell was inherently “evil”. 

What was even more remarkable was 
the hate-reaction the book provoked am- 
ong public figures and in much of Britain’s 
up-market press. Leave aside the unhappy 
fact that, in the hue and cry, Ms Bell’s 14- 
year-old daughter learned her mother's true 
identity as reporters banged at 
the door of their safe house. In 
their outrage at the book itself, 
commentators attacked the au- 
thor for trying to fathom how a 
child could kill or for trying to tell 
a behavioural freak from a moral 
outcast. Were they afraid that to 
understand was to condone? Or 
that, if one family were held to 
have driven a child to act un- 
speakably, then all families must 
be seen as sick and vicious? 

Equally distorting is the myth 
of a Golden Age, a lost world of 
happy families before modern 
society did its damage. Today's 
Golden Age tends to be the 1950s, 
recalled as a high point for fam- 
ilies before television, divorce 
and career women spoiled every- 
thing: when good children did 
their homework, Mummy cook- 
ed supper, and afterwards they 
all played Monopoly. 

A snag with Golden Ages is 
over-supply. Mid-century Britain had had 
its own: the Indian summer of Empire and 
the Edwardians. Men were in charge, the 
lower orders knew their place, women were 
submissive, children seen and not heard. 
Even toffs were innocent, little dreaming 
how a vulgar commercial world would cre- 
ate a new elite to supplant them—stocky, 
energetic men who earned their fortunes 
and bought their furniture. 

Though these are caricatures, everyone 
has some such picture of the family and so- 
ciety in mind when they talk about family 
decline and the loss of innocence. Yet the 


115 


MOREOVER > 





THE GRANTA BOOK OF THE FAMILY. | 
Granta; 400 pages; £8.99. | 
CRIES UNHEARD. By Gitta Sereny. Mac- | 
| millan; 416 pages; £20. | 
| Pictures OF INNOCENCE. By Anne Hi- | 
| Bonnet Thames and Hudson; 232 pages; | 
£14.95. | 
EROTIC INNOCENCE, THE CULTURE OF | 
| CHit>-MovestinG. By James Kincaid. | 
| Duke University Press; 352 pages; 
+ $24.95. Plymbridge; £23.50. 
WOMEN ON THE Derensive. By Sylvia 
Bashevkin. University of Chicago Press; 
324 pages; $52.25. John Wiley; £37.95 l 


i 
i 
i 
| 
i 
i 
i 





truth is that children in general are better 
off and safer in the western industrialised 
world nowadays than they have ever been. 
They no longer die in chimneys or labour 
long hours on the land or in factories. They 
live in cleaner, warmer homes, have better 
and more equal access to education, are 
better fed and clothed than all but the most 
affluent children a century ago. Their 
health is better, they have more access to 
health care, including psychological care. 

Parents, though, worry about present 
terrors, and cold fact on its own is seldom 
much use in limiting boundless anxiety. A 
striking example of where risk and anxiety 
appear to be out of line is the question of 
sexual abuse. The issue is fraught. Inno- 
cence is in the eye of the beholder, and to- 
day's post-Freudian beholders have lost it. 
Who can look at Lewis Carroll's photo- 
graphs, let alone child beauty contests, 
without being aware of the disturbingly 
ambiguous feelings they provoke? 

Anne Higonnet's thoughtful book, “Pic- 
tures of Innocence", studies the depiction 
of children in painting and photography. 
"No subject,” she writes, “is as publicly 
dangerous now as the subject of the child's 
body." Her introduction barely gets to page 
two before the serpent of child sexual abuse 
enters the Garden of Eden. Children's 
beauty and their vulnerability to abuse 
have become linked in a volatile mixture of 
protectiveness and fear. 

The unsolved murder of a lipsticked, 
pouting six-year-old American beauty prin- 
cess, JonBenet Ramsey, possibly by a rela- 
tive, spotlit the connection that exists for 
many people between displaying children 
in public and the provocation this affords 
adults. What are the implications of her 
death and how can such outrages be pre- 
vented? Should beauty contests be banned 
and must parents stop photographing their 
children? Keep them at home, safe from 
prying eyes or, if they must go out, cover 
them up and escort them everywhere? 
These are the methods of the Taliban. 

To fear and protectiveness, James 
Kincaid, the author of "Erotic Innocence, 
the Culture of Child-Molesting", adds a 
third element, which he calls, with some 
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plausibility, “hard-core, righteous: pruri- 
ence”. He believes that many upright citi- 
zens love tabloid tales of child molestation. 
“These stories keep the subject hot,” he 
writes, “so we can disown it while welcom- 
ing it in the back door.” It takes courage to 
speak out against the tide of political cor- 
rectness and challenge the widespread 
hounding of paedophiles, and Mr Kincaid 
argues that children often lie about adult 
sexual interference, if only to draw atten- 
tion to themselves. Not much innocence 
there, he scoffs. This, of course, is highly dis- 
puted territory. About the witch-hunt-like 
climate, he is on less controversial ground. 
He dismisses reports of satanic ritual and 
treats the obsession with “recovered mem- 
ory” likewise. “I do not want to draw sensa- 
tional parallels to Salem, Nazi Germany or 
the McCarthy-ridden 19505" he writes, 
“but the stark moral drama offered by our 





child-molesting stories does suggest the 
possibility of scapegoating, or at least of a 
cover narrative camouflaging needs so 
dark and urgent we want neither to face 
them nor to give them up." 

The history of child abuse is sketchy, but 
a Boston study tracked it from the 1880s to 
the 1980s. The tentative conclusion, skewed 
by shifting public mores and taboos, was 
that the incidence ofchild sexual abuse was 
roughly constant but the readiness to ac- 
knowledge it was greatest when feminism 
was strongest—a conclusion borne out by 
Sylvia Bashevkin's "Women on the Defen- 
sive", which studies the ups and downs.of 
feminism. The more liberal a government, 
she believes, the more family secrets are 
brought into the open—and the more mea- 
sures put in place to. help worried or strug- 
gling parents to cope. As a rule, conduct 
changes less than people think. 
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Hunting for Saint-Exupéry 
France's Superboy 


MARSEILLES 


N A padlocked shed behind the ware- 

house at his geotechnical survey com- 
pany near Marseilles, Pierre Becker keeps a 
treasure. To most eyes it may be a heap of 
bent, corroded aluminium, but to Mr 
Becker, a part-time underwater archaeolo- 
gist, the rubbish heap is priceless. For him, a 
battered radio, a crumbling fuse box and a 
punctured oxygen tank are gold. If his de- 
tective work is right, these fragments are 
from a P-38 Lightning in which a Gallic 
hero, Antoine de Saint-Exupéry, crashed to 
his death in the Mediterranean 54 years 
ago. The dare-devil aviator, who enthralled 
French readers with his stories of flight, 
conquered hearts the world over with a 
unique children's book, "Le Petit Prince". 

Mr Becker and a fellow second-world- 
war aircraft buff, Philippe Castellano, 
found the ruptured wreck from which they 
took fragments in 1995, off an island near 
the French Mediterranean port of La 
Ciotat. It was tangled in trawler cable and 
netting, and they initially assumed that it 
was the remains of a P-38 flown by James 
Riley, an American pilot who had crashed 
in the same area as Saint-Exupéry six 
months before. 

Yet several details were wrong. No guns 
or ammunition were found, although Ril- 
ey’s was an attack plane and Saint-Exupéry 
had been on an allied reconnaissance mis- 
sion when he went down. Nor did the serial 
numbers fit Riley’s plane. When in late 
October it was announced that a 
Marseilles fisherman, Jean- 
Claude Bianco, had hauled in 
a wrist-bracelet inscribed 
with Saint-Exupérys de- 


tails, Mr Becker went public. 

A pioneer of few routes himself, it was 
not aviation as such that won Saint- 
Exupéry fame but a combination of der- 
ring-do, aristocratic poise and poetic elo- 
quence. A flyer for Aéropostale, an airmail 
service, he wrote of his adventures in 
"Southern Mail" and *Night Flight", When 
late in 1935 he went missing while trying to 
break the speed record for Paris to Saigon, 
France held its breath until news came that 
Bedouin had found him after a three-day 
trek across the Libyan desert. 

Without "Le Petit Prince" it is doubtful 
whether Saint-Exupéry would be so fondly 
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remembered. Written and illustrated by 
the pilot, this bittersweet tale is perhaps 
one of the most famous children’s books of 
the past century. It tells of a strange child's 
forlorn travels through the universe after 
^ quittinghis native planet, B-612, to escape a 
"Main, capricious rose. Saint-Exupéry wrote 
“it in 1942, mostly at night at the home of a 
mistress in New York. The rose was perhaps 
his estranged Guatemalan wife and the lit- 
tle lost prince was no doubt in large part 
the author. Saint-Exupéry was also lost and 
lonely in his self-imposed American exile, 
and he was world-weary after the squab- 
bling of France’s wartime leaders. His vol- 
untary return to action at an age when he 
was too old to fly fighter planes and too fat 
to squeeze into the cockpit without diffi- 
culty marked his own escape from his 
planet B-612. 

Mr Beckers claim to have found the 
dead pilot’s plane impresses few of Saint- 
Exupéry's heirs. They recall his mother's 
lifelong objections to any attempt to track 
down the lost P-38. The fact that Mr Becker 
is but one of a handful of underwater trea- 
sure hunters now scanning the ocean floor 
for traces of the wreck, would have sad- 
dened her greatly, they say. 

Mr Becker's competitors believe that the 
La Ciotat wreck cannot be Saint-Exupéry's 
plane as it was found some distance from 
the course Mr Bianco traced the morning 
he discovered the bracelet. The fisherman 
thinks he has a good idea where his five- 
man trawler may have passed over Saint- 
Exupéry's wreck, and he plans a little ama- 
teur archaeology himself. The bracelet is 
now in the hands of the Marseilles mari- 
time authorities. Butthe man he first gave it 
to, Henri-Germain Delauze, who owns a 
maritime engineering firm, has scoured 
three-quarters of Mr Bianco's course with 
sonar and mini-submarines without yet 
turning up a thing. The chase, for all that, is 
on. Unless French authorities impose a 
ban, the Cóte d'Azur looks like becoming a 
treasure-hunters' Klondike until the resting 
_ place of a national icon is known for sure. 
— d 





Toy collecting 


Beanie here, 
got mine 


SANTA FE 


BLIZZARD blowing through New Mex- 
ico's capital swept a group of business 
executives into a small toy store where your 
correspondent was fingering Beanie Ba- 
bies. “And this is Erin,” chirped the shop 
assistant as she presented a green toy bear 
emblazoned with a shamrock. Tenderly, as 
with a child, she passed the bear over. And 
tenderly your correspondent cradled Erin, 
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EVERY December since 
aslongasanyonecan re- 
member, there has been 
a toy craze. For example, 
America’s last-quarter 
gift spree for children is 
| vital to the toy industry, accounting for 
more than half the roughly $24 billion 
spent annually in that country on toys. 
Predicting hot sellers is important to 
retailers. Most toys are made in Asia and 
shops’ buyers need to guess in February 
what will be kids' top object of desire 





Seasonal furbishments 


nine months ahead. This year, most bets 
are on Furby, an interactive toy that 
speaks "Furbish" and English when it is 
not yawning or giggling. Scare stories 
abound of supplies running out. Over 
the Thanksgiving weekend some shops 
used lotteries to apportion Furbies. 

Few top toys stay hot for long. Collect- 
ibles are different. The supply of Beanie 
Babies (see article below) was deliber- 
ately tight, and they were never top sell- 
ers. But as young antiques, Beanies sell 
for thousands of dollars. 














gently pulling back the tag to note his ori- 
gin (the Emerald Isle) and date of birth. 

Suddenly one of the executives, a 
snazzily suited woman, rushed forward. 
"Oh my! Is it, is it Erin?" Reflexively, your 
correspondent held Erin close. “I've been 
looking for you everywhere," the woman 
cooed to an impassive Erin. Vertiginous 
barter ensued and your correspondent lost. 
"You get what the market will pay," the 
shop assistant concluded matter-of factly. 
So it goes in the world of Beanie Babies. 

Hot toys are nothing new (see box). But 
as collector's items Beanie Babies, though 
in production only since 1994, are fast ac- 
quiring something of the antique appeal of 
Teddy Bears. Some collections are esti- 
mated to be worth over $100,000. 

For those few readers who do not yet 
know, Beanie Babies are sleek cloth ani- 
mals about the size of a small weasel, 
loosely stuffed with small plastic pebbles. 
Their trademark is variety: the Beanie besti- 
ary numbers over 230. There are Beanie 
bears, bats, hippos, horses and platypuses. 
Some are modelled after sports and music 
stars. There is even a Beanie of Jerry Garcia, 
the late leader ofthe Grateful Dead. 

Beanies often come in sets. Much 
sought after is the American Patriot trio of 











Libearty (a white bear), Lefty (a donkey), and 
Righty (an elephant): it has sold for $1,300. 
Not bad for toys which retail for $6. Each 
Beanie comes with a tag giving the Beanie's 
"date of birth" and background. Collectors 
like the animal and its tag to be unsoiled 
and preferably not touched, certainly not 
by toddlers. Beanies were cleverly mar- 
keted by Ty, their privately held Illinois 
manufacturer. Only Ty knew how long a 
Beanie would be kept in production. The 
big toy chains were avoided and Beanies 
were sold to smaller, independent stores in 
bundles of three dozen or less, 

The Internet has proved a useful trans- 
mission channel for Beanie fever. Count- 
less sites have cropped up. Among them 
Beanie World Monthly (www.beanie- 
world.net), which provides fake-spotting 
and tag-protection tips as well as analysis 
of Beanie *policy" issues. 

Companies like Beanies because they 
make for good promotion. Recently the 
Chicago Bears football team gave away 
10,000 Buckie the Bear Beanies to children 
12 and under. According to the club, the 
promotion raised attendance by over 5%. 
In the past year, 36 baseball clubs used 
Beanies in successful attendance cam- 
paigns, as did McDonald's in one of its 
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most profitable hamburger campaigns 
ever. Beanies have also been put to non- 
profit use: military veterans persuaded Ty 
to make Buddy Poppy, a white pup covered 
head-to-paw in poppies and used to teach 
schoolchildren about veterans and war. 
There are local Beanie clubs and Beanie 
publications. The serious collectors’ maga- 
zines include price records and predictions 
for each toy. A description for a new bear 
called MacKenzie is described as “Tag of 
the 4th generation. Single number 6999”. 


Among the most popular publications is 
the “Collector’s Value Guide”, which claims 
to list all the Beanies produced to date 
along with a photo and an approximate 
market price. Most Beanies can be had for 
less than $80, but some change hands for 
over $1,000. Cubbie, the Penny Black of 
Beanies, is currently worth around $4,000. 

Occasionally a passion for Beanies can 
get collectors into trouble. A United States 
trade representative accompanying Presi- 
dent Clinton on a recent trade mission to 


China was lambasted for spending some of 
her time buying 43 Beanies from pavement 
traders on the streets of Beijing. Her de- 
fence was, "I'm a mother.” At a border post 
between Canada and the United States, an | 
irate father allegedly slugged a customs offi- 
cer who was trying to pry excess Beanies 
from his daughter. The incident encour- 
aged a loosening of import rules on Bean- 
ies. Travellers can now bring 30 Beanies 
into the United States “for personal use”. 








MARION AND WOODFORD COUNTIES, KENTUCKY 


ILLIAM FAULKNER wrote that, 

though there was no bad whiskey, 
“some whiskeys just happen to be better 
than others”. Makers of bourbon want 
drinkers to agree, and they are inventing 
newer, dearer brands, to encourage them 
to trade up. 

Ever since it was first distilled before 
the American revolution by Kentucky set- 
tlers using up surplus corn, bourbon has 
had a scruffy image. It reeks of “cigareets 
and whiskey and wild, wild women”, of 
| one-gulp shots in blue-collar bars in the 
rustbelt and the deep south. That scarcely 
mattered in the days before the rustbelt 
began to rust, and in the 1950s bourbon 
accounted for 40% of the liquor sold in 
the United States. But bourbon’s old asso- 
ciations do not blend with the self-image 
of discriminating, free-spending young 
habitués of metropolitan cocktail bars—a 
large reason its market share has slumped 
to 8%. 

Looking enviously across the Atlantic, 
Kentucky distillers saw how in the last 
two or three decades their counterparts in 
| Scotland managed to promote single 
| malt whiskies, previously little known 
outside a tight circle of enthusiasts, as pre- 
mium products commanding higher pri- 
ces than the blends that once had the mar- 
ket to themselves. In airport duty-free 
shops in the 1960s you would see the 
| Scotch blends—White Horse, Johnny 
| Walker and the like—filling the shelves, 
| with one or two recherché single malts in 
| thecorner. Today the position is reversed: 

you can hardly locate the cheaper blends 

for the array of pricey bottles with hard- 
| to-say Celtic names from quaint distill- 
| erieson remote islands. 

With bourbon, the trick cannot be rep- 
licated precisely because nearly all exist- 
ing brands already come from single dis- 
tilleries: the only blending is of the 
contents of the individual charred oak 
barrels in which the whiskey matures. But 
taking more care with ingredients and 
equipment, and allowing the whiskey 





Making bourbon fashionable 


more maturation time—say six or seven 
years rather than the standard four or 
five—can create a softer, smoother taste. 
During the last decade premium 
bourbons have been introduced by most 
of the major distilleries. Two years ago 
Brown-Forman, the Louisville conglom- 
erate that owns best-selling brands such 
as Jack Daniels (which is not strictly a 
bourbon because it comes from Tennes- 
see), Early Times and Old Forester, de- 





Smoothly down 


cided to introduce a bourbon at the very 
top ofthe range. But first, to distinguish it 
from a growing list of competing brands, 
the firm calculated that it needed an extra 
attribute apart from premium quality—a 
premium location. 

The decision was inspired by the ex- 
perience of Makers Mark, a “boutique” 
brand that has been around since the 
1960s and makes much of its charming 
rural distillery, a designated historic 
landmark nearly 200 years old. Although 
in a quite remote corner of Marion 


County, it is visited by 50,000 tourists a | 
year, who not only get to see the produc- 
tion process but are regaled with tales of 
the outlaws Frank and Jesse James, who 
had connections with an earlier distiller 
on the site. Most visitors buy a bottle and 
spread the word. Despite its being more 
expensive than standard bourbons, sales 
of Makers Mark have doubled over the 
last four years and the distillery's produc- 
tion capacity of a mere 38 barrels a day is 
soon to be increased—though not to any- 
thing approaching the 600 barrels of a 
mass-market brand such as Jim Beam. 

So before launching its own premium 
whiskey, Brown-Forman set about hunt- 
ing for a suitably romantic place to make 
it. It came up with an abandoned distill- 
ery builtin 1812 for Labrot and Graham in 
Woodford County, the heart of Kentucky 
horse country, and restored it to heritage 
standards. In naming its new product the 
firm appropriated both the name of the 
distillery and its location. Two years ago 
Labrot and Graham's Woodford Reserve 
was introduced, costing more than Mak- 
ers Mark and most other premium 
brands. 

Now the Labrot and Graham distill- 
ery tour is becoming à tourist attraction. 
The guides, like those at Makers Mark, 
stress the use of traditional methods: the 
slow fermentation of sour mash in vats 
made of cypress, the distillation in cop- 
per-pot stills (Labrot and Graham use 
three instead of the usual two), the regular 
sampling of barrels by discriminating 
imbibers with decades of experience, to 
achieve just the right taste. 

Along with the distinctive flask- 
shaped bottle, it all makes for an appear- 
ance of down-home craftmanship rather 
than mass production. For all that, the 
emphasis on history and tradition is a | 
mite bogus. Nobody really knows what | 
the original 18th-century bourbon tasted | 
like; but it seems likely that the frontier | 
drink dubbed “red-eye” by early settlers | 
and cowboys was a lot cruder than any- 
thing on the market today, certainly too | 
fierce for William Faulkner, and probably 
also for those blue-collar tipplers in their 
rustbelt taverns. 
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Valentin Berezhkov 


N 1943 Franklin Roosevelt 

and Joseph Stalin met for the 
first time in Tehran. They 
scarcely knew a word of each 
others language. Their only 
communication was through 
Valentin Berezhkov, and he was 
not entirely confident in Eng- 
lish. "You're not too tired?” said 
an anxious Stalin as they 
awaited Roosevelt's arrival. "I 
feel fine" said his nervous 
interpreter. 

One day a future Shake- 
speare may turn this meeting of 
giants into drama. But for now 
Mr Berezhkov's account will do. 
How did they greet each other? 
With careful politeness. As Roo- 
sevelt arrived in his wheelchair 
he apologised for being a *little 
late". Stalin insisted that the 
American was right on time. “I 
came a bit early.” What charm- | 
ing people they were. 

Suitably relaxed, they moved 
to the business of war. Roosevelt 
spoke of invading Europe to 
ease the German pressure on 
Russia. Stalin seemed pleased 
and said that after the war Rus- 
sia would be a big market for 
American goods. They offered 
each other cigarettes, but said 
that they preferred their own. 
They allowed themselves a little 
gossip. Stalin observed that the 
French were collaborating with 
the Germans. Roosevelt said he 
did not like De Gaulle. They had a dig at Winston Churchill, who 
was also in Tehran to review the war. He was touchy about giving 
independence to Britain’s overseas possessions, Roosevelt said. 
He advised Stalin not to mention India. 

Mr Berezhkov made a shorthand note of the conversation as 
he translated, so the account is probably pretty accurate, even 
though he wrote his memoirs many years later. Any historian 
writing about Roosevelt, perhaps the most influential American 
president this century, is likely to refer to Mr Berezhkov's notes. 
They appear to confirm that Roosevelt was taken in by the man 
he called Uncle Joe. He wrote to Churchill that he thought he 
could handle Stalin better than the British could. “He thinks he 
likes me better, and I hope he will continue to do so.” Many peo- 
ple were fooled by Stalin. But none was more important than 
Roosevelt. 


Secrets of history 

Stalin once remarked, “I trust no one, not even myself.” But at 
least he seemed to be at ease with Valentin Berezhkov. If, as is 
likely, Stalin instinctively judged him to be loyal, that judgment 
has proved to be sound. After Stalin’s death Mr Berezhkov did 
not criticise his former master's policies. He denied that the 
agreement made at Yalta in 1945 for the division of Europe had 


very loyal. 
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Valentin Berezhkov, Stalin’s interpreter, 
died on November 20th, aged 82 


been broken by the Russians. 
The cold war was mostly the 
fault of the West, he said, al- 
though he conceded that the 
relationship between wartime 
allies inevitably changed when 
peace came. In old age Mr Bere- 
zhkov still seemed awed that he 
had been privy to some of the 
great secrets of his time. He re- 
called Stalin whispering to him 
in 1943 that Russia would de- 
clare war on Japan once Ger- 
many was defeated, and he 
passed the whisper to Cordell 
Hull, an American diplomat, at 
a Kremlin dinner party. 

He stuck with the Soviet 
Union until it broke up. In 1991 
he moved to Claremont in Cali- 
fornia. American universities 
were pressing him to tell of his 
days at the centre of Russian for- 
eign affairs. Mr Berezhkov ob- 
liged. He was thought to be good 
value. He would tell of meeting 
Hitler in 1940, and of shaking 
his hand "cold and moist to the 
touch". And what about Stalin? 
Was he not a monster too? Mr 
Berezhkov would tell a Stalin 
story, of how he had ordered a 
guard to shoot a dog whose bark- 
ing had kept him awake. But 
this, surely, was the human side 
of Stalin. What else should you 
do with a barking dog? 

Mr Berezhkov was trained as 
an engineer but had an ear for 
languages and as a child had picked up English and German 
from his parents. In 1940, when the Soviet Union was discussing 
the details of a peace pact made in 1939 with Germany (to be 


broken when Germany invaded in 1941), its Berlinembassy was | 


short of linguists. The Soviet bureaucracy turned up young 
Berezhkov, who was then in the navy. Molotov, the Soviet for- 


eign minister, took him under his wing. How would he like to | 


work permanently as a translator? An honour, said Mr 


Berezhkov, “but I have no specialised training". That did not | 


matter, Molotov said. "We've all had to learn different things." 
Mr Berezhkov received a dark suit, a grey overcoat, a trilby hat 
and a diplomatic passport. “Thus began my diplomatic career,” 
with meetings with Hitler, Stalin and other makers of history. 
Later Mr Berezhkov was entrusted with the editorship of So- 
viet publications, including New Times, a foreign affairs weekly, 
and in the 1970s and 1980s worked in the Soviet embassy in 
Washington. In 1983 his son Andrei, then 16, wrote to Ronald 
Reagan saying he wanted to defect to the United States. His upset 
parents persuaded him to change his mind and he returned to 
Moscow. Andrei died the following year in a shooting accident, 
apparently unconnected with his proposed defection. Another 
son, Sergei, is an interpreter for Boris Yeltsin, and is said to be 
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ax. 
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‘COURSES - 








UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 














Match your utilizing your life and work experience. College equivalent credits are 
given tor your; job, military, company training, industrial 
position witha | Courses, seminars and business experlence. 
legal degree | We accept college credits no matter when taken. 





and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 
at your own pace through home study. 


Send/tax detailed resume fora NO COST evaluation, 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 
14808) 597-1909 
CALL: (eo) 423-3244 ext. 137. UK: 0800-960-413 
Fax: (310) 471-6456 — E-Mail: admissions@pwu.com 
http:/www.pwu-hi.edu 


"As you know 
experience is 
still the best 

teacher... But 
degrees open 
doors," 


Brandeis University 
Masters in Sustainable International Development 


J oin development planners, early to mid 
career, from around the world in an 
innovative problem-solving curriculum on 
poverty, threatened environments, and 
sustainable economic development. First 
year study at Brandeis, second year work © 
on Masters project in home country or 
abroad. Low student-faculty ratio, wonderful 
Boston area location. 


GRADUATE 
STUDIES IN 
ECONOMICS AND 
BUSINESS 


SOAS, University of London offers the following leading intemational 
qualifications (one year full-time, 2 ~ 3 years part-time): 


* MSc in Development Economics 

* MSc in Economics with reference to Africa 

* MSc in Economics with reference to South Asia 

* MSc in Economics with reference to the Middle East 

* MSc in Economics with reference to the Asia-Pacific Region 


* The MSc programme provides students with the advanced 
theory and technical skills needed to embark on the 
Department's PhD programme, which covers a distinctive 
range of research areas including: emerging markets; foreign 
trade; political economy of development; and money, 
banking and finance. 


* Postgraduate Diploma course - this is a conversion course for 
graduates with good non-Economics first degrees. A 
satisfactory pass in this Diploma allows students to proceed to 
the MSc. 


* MA the Chinese Business World - a unique multidisciplinary 
programme for those interested in China, Taiwan and Hong Kong. 


For further information contact (quote ref: ECON/12/98): 
Student Recruitment Office, SOAS, Russell Square, London 
WC1H OXG. Tel: 00 44 171 323 6027 (24 hour answerphone). 
Fax: 00 44 171 691 3362, E-mail: study@soas.ac.uk 

internet: http://www.soas.ac.uk 





SOAS 


University of 


UEM. 














* Your education, any time, any where 
«High quality program 

* Affordable & cost effective 

*Badxtor, MBA and PhD. in Business 
Live student-faculty videoconferencing 


Tek (714) 816-0366 
Fax: (714) 816-0367 


10542 Calle Lee Suite 102 
Los Alamitos, CA 90720 


PRESTON 


UNIVERSITY 


Cheyenne, Wyoming, USA 





Masters/Doctoral Degree Programs 


Distance learning 
Business Administration * Computer Science * Education 
* Natural and Social Sciences * Humanities * Languages 
Accredited by W.A.U.C * Licensed by State Dept. of Education 
Preston University, Dept. ECS/12 
1204 Airport Parkway * Cheyenne, WY 8200] + USA 


Tel: + 1 (307) 634 1440 * Fax: + 1 (307) 634 3091 
Email: admissions @ preston.edu * www.preston.edu 


Amsterdam 
Institute of Finance 


offers in cooperation with the faculty of 


INSEAD 
Upcoming Courses 1999 


Measuring and Implementing 


Economic Value Added (Feb. 15-17) 


Advanced Corporate Finance 
- Mergers and Acquisitions 
- Financial Restructuring - Going Public 
- Financial Innovation 


(March 15-19) 
(March 22-26) 
(March 29 - April 2) 


Advanced Valuation Topics 


« Advanced Valuation (May 3-4) 
- Valuing Commercial Banks (May 5-6) 
- Real Options 
Negotiation Analysis (May 10-11) 
Portfolio Managernent 
- Global Asset Allocation (May 19-21) 
- Fixed Income Investment (May 25-28) 
- Equity Investment (May 31 -june 5) 
- Real Estate Investment (june 7-8) 





For information, please visit our Web site, or contact Ms. K. Arnold. 





AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: *31-20-5200165 - fax: +31-20-5200161 
e-mail: infogiaif.nl - internet: www.aif.ni 





THE ECONOMIST DECEMBER STH 1998 


COURSES 






THE ASSOCIATE ESSTITUTE OF 
PHE UNIVERSITY OF HRADEORD, UK 


A NIMBAS-Bradford 
MBA degree is a powerful 
boost for your business career 


NIMBAS, the Associate Institute of the University of Bradford, 
UK, enables University graduates to earn. the prestigious University 
of Bradford MBA degree in the Netherlands or in Germany 


ONE-YEAR FULL-TIME MBA 






| 

















NIMBAS also offers this parttime MBA programme in M IN 
TWO-YEAR EXECUTIVE MBA 
GRADUATE SCHOOL oF MAN 


TWO-YEAR PART-TIME MBA 
cooperation with the Bundesstadt Bonn, in Bonn, and in ® LIEF 
cooperation with the Fachhochschule Mainz, in Mainz, Gerrnany i U nN ] V O r S ] ty : 
Seven intensive study sessions in the Netherlands, the UK, Germany and France 

NIMBAS is AMBA (London) accredited f © 3 f uns 

NIMBAS Q X ord G 
NIMBAS, l 
Telepl 






the HEC MBA program (isa) 
. make the difference : 
as it has for 


The CEO of Dell Computer France 
The Vice President of Sony Bu ope 





WR MBA PROGRAM 






















Return to The MBA Programme Manager, 
Said Business School, 

The Radcliffe Infirmary Woodstock Road, 
Oxford OX2 6HE, UK. 

Please send details of: 





The Managing Director of Bain d Co.France 









Cl the University of Oxford MBA 
L information about the Said Business School 





m Over 200 multinational ag 
on campus each year 






Internet: http:/A S.ox.ac.uk 


Tel. +44 101 1865:22 4410) 1865 228471 
Email: enquiries THE ECONCMIST Decii d 















Number af yoats nh Profesional Expenence: osse 
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MOTIV TE ) PEOPL E 
“ADULTS from 19 years > n 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
«JUNIORS from. 11 to 18 years 
< ERENCH in BELGIUM 


up to 45 private were group lessons 
and pedagogical activities 
& 
Putting into practice with our teachers: 
at breaks; heals and evening socio-cultural activities 


1+ 32-87-79 11 22 
- 87-79 11 88 























gm : ; I LASALLE UNIVERSITY 
i ja f Of Campus Degrees: 
INIVERS BACHELOR + MASTER'S « DOCTORATE 
"» N Aliseda a iHome Study Program) Credit for Work & Life Experience 


115, 28008 Made Founded in 1986, Fairfax University offers: 1-504-626-8904, Dept. 136 


78 TÉax E i jl * Home study degree programs with no written 620 Lotus Or. N « Mandeville, LA 70471 USA 
examinations.or residency requirements s divine distance edu 
* Credit awarded for prior learnimg/practicat Ci 
experience 
* international faculty 


* Programs at the Bachelor, Master and Doctoral | A tO lesson study that will throw light 
i 





levels on today's baffling problems. gal 


* Year-round admissions 
i 3 Details from: The Registry, Fairfax University, 
| * he. classroom attendance « Distance earning: 2006 West Fork Drive, Suite 200, Bator Rouge, 
oe Distingui pied faculty * Accelerated degree programs Louisiana 70827. USA (Fax: 504.298.1303) 
os Credit for work experience» Students from 96 " 


Write: Henry | George Institute, 121 
30th Street, New York NY. 10016, USA 





j countries and 30 states in the USA. iei Pine -m L 
"MI Washington International University : ete OMA - 
P.O Box 1138, Bryn Mawr, PA 19010-USA a 


Fax:610-527-1008 - E-malt: washuniveop.net: | MON” T ICELLO UKAE i Y 








Teaching French to adults for.29 years == Prestigious Distance Learning e Professional Experience Credits i 
International Acceptance 
I NS TI TUT D E F RA N CA I S Bachelors e Masters + Doctorate e Juris Doctor 
Overlooking the Riviera’s most beautiful bay Law e Business « Education « Diplomacy & Int'l Studies e Arts & Sciences 
E is s (913) 661-9977 Tel. « (913) 661-9414 Fax » info@monticello,edu « www, monticello.edu 
A UNIQUE TOTAL IMMERSION PROGRAM Administrative Services: 8600 W 110th St., Suite 206, Overland Park, KS 66210 USA 





fWihrsa day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 4 Jan, 1 Feb. and alt year 
06230 Villefranche/Mer ELS, France, Tel. (0) 493 01 88 44 Fax (0) 493 76 92 17 
http:// www.institutdefrancais.com 



















eee DIAL@GUF SPANISH 


55, Fontaine du Tonnelet, T -87/773976 — httpihswww.sogid.be/dialogue 
B-4900 SPA (ARDENNES) fax 32-87/7 733592 E-mail: dialogued@arcadis,be 


TOTALLY PERSONALIZED TRAINING 


Also courses for teenagers and young adults during school vacations 
North American Inquiries: Elliot Essman/Autonomy Publishing Corp, 
EUROPEAN Tel: (800 474-7416 Fax (914) 834-8038. http://www.autonomy.com/dialogue. htm 


suas CONFERENCE 































MSc/PgDip Environmental 
Management for Business 


by Distance Learning i in the workplace over 24 months 


Visit our web site at 
http//www.herts.ac.uk/natsci/Env/Postgrad/MScEnvManBus, html’ 


Information from: Admissions, University of Hertfordshire, College Lane, Hatfield, 
Hertfordshire ALTO 9AB, UK, Tel: 44(0)1707 284800 Fax: 44(0)1707 284870 


University of Dedicated to excellence in teaching, 
Hertfordshire learning and research in higher education 





7-Day Intensive Pr ogramme 


October 11- 17 19 
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Industrial Market Research 


LMC international, a rapidly growing economic Consultancy based in central 
Oxford, wishes to. recruit an analyst to work as part of a team on industrial 
marketing and market research projects in the automotive, tyre and related 
sectors. Much of this work will focus:on specialist raw materials and components 
used in these sectors, 
The successful applicant i y tobe a graduate with at least three years’ 
, experience in industrial and economic analysis in a commercial environment. An 
ability to understand technical, commercial and economic aspects of industries is 
called for, together with good quantitative, computing, wriling and oral skills. 
Knowledge of chemistry and foreign languages would be an advantage. A 
proven ability to work to tight deadlines is needed; as well as readiness to travel 
internationally, Non-EU applicants must possess the right to live and work in the 
UK. 


Apply, with a full CV, to: Director of Personnel, LMC international Ltd, 
14-16 George Street, Oxford OX! 2AF, UK, Email. Itromans@Ime.co.uk. 


The creme always rises to the top, 
so why shouldn't you? 


Looking for the way to achieve that higher level of income? If 
you're an international senior executive, over 40, and currently 
eaming *100K per year, we can assist you in attaining your 
goals. At Resume Broadcast International, our team. will manage 
your career search with the expertise you have come to expect. 
Our commitment is not just 40 hours per week, but 24 hours a 
day, 365 days a year. Contact us at Tel: (909) 866-4213, Fax: 
(909) 866-4244. or E-mail: 102224,3306@compuserve.com 
‘today and watch the doors to opportunity open tomorrow. 


| Resame 
roaka 
intentional 


Resume Broadcast International 

PO BOX 2892, Big Bear Lake, California CA92315, USA. 
Tel: +4 (909) 886 4213, Fax: *1 (809) B66 4244 

Email: 102224 3306 @compuserve.com 


iili 
IHIH 


FAA Holding is an Austrian company carrying out projects 


mainly on behalf of the EU in Phare and Tacis countries. FAA |: 


as part of a consortium is carrying out a Tacis Framework 
Contract for Enterprise Restructuring and Development. - a 
mechanism allowing to launch smaller projects without 
tendering procedure - which will be operational at least until 
June 2000. 

FAA is looking for short- and long-term experts: 


Fields of Expertise: Skills: 
insurance and Banking Long- / short-term Advisor 
Privatisation, Restructuring | Project Manager 
Public Administration Trainer / Coach 
Taxation and Customs Monitor / Evaluator 
Public Finance Project Identification 
SMEs Tender Evaluation 
Human Resource Lawyer 
Development Accountant 
Regional Development Economist. 
Information Technology Commuünication 
Energy Procurement 
Pre-Accession 
Tourism 
Environment 


Specify in your reply availability for S/T or L/T missions. Send us 
your CV in English and preferably in EU format, highlighting 
your strengths and experience in Tacis, Phare, Meda regions to: | 
waltraud.gugerbauer@faa-mdi.com or to FAA Holding, Reisner 
Strasse 40, A-1030 Vienna, Austria, Fax: +43 1714 94 05.. 
For detailed information and CV form see: 
htto:/Awww. finanzakademie.at 


Experience with Phare / Tacis preferred, MEDA a bonus 


Forest Managers 


Opportunities have arisen for experienced Forest Managers to join us in Africa to achieve best practice by 

managing, financial, material and human resources within our established forestry business. COC is one of the 

world's leading investors in the developing World; at the end of 1997 we had £1.57 billion invested in 404 

businesses. Our commitment to Africa has been significant during CDC's 50 years commercial investment: E 

forestry is one of many agribusinesses that we operate in the region. B 

The major challenges of these positions are the: 

* instigation and achievement of annual operational targets 

* Ability to develop skills and productivity at all levels . : 

for * The drive to improve technical and commercial performance whilst taking into account strong social and.” 
environmental dimensions 

* Involvernent in marketing of timber products 

* initiating contacts within the local area and with regional government bodies 

* Maintaining and developing control procedures D Re aes 

* Operating in environments of relative isolation. i 

You will need to bring with you a degree in forestry, intuition and bre 

of at least 8 years'; experience of operating in Africa would be beneficie though not essential. Given the 

autonomy that the roles offer, you will also need to demonstrate c table Clive and motivation to succeed. 

The positions provide a variety of professional challenges in a ungue environment which wil be reflected in the 

attractive salary package that includes comprehensive expatriate s To apply, please send your CV, enclosing 

details of your current salary and quoting reference number 27914 i Wagstaff, Human Resources 

Department, Commonwealth Development Corporatio e Bessborough Gardens, Londen 

SWIV 2JQ. UK. E-mail: cwagstaff@cdc.co.uk 

Visit our web site on: http://www.edc.co.ub 

COC is committed to equal opportunities, © 


Eastern and Southern Africa 


Creating 
the 


conditions 


sustained 


Pnaturity of forestry management 
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Postdoctoral positions - Transportation Materials 


Thé Center fot Transportation Analysis in the Energy Division at Oak Ridge National 


Laboratory (ORNL), is seeking two candidates for postdoctoral research positions in the. 


‘Transportation Materials Program: Candidates are required to have an excellent research 
background in the current and future viability of new materials for automotive 
applications, Development and utilization of unique models and databases will often be - 
required to address questions related to economic viability, process cost modeling, 
systems analysis, life-cycle analysis, infrastructure requirement cycling, and 
institutional and social acceptance, Candidates should possess ‘ong analytical 
capabilities, particularly inthe area of cost modeling of lightweight materials, Interested 
applicants should have a backgrourid in business and engineering, preferably a Ph.D. in 
materials science, environmental engineering or public policy from a recognized 
university. Candidates with Masters Degree may also apply. 

Complete information related to the Transportation Materials Program can be found at: 

httpz/www-cta.ornl.gov/Research/tm/Index.html 


These appointments will be for one year and renewable for up to three years- They are 
offered through the ORNL Postdoctoral. Research jates Program which is jointly 
administered by ORNL’s Office of University and Science Education and the Oak Ridge 
Institute for Science and Education. The program is open to all qualified U.S. and non- 
U.S: citizens without régard to race; color, age, religion, sex, national origin, physical or 
“mental disability, or statüs-as à Vietnam-era veteran or disabled veteran. 


Interested candidates should complete and submit an “Advertised Position” application 
for the ORNL Postdoctorál Research Associates Program, 
‘This application and a complete description of the program is available at: 
: hittp://www.orau.gov/orise/edu/postgrad/ornlpdoc.htm. 
Post masters candidates should contact Mary Lucas at 423-241-5386, lucas@orau.gov 
for specific details about the post masters component of this program. 
Specific technical questions related to these positions should be directed to: 
Dr. Sujit Das, Oak Ridge National Laboratory, Center for Transportation 
Analysis, 423-574-5182, 423-574-8884 (fax), {dass@ornl.gov). 


Please reference project ORNL #98-17 when applying for this position. 


UNIVERSITY OF DUBLIN 
TRINITY COLLEGE 
LECTURER IN ECONOMICS 


Applications are invited for the above post in the Department 
of Economics at Trinity College, Dublin, tenable from 
September, 1999, 


Candidates should have a strong research record and 
commitment, which may be in any field of Economics. 
Preference will be given to candidates whose research interests 
lie in the following areas: International Economics, Macro 
Economics, Industrial Organisation and Applied Econometrics. 


Salary Scale: Lecturer Grade TI: IR£16,349 - IR&35,933 p.a. 
Lecturer Grade t: 1R4632,997 - IR&40,384 p.a. 


Appointment will be made on the Lecturer Grade II scale within 
the salary range IR£16,349 - IR&£23,068 per annum, at a point to 
accord with qualifications and experience to date, Intending 
candidates are asked to note that it is likely that more than one 
appointment may be made; appointment(s) may be made on a 
contract or on à permanent basis, 


Application forms and further particulars may be obtained from: 


Establishment Officer 
Staff Office 
Trinity orca 
Dublin 
| ax +353-1-677-2169/ 
Tel +353-1-608-1678/Fax -21 
: e.mail: recruit@ted.ie POUR 


.] |www.tcd.ie/Staff.. - 
Website: bttpi//wwe? T partment may be 


UNITED NATIONS (D) NATIONS UNIES 


MACROECONOMIST 
EXECUTIVE OFFICE OF THE UN SECRETARY-GENERAL 


An opening exists for a macroeconomist to. work in the newly established 
Strategic Planning. Unit in the Executive Office of the United Nations Secretary- 
General. The Unit provides strategic advice to’ the Secretary-General and. his 
Senior Management Group. The successful candidate will be d macro-economist. 
with broad interests in the economics of globalization: and/or the ‘international 
dimensions. of Third World development. The position is at the P-5 (Senior 
Professional) level. Applications with current. CV: and outline of research/policy 
interests should be sent (mail-or e-mail) on, or before January 25, 1999 to: 
Strategic Planning Unit ; 
Executive Office of the Secretary-General, Room S-3275À 
United Nations, New York, NY 10017 


Further details of the position are available from: : 
bazet-broitman@un.org or at fax number: (212) 983 8050 


Applications from women candidates from 
developing countries are particularly welcome. 


THE NATO AIR COMMAND & 
CONTROL SYSTEM MANAGEMENT 
AGENCY (NACMA) 


The NATO Air Command & Control. System 

Management Agency (NACMA) is primarily 

responsible for undertaking the central planning 

for and implementation of the NATO Air Command 

and Control System (ACCS). The programme is 

intended to modernise NATO Europe's air defence 

facilities by combining the planning, tasking and execution of tactical air 
defence, air offensive and air support operations. It invalves the provision of 
Software, hardware, civil works, and communications in both static and 
deployable configurations. 


SENIOR COST EXPERT 


The Senior Cost Expert will be responsible for the production and/or 
review of financial and economic data relating to the ACCS programme. 
He/she will conduct cost analyses (including Life Cycle Cost analyses) 
and develop methadologies and procedures for costing and cost control. 


The candidate should have: 

€ a university degree or an equivalent combination of education 
and experience in economics, law or business administration. 

The candidate must also be familiar with the use of computer-based 
support tools, including automated cost tools; 

+ an oral and written command of English or French and a sound 
working knowledge of the other language; 

+ many years of experience in the management of high technology 
equipment projects (preferably for defence) in fields directly applicable 
to the ACCS programme and also an extensive experience in analysing 
the costs of high technology equipment and in discussing these cost 
analyses with contractors: 

+ experience, more specifically, in dealing with military electronic 
Systems (especially radars/sensors, command, control, — 3 
communications and Automated Data Processing (ADP) equipment). 


NACMA will offer: @ 2 pleasant working atmosphere in an international 
environment; excellent salary and additional allowances depending 
upon marital status; @ good private health insurance scheme; 
7430 days annual leave; € a three year contract which may be © 
/-fenewed for a further period of three years. 





.. Candidates; who must be NATO nationals, are requested to forward 
their detailed résumé in English or French to Mr. C. Picot, Personnel 
Officer, NACMA, rue de Geneve 8, B-1140 Bruxelles to arrive not later 
than 15th January 1999, quoting the reference No: PAD4 EXT. => 
Please note that only qualified candidates acted. © 


THE ECONOMIST DECEMBER STH 1998 





> ) UNIVERSITY OF 


the above post, tenable from 1 October 1999, University 
je £16,555 - £31,010 per annum. The successful 
fellowship by University College, in which case the 
and college salary would be according to Age.on a scale up to 
rial & allowarices may be available. 
oritaining details of the duties and full range of emoluments 
: nees hing to both the university and the college posts) may be 
obtained from Miss G Coates, Institute of Economics and Statistics, St Cross 


1 Buldi a, Mi m 


Gad, Oxford OXI 3UL 
01865 271088). The closing date is 15 Janua 


(aillian.coatesGecoromics.ox.ac.uk; tet: 
ry 1998, 


The University is an. Equal Opportunities Employer. 


Associate-/Assistant Professorship 
in Applied Microeconomics 


The Department of Economics at the Copenhagen Business School invites 
applications for a vacant position as Associate-/Assistant Professor in 


Applied Microeconomics. 


Appointment and salary will be in accordance with the Ministry of 
Finance's agreement with the Central Academic Organization. 


For further information please contact: 

Head of Department Lars Lund, Department of Economics, tel. 445 3815 
2586, e-mail: ILecoGcbs.dk. Information about the department may be 
found at http//vww.cbs.dk/departments/econ/ 


The official announcement listing details about responsibilities, qualifica- 
tions and requirements for the application is available at our web site: 
http//www.cbs.dk “General. Information", or from the Faculty of 
Economics and Business Administration, The Copenhagen Business 
School, tel. +45 3815 2683, fax. +45 3815 2675, e-mail: nsc.oefak&cbs.dk 


incomplete and late applications will not be considered. 


Application deadline: 27 January 1999, 12.00 noon. Late submission of 
publications will be accepted until 24 February 1999, 12.00 noon. 


| HRD CONSULTANTS 


| HEDCO-lreland seeks to expand its j 


Registry of well-qualified Consultants 
: with successful international 
experience (with, for example, WB, 
UN agencies EC, or national 


| Specialists in education/training 
olanning and management, 
“monitoring and evaluation, 


"turriculurn development, educational 


finance and economics, good 


governance, institutional and systems | 


reform, gender justice, rural 
development, NGO facilitation, and 


|| other broadly defined HRD areas are i 


co invited to respond, stating 
availability, specifying working 
languages, and attaching 
current CVs, to: 


| HEDCO-Ireland, IPC House, 


35 Shelbourne Road, ^ 
Dublin 4, Ireland 


Facsimile: 4353-1-614 4839 
as il: heden@icht’s 
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COURSES — $^  — 
[University MIBA 


International MBA by Distance 

. Learning, International faculty. 

Bachelors not always required. 
370 Anchor Drive Ste. 250, Dakota Dunes 
5D 57049 US, Phone: 605-232-6039 - 
Fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 


** DOCTORAL AND 
MASTER'S DEGREES ese 


Accredited, | te 2 years; 
| month Residency. 
Business, Education, Gov't, Psych, 
International Relations, Religion, 
Social Work, Health Services 


BERNE UNIVERSITY, International] 


uate School, PO Box 1080, 
oifeboro Falls, NH 03896. 

: (603) 569-9648 FAX. (603) 569.4052 
MAIL: berne(fDberne edo 


CONFERENCE 


Arthur Andersen's 


Gioball Conference for 
Educators and Business Executives 


LEARNING FOR THE 21st CENTURY 
April 7-9, 1999, St. Charles, Ilinois 


Understand the co-evolution of schools, 
higher-education and business training toward 
a self-directed, life-long learning systern, 


Interact with thought leaders (all confirmed): 

* Renate and Geoffrey Caine — Authors of Education 
on the Edge of Possibility 

* Peter Drucker ~ Father of Modern Management 

* Morton Egol - Director of Arthur Andersen's School 
of the Future 

* Jane Goodall ~ Honored Scientist, Environmentalist 
and Learner 

* Dean Kamen - inventor, Entrepreneur and Educator 

* Alan Kay ~ Creator of the Idea of Personal Computing 

* Thomas Kelly — Director of Arthur Andersen's 
Knowledge Enterprises 

* Benjamin Zander — Conductor of Boston 
Philharmonic Orchestra 


Visit the Arthur Andersen Community Learning 
Center via videoconference with facilitators and 
learners. This modern version of the one-room 
schoolhouse for multiage, self-directed learners is 
evolving towards a learning environment for all ages. 


Participate in workshops on Global Best 
Practices for learning in schools, higher-education 
and business. 


Phone 630-444-4987 

Fax 630-444-4975 

E-Mail school.of.the.future@arthurandersen.com 
Visit www.arthurandersen.com/schoolofthefuture 


ATUM HMM mma eh press unre duin eun Hain pinos uei mms: Mas AI HM rm HAMA tant 


Please send me ~ Iegistration forms: 


Name (Mr Ms.) 
Company/Org. ; 


Address _ 





. Asia's leading busin igazine, the Far Eastern Economic Review, seeks 
| a regional economics correspondent. The beat cover issues related to 
trade, investment and economic development. 


' Asa successful candidate, you will be able to: . 
@ write clearly, engagingly and with a point of view on economic trends 
and economic theory. 
work under deadline pressure 


work closely and: constructively with other correspondents and senior 
editors to generate ideas, shape our coverage and complement our team 
of correspondents in bureaus around Asia. 


It’s likely you aré already. writing on economics for a regional of 

< international publication; However, candidates from non-journalistic 
backgrounds will also. be considered, subject to a demonstrated ability to 
communicate clearly to.a demanding but varied audience. (The Review's 
readers are senior executives and decision-makers in Asia, North America 
and Europe). Reporting or other work experience in Asia, particularly 
Southeast Asia, will bé an advantage. Salary will be commensurate with 
experience. 


please send your resume, three examples of your unedited writing and your 
Teferences to the Me e : 


~ Business Editor 
Far Eastern Economic Review 
GPO Box 160 
Hong Kong 


Shortlisted candidates will be notified by the end of December. 


REPUBLIC OF KENYA 


GOVERNMENT and OF KENYA 
MINISTRY OF AGRICULTURE 
Invitation to bid for Technical Manager Agreement of 
South Nyanza Sugar Company Limited 
The Government of Kenya (GoK) hereby invites interested parties to send an expression 
of interest to undertake the Management Agreement of South Nyanza Sugar Company 
Ltd (hereafter referred to as SONYSUGAR), 
GoK has 98.8% shareholding in SONYSUGAR. The company consists of a factory with 
an installed capacity of 3,000 Tonnes of Cane per Day (TCD), a micleus estate of 2,500 
Hectares and 16,200 Hectares. of contracted outgrowers cane. In addition, there is suitable 
land available to support the expansion of the factory up to 6200 TCD. SONYSUGAR is 
located 160 kilometres south of Kisumu Town: - 
Basic Requirements 
i A bidder may consist of the following: 
a. A sole entity of company which has relevant experience in sugar growing, milling 
and marketing, or 
b. a consortium with the experience outline in paragraph (a) above. 
2. Each bidder must submit identification of all the shareholders and beneficial owners 
that control more than 5% of its capital. 
"Technical Qualification Requirements i 
A bidder or in the case of a consortium, the proposed Manager of the consortium 
must provide: , 
a. proven track record of operating one or more sugar producing complex(es) of 
comparable nature and size in a developing country, 
b. proven record of successful financial management o 


complex(es): 
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INTERNATIONAL 
PROPERTY 


TO SERVICED APARTMENTS 


= 


ALL STREET JOURNAL EUROPE. 
HEADLINE GRABBERS 
The: Wat Street. lounnat Eunope wants. you, if you are o good weiter, a 


fesourcetul reporter and a clear thinker with a minimum of three years print 
experience. 


+ Language ability and international experience required. 


political reporting assignments. 
+ Positions potentially available in several European business centers. 


Please send CV to Fred Kempe ~ Editor. - The Wall Stree! journal Europe 
87 Bd Brand Whitlock, 1200. Brussels, Belgium - Fox 


. The § 
Economist @ 


Are you interested in working with — 
The Economist ? 


We are seeking part-time helpers in various European cities who would i 


be prepared to spend up to four half days a month checking and 
reporting on The Economíst's newsstand availability. ^ 


We require assistance in the following cities : 


Barcelona - Berlin - Bonn - Brussels - Cologne - Dusseldorf - 
Hamburg - Milan - Munich - Rome Stockholm -Stuttgart 


ie 
| 
| 
| 
| 


í 


+ The newspaper is tooking for correspondents of varying levels of 
seniority for corporate, markels, management, macro-economic and 


If you live in one of the above cities and are interested in learning more 


about this opportunity, please contact : 
Peter Lacey 0 
The Economist Newspaper Ltd, 
6, rue Paul Baudry, 75008 Paris, France 


Fax : 00 33 153936603 Email: PeterLaceyec@economist.com 


BUSINESS 


OFFSHORE COMPANIES 


* Ready made companies 
* Full corporate administration 
* Trade services (UC, shipping) 
* Banking/Accounting services 
* China business development services 
Contact Stella Ho for immediate services 
& company brochure 
NACS LTD 
Room 1108, Albion Plaza 
2-6 Granville Road, TST., Kowloon, Hong Kong 


E-riai:nacs@hkisupet.net 
THE WORLDWIDE GUIDE n By 


INVESTMENT LAND 
Near Marbella 
(South coast of Spain) 
About 7,200Ha, (18,000 acres) 
With development potential. 
Tel: + 34 952 82 28 53 
Fax: + 34 952 77 18 71 
Info@dmproperties.com 





: (B52) 2724 1223 
| Fax: (852) 2722 4373 
FREE COLOUR GUIDE - 


The Apartment Service 
Tek +44 (0) 181.944.1444. — 


TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION, - 
CONTACT: - 


WITZERLAND 


3 properties, overlooking views, 
drooms, from SFr 250000. Sale to Non- 
Swiss citizens authorized. Leading. company : 
established in 1975. Experience, Discretion. Suz anne Hopkins 
«REVAC S.A. 


iva? s. New York 
52, Monibrillant; CH-1211 GENEVA 42 1 5730 
Tel, 4122724 15.40 Fax 734.12 20 e n 2 54 


Philip Wrigley 
London ^ 
(44-171) 830 7000 
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OPPORTUNITIES 
















BUSINESS & PERSONAL 


WEB BASED Referral. Marketing. Pre 
982 certified natural colloidals 
ccess www.Life-1.com/cyberfood 









hen why not stay at Endsleigh Coun where you | 
un be sure of a friendly am) courteous welcome 1 PUBLISH YOUR WORK 

| Our Hp ie is ventrally ie afon at | ALL SUBJECTS CONSIDERED 
i contained studio apartments with well equippe lef ind " ini 

i kitchen and bathroom. Fiction, peal M S Religious, 
















Privacy Protec 
US Immigration, 
For free kit contact: 





FINANCING WORLDWIDE from $10 
mil to $5 bill ThA AMC 215-343- 








E :9180, Fax 215-343-5969 3146 Bristol ; 7 April 1999. September d from “uate par werk | AUTHORS WORLD: WIDE INVITED, 
.- Rd. Warrington, PA 18976 USA mir BAL: EDS 5 =] esas aH. iom iape wet | H WRITE OR SEND YOUR MANUSCRIPT TO-- 
EES ; E j s i A limited number of one and rao bedroom 









MINERVA PRESS 
2 OLD BROMPTON RD. LONDON SW7 300) 


apartments are available 






HND PASSPORTS / Drivers Licences 
/ Degrees / Camouflage Passports / 13 
Countries / Secret Bank A/Cs / Awards. 
GMC, Fax *3120-5241407; E-Mail: 
100413.3245@compuserve.cam: 

 BtipiAwww.global-money.com 






For further details contact: - 
ENDSLEIGH COURT 


"owovwcmon — | MESI ciaO] ris 
Telephone: 0 a | C O M PA N l E S 


Fax Q171 380 
Ali major credit candy accepted i COST EFFECTIVE 
i — his price inc eparste charg i| | NOMINEE & MANAGEMENT SERVICES 

TRAVELLING TO NEW YORK? NL. ot furnishings AVAILABLE 
Bed & Breakfast Service offers 200+ 
apartments, all in fashionable areas. Rates 
$90-300 pin. l | BVI £275 
Corporate Specialists 
Bed of Roses V., Inc. 
800 Sth Ave, NYC 10021 
Tel: (212) 421-7604, Fax: (212) 935-0617. 




































GIBRALTAR £275 
Fi 

NANCIAL ADVISORS ISLE GE MAN: core 
SAVE CLIENTS UP TO IRISH £275 


509; ON BANK LOANS! BAHAMAS £275 
w/COLLATERAL LOANS OTHER JURISDICTIONS AVAILABLE 
PAY INTEREST ONLY. À 
ENROLL IN OUR "IN NOUSE LAWYERS & ACCOUNTANTE 


CREDIT CARDS ACCEPTED 
TRAINING PROGRAM. 

FIDUCIARY MANAGEMENT 

ERIC A. KLEIN,ATTY. SERVICES LIMITED 

INTERNATIONAL DEVELOPING ORDRE ae 

ENTERPRISES AGENCY (IDEA) INDON WAM 
TEL: 0171 436 8100 
PHONE: (212) 751-0800 


FAX: (212) 688-4442 (24 HRS) FAX: 21 PASS 8108 
e-mail:panglobQaol.com 
















j 71 436 3201 
C NADA IMMIGRATION 44 171 436 3203. 






























IMMIGRATION TO CANADA. 
Canadian Immigration Lawyer will 
prepare Visa application and conduct job 
search for prospective immigrants. Very 
reasonable fees. Leonard Simcoe, Ref, 
in x ; ER f rr Count E, 1285 Laird Blvd., #208, Mt, Royal, 
Y " " Quebec, Canada H3P 2TL Fax (514) 
; 739 0795. Email: LSimcoedDcsi.com 
Free PEE Packet http:/users.ycs.net:85/simcoe 
CORTORATE SERVICE PEN EN INC. 


"Aes f run 89502, A. ; | i 1 
, o, ero, NV 8502, USA ANNOUNCEMENT 
y. CotporatéServiceCenter.com LUXURY SERVICED APARTMENTS NEAR HARRODS 
CHOOSE FROM A SELECTION OF BEAUTIFULLY 
APPOINTED STUDIO AND ONE BEDROOM | 
APARTMENTS IN KNIGHTSBRIDGE 
ALL FULLY EQUIPPED WITH MODERN FACILITIES 


12 OWNGTON SQUARE 
fi hat, pl fi CN, Hat of KNIGHTSBRIDGE SWI 
Pmt is Se SED ene TEL: U7 M Pa rst 




















BDPA, a leading French development consu ting firm, 
implements projects financed by the world’s principal donors 
(AfDB, AsDB, EU, World Bank). In this context, we are looking 
for specialists in the following fields in order to complement our 
data base of consultants: 






BOBKIN A CDERMAN, PC. Web Site: HTTP: // members aol com Suites 


32901 Middlebett Road, Suite 500 
Farinitigton Hills, MI 48334 US AL 
fel. (248) 835 8600 Fax (248) 855-9788 E-mail xgteencandiiael com. 


U.S. IMMIGRATION ^1 | | OFFSHORE 


| We specialise in figding jobs, businesses or 
nf properties which allow o qualify for a 
visa, and our associate attorneys handle the T AX-FREE 
visa processing. To learn how we can help 5 i " 
you, phone us at 001 954-424-6071 companies world-wide | 
formation and administration | 


Management Consulting USA Inc. 
1802 N. University Drive, i : 
Suite 100A, of companies opening of bank accounts 
Ft. Lauderdale, Fl, 33322. tel/fax/mail forwarding 


DELAWARE (USA) LAVECO-GROUP Head Otfice 
mee NN nw de Saignie, Sark, 


tba td Cnt Ca wi rn FRE AT 
We provide confidential 





Agriculture, Livestock and Rural Development 
Support to SMEs 

Local Development 

Institutional Building 

Privatisation 

Marketing of Agricultural and Food Products 
Poverty Alleviation 

Gender Issues 

Vocational and Primary Education 

Primary Health Care 


















































rt Ladd —Ó Sin ne ei id information, Communication and New Technologies 
3a Raday str., Budapest, Hungary 1002 i ; M > 
EL Se vit EE. EA i Contact languages: English. French. Project Finance and Administration 
* " 1 
Ennii: cp Gdeleg com © isteraet: Té 1364 desear 612) | Contracts entail long or short term assignments world-wide, 
a mostly in developing countries. 
COURSES Romania-LAV ECO Romania! sr] y f ) 
raea fona BLV. KOGAL if you have experience of working on development projects 









tie iL xO 





| j abroad we would be glad to hear from you. Please send a 


Guided Independent Study Program 1, detailed CV, stating your knowledge of languages and whether 
Í 


Bachelor, Master, Doctorate 


Send resume for no-cost evaluation or Fax 


aet 889-2750 





you wish to be considered for assignments as Team Leader, 
Expert or Junior Expert, long or short term, to the following 





Far East- -Export and import Bank Corp. 
Contact languages: English, Russi an 
E3 i 





address : BDPA, attention Damien BRUEL, 27 rue Louis-Vicat, 
75738 PARIS Cedex 15, France. Fax : 00 33 1 46 38 34 82. 
E-mail : dbruel@bdpa_fr 


8400 Uptown Blvd. NE 


Albuquerque, New Mexico 877100 S.A. 
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"OFFSHORE COMPANIES 
TRUSTS & FOUNDATIONS 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 


* Incorporation in ALL TYPICAL INCORPORATION FEES 
offshore jurisdictions roland 
reian 


+ Post incorporation services 

* Bank accounts opened Isle of Man 
* Trust services Dominica ... 
|. * Banks & insurance 

companies formed: - 

* Migration consultancy 


ES INTERNATIONAL COMPANY 
, SERVICES LIMITED 
The Offshore Professionals 


www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, 1M4 3AJ 
Tel: 4441624801801 Fax: +44 1624 801800 E-Mail: iom@ICSL.com 
LONDON, UK CZECH REPUBLIC SWITZERLAND 
::Peyman Zia artes Zidek Astrid Fuenzalida 
Tel #44 171 493 4244 Tel: +4202 573 20706 Tel: +41 22 311 3080 
Fax: +44 171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4879 
“EMail: uk@icsi.corn E-Mail: firstcom@traveller.cz E-Mail: ICSL@cortex.ch 


UKRAINE USA CARIBBEAN 

Mark Rayner Jerry Bakerjian Paul Winder 
Tel: --380.44 464 1191 Tel: 4-1 954 943 1498 Tel: +1 649 94 62828 
Fax: --380 44 464 1193 Fax: +1 854 943 1499 Fax: +1 649 84 62825 
E-Mail: ICSLGDgu Kiev.ua E-Mail: usadPicsi.com E-Mail: tel@icst.com 





The Original 


kallback 


Lowest International Rates 


Call to the U.S. from: 


Hong Kong....35¢ Germany......24¢ 
Spain............45¢ Italy.............. 34€ 
Singapore.....33¢ Australia......26¢ 
U.K.................17€ France..........20€ 


Instant Activation 
Fiber-Optic Networks 
Itemized 6-Second Billing. 
Ideal for Home, Office, a 
Hotels and Mobile Phones 
Tel: 1.206.599.1992 * Fax: 1.206.599.1982 


417 Second Avenue West * Seattle, WA 98119 USA 
www.kallback.com * Email: info®@kaliback. com —— 


Insiders" dividers and your Glaser Litigation Bag. 





Walnut or black leather 
19 x 13 x 8", $795. 
kr 22 x Id x 8", $1,050. 
“yj YOUR LAPTOP I$ PROTECTED by our Flexible 
i. Unwreckable" frame. Mobile Foam™ dividers 
sala your laptop and supply extra pockets for your pens, 


tickets, and cell phone. 

m YOU CAN ORGANIZE loose documents and letter- 
size ot A4-size manila file-folders in a Glaser Folder- 

holder" divider. You can virtually double the capacity of your 

bag by storing loose documents vertically, side-by-side in 

a Glaser Double Dayfile™ divider. 
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à YOU CAN PACK your suit in a Glaser Suitfolder, 

| and pack your Glaser suitfolder in our 22” 
Litigation Bag, and your suit will travel almost as wrinkle- 
free as it would in a Glaser garment bag. Pack laundry- 
folded shirts in a Glaser Pakasak™ divider and they'll. 


travel well also 


WE DESIGN AND MAKE Glaser Travel Goods in our San 
Francisco studio. We make Traveler’s Briefcases in.a 
variety of styles and sell direct to you. We also make - 
the world's best luggage for frequent travelers, and 
design and make custom gifts for corporate clients. 


PLEASE CALL for a free catalog, or visit our San 
Francisco showroom. 


GLASER DESIGNS 


Traver Goons MAKERS 

32. OTIS ST. SAN FRANCISCO CA 94103 

PHONE 415-552-3188 FAX 415-431-3999 

TOLL FREE 800-234-1075, ECON@GLASERDESIGNS.COM 
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2nd PASSPORT 
OFFSHORE COMPAN 


Maritime International Ltd. 
Bay View Place, Crosbies 
St. John's, Antigua, West Indies 
Teh «1(268)461-2024 Fax: +1(268)462-2718 


Email: maritimeGcandw.ag 
http//www.milonline.com 
"A decade of confidential service" 





B U 
Vow O24 
Serviced Apartments offering Best Value for Money, E 


Unbeatable locaton in South K ton. -Á———— 


WORLD WIDE 


OFFSHORE COMPANIES 
FROM THE WORLDS 
NO. 1 PROVIDER 


2 person apartment from £70 per night 
4 person apartment from TUS per night 


Tourist Board Commended 


ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW? 4DG. U.K. 


A R E N ifi lawyers, d à tants, 


JOB HUNTING INTERNATIONALLY? 


Executive earning $50K-500K *. Career searching into, within or out of 
Asia/Europe/U.S.? A new position is closer than you think! Free info. 


www,CareerPath.co.uk 
Tel: 
(662) 
2674685 





E-mail: cpasia@bkk.loxinfo.co.th 


ER 
Fax: a. 


kA b 
$ (662 4 A 
* — 2674688 regie 


INCORPORATE IN USA 
BY FAX OR PHONE 


` Corporations and LLCs 
* Free name reservation 
* Personal assets shielded 


* Confidential and cost effective 


* Full registered agent services 


| Delaware — $199.99 | 
, Wyoming —— $285.9 
| Nevada $380.00 

, Utah $270.0 


FAX: 302-421- BET TEL: 302-421-5750 


Registered Agents, Ltd. 





; t 1402 TEANECK ROAD - SUITE 114 > 
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E Mail: corp&dca.net 
Web Site: www. incusa.com ikemsoune 
Eveline Karls 


HONG KONG 
Raymond Choi 
MBA MLA {Bip} 


HUNGARY 


Laszlo Kiss #Sc (Econ) — SHANGHAI 
Te d 


Bart Dekker LLM 


CYPRUS 
Chris Vassiliades 
Attorney-at-Lawe 


FOR IMMEDIATE SERVICE AND OUR 110 
PAGE COLOUR BROCHURE CONTACT 
C W Forster 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, IM99 AEE 
E-mail: economist&ocra.com 
TEL: +44 1624 815544 
FAX: +44 1624 817080 


, LONDON - Ri char d Cook, B 





1509002 CERTIFICATED 
Toll Free From USA: ; 


www.oer ‘a.com 


OCHA World Wide is a member of the Estate and 


TEANECK, NEW JERSEY - 07666 - USA General Group established in 1995 


OFFSHORE 


COMPANIES 
BY LAWYERS 


| cena AUN UNS ge TEDE AHORA SANARE RM 
SCF is one of the world's largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants, 
All our consultants are professionally 
trained and will ensure your affairs will 
be dealt with in an atmosphere of 
utmost privacy and confidentiality. 

Aa ARITA REP SR Wf at CAE t ABUSE LENS AU EE 


WORLDWIDE OFFICES CAN 
= PROVIDE: E3 


LOWEST 1* YEAR 
& ANNUAL FEES 
GUARANTEED 


For confidentia & friendly advice please contact: 
LONDON OFFICE 
90-100 SYDNEY ST, 
CHELSEA LONDON, 
SW3 6NJ 
TEL: + 171-352 2274 
FAX: + 171-873 9688 
E-mail: offshore@scigroup.com 


FREEPHONE: 0800 262 856 
www.scfgroup.com 


DUBLIN OFFICE 
27-29 LWR PEMBROKE ST, DUBLIN 2 
TEL: + 353-1-662 1388 
FAX: + 353-1-662 1554 
E-mail: offshore@scfgroup.iolie 


Other European Offices 
Athens, Budapest, Lisbon, Monaco, Moscow, 
Nicosia & Sofia 
For a free colour brochure on 
how you can save taxes please 
complete this coupon below: 
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ECONOMIC INDICATORS 








OUTPUT, DEMAND AND JOBS Germany's GDP growth rose to 2.8% in the year to the 
third quarter. Japan's Gop fell by 3.6% over the same period; the third quarter marked its 
fourth consecutive quarterly decline—a record. Australia's GDP growth leapt to 5.0%; Cana- 
da's slowed to 2.3%, its lowest rate for nearly two years. 



















































































COMMODITY PRICE INDEX 
Asarco, America's third-big- 
gest copper producer, is to shut its smelter | 
in Texas for three years because workers at | 

























































































% change at annual rate The S iesnoniit pel Industrial Retail sales Unemployment Grupo Mexico's Cananea mine are on 
paesana deos x : : : 
id i-o m 1 ERST di EU oat ions eis EIE copper prices | 
Australia +36 +50 a3 «36 +20 +10 +190 * 28 Q2 77 0a BA sank to an 11'zyear low of $1,544 a tonne | 
Austria na «400 +27 +24 -185 +11 Ag +34 Aug 45 ott 44 in London this week. The global market is 
um +26 «35Q +28 +22 na + 0.1 Sept —*67 X 125 oa 134 | insurplus by 500,000 tonnes this year; the 
Britain +15 42305 +26 +07 + 0.1 + 06 Sep? + 10 oa* 62 seps 68 oversupply is expected to continue for sev- 
Canada +18 «2303 +30 +18 +09 + 1.8 Sep + 3.9 Aug _ 8.1 Oct 91 eral years. Stocks in London Metal Ex- 
Denmark +08 +1602 +27 +20 na - 08 Sep + 5.8 Aug 62 Sep 77 
France +20 «280 +30 +23 -04 + 3.0 Sep * 25 sep — 11600 125 change warehouses — stand at sidak 
Germany — «35 +2803 +27 «20 562 +21 Sep 02 Sep 1060: 118 | 515,000 tonnes, their highest level since | 
italy £21 41202 417 +21 - 12 + 14 Sep - 03 sp — 123 4 120 March 1994. Demand from Asia has been 
Japan —  -26 -360 -26 -08 +24 - 8.0 Oc - 36 sp 4300 35 | hitbytheAsian economic crisis. China, a 
Netherlands +04 + 34 03 +37 *27 -72 + 1.0 Sep +64 — 39 0x 54 net importer of copper earlier this year, 
spain EE E z c ET T ETE p iem 2 has now cut its own output to help boost 
Sweden * * * * » * P * * A 1* . . 
Switzerland +13 +2202 +21 +16 na *47 Qr +30 Sep 3200 48 domestic prices and to reduce stocks. 
United States +39 +3503 +34 +17 +37 +21 0d + 60 Sep 46 01 47 | | 
Euro-11 +08 +23% +28 +23 432 +47 iy +29 nit? 109 Sep 1,7 | 1990=100 Fee =o ta iue % change on 
*Not seasonally ted. "Average of latest 3 months compared with average of previous 3 months, at annual rate 1New senes. §Jun-Aug, claimant count rcs aur 
rate 4.6% in October. **Agg-Oct. ' " Economist estimate: weighted average of countries listed above -— 
Dollar index 
All items 877 879 - 02 -18. 
PRICES AND WAGES Japanese consumer prices rose slightly in October, lifting the 12- food 1012 (0018 - 12 — 
month inflation rate to 0.2%. Euro-11 consumer prices increased by 1.0% in the year to Octo- | industmai 
ber, unchanged from September's figure. Canadian workers’ wages rose by 3.9% in the year to All 76.1 758 +09 -158 | 
September, a rise of 3.2% in real terms. Niat 90.7 898 +20 -148 
Metals 673 674 +01 -165 
% change at annual rate The Economist poll - 3 m 
Consumer prices* ^ consumer prices forecast Producer prices* Wages/earnings - Sterling index | 
3 mths? 1year 1998 1999 3 mths 1 year 3mths! 1year All items 943 950 E 00 -167 | 
Australia +10 «130 sii €22 +10 +09 3 +49 +3303 | Food 108.7 100 - 10 -187 
Austria nil + 0.7 Od +12 +14 -51 - 1.6 0d na na Industriais 
-09 «06 Nw +10 +13 -39 -28 sep +09 +24% All 817 819 +12 -143 
Britain +22 *31 od v 315 4 23 -10 +01 od na na - Ntal 974 970 + 22 -133 
Canada +07 +10 oa +10 +15 +23 +0704 - 30 + 39 Sep Metals 72.2 728 03 -150 
Denmark +12 +17 0d +19 +22 -34 - 21 oa * 49 +42 Mw" | SDRindex 
France -05 +04 oda +08 + 10 -26 - 15 Sep +18 «24 ape | Allitems 86.2 861 +4 12 -197 
Germany - -04 +07 oa +10 + 12 -90 -47 oa na +19 sp Food 993 97 +02 -218 
+10 +17 0a $37 * 17 -20 -0900 +27 +26 oa industrials 
Japan +05 +02 Oa +03 -05 -37 -28 0a na -01 Sep All 747 743 24 -174 
Netherlands + 42 + 18 Od +20 +20 -37 - 30 Oc *51 +37 Sep NGS = 660. 88.0 35 -164 
Spain +24 +17 0a +19 +22 -18 - 16 Sep +0) «20m Meuk- 7 EEDGE 20080 3 15-81 
Sweden na - 04 od +06 +10 -10 - 12 Od -01 432 Aw" Gold | 
Switzerland -01 -0.1 Now +01 +07 -31 -26 Oq na +05 1997 $ per0 296.15 29415 419 - 02 | 
United States +16 +1504 417. + E3 -02 -07 od +33 + 3.6 Oct me 
Euro-11 - 01 +10 Od +13 « 14 - 08 - 04 wun m + 2.2 gait ie eae T age NR 


*Not seasonally adjusted. Average of latest 3 months compared with average o! previous 3 months, at annual rate. * "New senes. ' Economist estimate 


weghted average of countnes lnted above 





MBUSINESS CONFIDENCE According 
to Dun & Bradstreet’s latest quarterly sur- 
vey of sales expectations, business confi- 
dence continues to ebb around the world. 
The number of business people expecting 
sales to rise in the fourth quarter exceeded 
those expecting them to fall by 36 percent- 
age points. The net balance of optimists 
has fallen for four quarters in a row and is 
at its lowest for almost three years. Only in 
three of the countries shown in the chart— 
France, Germany and Australia—have 
businessmen become cheerier this quar- 
ter. The loss of confidence has been most 
dramatic in Taiwan, where optimists out- 
numbered pessimists by 31 points in the 
first quarter but now trail by 23 points; 
and in Britain, where the net balance of 
optimists has shrunk from 56 to 11 points. 
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* Provisional. t Non-food agriculturals. 
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INANCIAL I 


-KMARKETS After stron 






beg 


g gains in recent weeks, most stockmarkets succumbed to 
profit-taking and renewed concerns about economic weakness. Wall Street ended the week 
to December 2nd 2.7% down, London lost 4.3% and Frankfurt fell by 5.1%. 







































































Share price indices % change on 
1998 one one record Dec 31st 1997 
Dec 2nd high low week year high in local ins 
currency terms 

Australia 2,610 28814 24582 + 04 + 78 42. + $S + 25 
Austria 11147 1,628.6 982.1 EAS -133 -358  - 139 -75 
Belgium 3,2224 3,632.) 2,4050 - 05 +303 -13 4 332 *431 
Britain 5,5022 6,1790 4,648.7 - 43 *108 -109 + 72 * 83 
Canada 6,805 7,8223 53357 2722 = 48 -184  - 48 -113 
Denmark 594 3 7788 567.0 ERE - 70 -237 = 121 -53 
France 2,396 27997 18731 - 42 *242 -164 + 203 +290 
Germany 46917 61714 39625 - 81 *149 -240 + 104 +187 

1,3534 16544 10532 24 +387 -182 + 285 +372 
Japan 14,986.6 17,2643 129481 - 06 - 96 =615 = fe + 60 
Netherlands 10277 13156 827.6 22:8 +130 -219 + 125 +210 
Spain 8131 947 6 632.6 z124 *315 -142 + 285 +377 
Sweden 32508 3,9556 24117 E * 73 -128 + 84 * 66 
Switzerland 67470 84120 51265 - 44 +139 =198 « 27 *146 
United States — 20645 — 93/43 75391 - 27 +129 -33 + 146 +146 
World* 1,0900 1.1430 896.5 - 18 +155 - 46 na +164 





Money supply* _ 
% rise on year ago 


interest rates % p.a. (Dec 2nd 1998) 
——————— M ne Baa aan 
urocurrency 


over- 3-mth money market banks bond yields E 


prime 


gov't? corporate 3mths bonds 





Australia +78 +69 0a 475 474 5.20 8.75 484 464 4.75 4.76 
Austria +49 +17 Sp 338 3.60 3.85 6.50 423! na na 5.68 






























Belgium +10 *54 Ag 338 3.56 3.69 725 414 56 358 360 
Britain +55 +91 00 656 672 775 775 463 529 678 456 
Canada +80 433 00 48) 472 3.62 675 482 626 501 473 
Denmark na +84 $p 430 435 4.00 700 434 712 425 420 
France +84 +48 Sep 338 350 3.60 655 394 4S] 353 355 
Germany *81 45001 339 364 378 490 — 386 394 361 350 
*94 +6200 369 363 571 688 418 478 36) 368 
+86 439 00 02! 046 0.60 150 — 129 105 — 020 073 
+97 +9500 338 33 3.63 525 396 482 338 364 
Spain +106 -01 ot 305 355 491 625 422 451 356 371 
Sweden +65 459 ot 360 357 446 403 429 436 369 393 
Switzerland — «59 +02 sp 125 168 181 288 262° 280 16! 193 


United States «16 +10.8 oa 


494 






5.08 



























5.67 


TRADE, EXCHANGE RATES AND RESERVES Canada's cu 
In the same 12-month period Australia’s current-account d 








775 


457 





rrent-account deficit narrowed to 
eficit widened to $15.5 billion, com 














M EXPORTS According to Goldman 
Sachs, OECD countries’ export growth is 
likely to slow from 11.2% last year to only 
2.2% this year and 0.9% in 1999. America’s 


| exports will be hit particularly hard: they 


are expected to fall next year, by 1.0%, for 
the first time since 1983. Japanese exports 
will fall this year and next. The euro-11’s ex- 
Ports are expected to hold up, rising by 
6.2% this year and 4.0% in 1999. 


Exports of goods and services 
% change on a year earlier, volume terms 
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$12. billion in the year to the third quarter. 


pared with $3.3 billion a year earlier. The 






























































Australian dollar's trade-weighted value fell by 2.0% in the week to December 2nd; sterling slipped 1.5% and the dollar declined by 1.2%. 
Trade balance*, Sbn Current account , $bn Exchange rate Currency units per $ Currency units Foreign reserves? Sbn 
wo a nee ee miio. ut per y. 

i month ms «et HRs udeweiged? Daad yr ago GRE AM oe albas 
Australia - 0590a - 43 - 155 93 802 871 158 148 2.63 0.94 185 186 14.0 Sep 165 
Austria - 090 Au$$ — 59 - 40 Sep 1036 1025 — 118 124 196 7.04 18 138 204 sp 212 
Belgium + 183 u55 + 131 + 12.5 jun 103.7 102.0 345 365 573 206 405 405 21.3 Sp — 167 
Britain -420 sp - 303 + 68q- 1002 105.3 0.60 059 = 036 07! 070 316 347 
Canada + 107 Sep + 121 ~ 12.193 76.0 830 154 142 255 0.92 180 180 194 Sep — 223 
Denmark + O11 Au + 23 + 05% 107.7 1043 6.36 6.73 10.57 3.80 746 746 155 Sep — 177 
France + 3,67 Sep +290 + 393 Aug 1073 1054 561 592 932 3.35 658 658 423 $p 291 
Germany +722 sep + 752 - 08 Sep 1054 103.1 167 177 278 z 196 196 819 Se 772 

+ 189 Sep «279 * 168 Aug 76.5 759 1,656 1,733 2,751 990 — 1942 1,942 391 Sep 549 

Japan +10.47 Sep — «41193 +1173 Sep 1259 1192 121 129 200 721 141 141 2112 Sep 2244 

| | Netherlands + 0.89 A55 + 151 + 2060 103.3 1013 189 199 313 1.13 221^ 231 227 Aug 257 
Spain - 240 sep -215 + 63 Sep 776 769 142 149 236 851 167 167 70.0 Sep 675 
Sweden + 1580a + 167 * 47 Sep 793 852 806 775 134 4.82 946 946 139 Ag 12.4 
Switzerland + 012 so + 01 + 216 Q3 108.7 108.6 137 1.43 228 0.82 161 161 356 sep — 351 
United States -20.60 Sep -2343 -1864 Q2 1061 1075 - - 1.66 0.60 147 117 646 Sep 561 
*Australia, Britain, France, Canada, Japan and United States imports fob, exports fob All others cito. 719908100, Bank of England. #€xcluding gold, IMF definition 
SForward rates for delivery January Ist 1999, calculated by } P. Morgan. §$Not seasonally adjusted. * "New senes 
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| IEEX-COMMUNIST COUNTRIES The 

European Bank for Reconstruction and 
| Development reckons that Russia's econ- 
omy has shrunk by 5.0% in 1998. The econ- 
omies of Central and Eastern Europe and 
the Baltic states are forecast to have grown 
by 3.0%, their slowest rate for five years. 


| 9| 92 93 94 95 96 F 95 
*Excluding Baltic states "Forecast 


Only three transition economies—Poland, 
Slovenia and Slovakia—have regained 
their levels of output in 1989, the year the 
Berlin Wall fell. Russia's Gpe this year is 
expected to be 45% below its 1989 level; 
output in Moldova and Georgia is 65% 
lower. But these figures exaggerate the fall 
in living standards: output today is more | 
likely to reflect what people want to buy. | 

| 


Forecast level of GDP in 1998 


20 40 $60 80 10 1% 
Ae AED kno hoy 

















EMERGING-MARKET INDICATORS 











ECONOMY Malaysia’s Gop shrank by 8.6% in the year to the third quarter; the Philippines’ 





































































































GDP fell by 0.1%. Taiwan’s GDP growth slowed to 4.7%; Turkey's to 1.6%. Singapore's industrial | 
output was down 7.9% in the year to October; South Korea's fell 8.0% and Argentina's 9.3%. | 
South Korea's inflation slowed to 6.8% in November; Thailand's fell to 4.1%. | 
% change on year earlier Latest 12 months, $bn Foreign reserves, $bn 
GDP Industrial ^ Consumer Trade Current Latest Year ago 
production prices balance account | 
+7693 +10.6 oa - 1.1 0c +432 Oa +29.7 197 1437 oa 137.9 | 
- 52 @ - 45 Q + Ol on — -124 0a - 6.0 1997" 88.4 sep 88.1 | 
+ 5.0 1997! + 14 Sp + 16.3 sọ - 87 sep - 6.5 1997! 255 oa 26.6 
| -165qg  - 300 + 79300 +206Ag  - 170 190 As 193 
- 8.6 0 — -105 sep + 520a +10.1 sep - 48 1997 196 Aug 220 
= Olas -170 mg + 10200  -335$5  Á-22Q 85 Ax 89. 
-070 - 79 oa - 170« + 62 0a +144 Q2 69.27 wi 79.4* 
= 68 93 - 8000 + 68BN» 4383 Nw — 4383 oa 470 sep 312 
£479 +1600 + 2600 +5900 +5503 8317 «s 878 
- 0419 -6l + 4.1 Noy +128 04 + 92a 266 Sep 28.6 
+699 - 93 o« + 070a - 62 Seo -115 az 240 Sep 194 
7-010 - 60% + 300c -65%  -325Q 458 sen 61.9 
+2793 ~ 04 Sep + 43 ox L9 03) = 580 149 Sep ts 1 
*570 -35a + llo:  -37Mw  - 5.6 1997 87 mi 99 
£500. + 59 wo + 16.7 oa - 7.1 oa -131 Q2 29.3 sep 270 
Venezuela + 5.1 1997 na + 327 oa +78 xn + 60 1997 10.1 Sep 14.9 
Egypt + 5.3 1997 +84 197 + 4.7 sop -11.8 Q2 -28% 186 iu 18.7 
Greece + 32197 «9949 + 4704 -12744  -— 4A M 160 x 13.6 
Israel * 18 9 * 289 + 660g -6300 — 2202 217 5e 192 
South Africa - 03 c - 455p + 9000 +0302 -22m 4l 5e 45 — 
Turkey +160 + 035»  * 766 0 -21.6 sep  — 2.6 sep 21.6 Sep 202 
Czech Republic - 24 o7 - 18 Sep + 820a - 25 0a -16Q 124 sep 10.9 
Hungary + 5.1.02 513999  « 12300 — 175  — 14 Sep 98 m 83 
Poland + 53a - 1200 + 990a -1260a - 52 Oa 261 Aw 19.6 
Russia - 99 Sep -11.1 0a + 564 oa 4115599 —* 3304 82 Aw 196 
*Visible and invisible trade balance. ' Year beginning April 1t. sincludes gold. 
FINANCIAL MARKETS Emerging stockmarkets followed Wall Street downwards. Worries 
over Thailand's economic reforms sent Bangkok tumbling by 12.236 in the week to December 





2nd. Hong Kong fell by 6.2% and Seoul dropped by 3.8%. In Europe Budapest fell by 7.6% and 
Warsaw by 7.1%. Latin America also suffered: Sao Paulo was down 5.2%, Mexico city 4.8%. 








































































































Currency units Interest rates Stockmarkets % change on 

per $ per £ short-term Dec 2nd Dec 31st 1997 

Dec2nd yearago Dec 2nd * p.a. one “inlocal — in$ | 

week currency terms ] 
China 8.28 8.28 138 748 1316.1 = 24 4 AGEs 
Hong Kong 7.74 774 129 6.07 10,055.8 =62 o Ae = G2 
India 42.6 393 707 9.54 2,816.6 —23  -24230 = 291 
Indonesia 7,500 3,930 — 12,460 48.85 397.0 $28 *— 12 - 276 
Malaysia 3.80 3.66 631 6.64 526.8 4£49- = WA - 92 
Philippines 39.1 353 649 13.38 1,886.0 233-. « OS «34 
Singapore 1.65 161 274 225 1,383.6 = 0S. e896: S75 
South Korea 1239 1197 2,058 70 446.4 -38 + 186 + 623 
Taiwan 32.4 323 53.9 7.30 7,1572 BELZ.— 12620 419 
Thailand 36.1 424 59.9 7.50 3431 2122 0 = 290 4 229 
Argentina 100 — 100 1.66 14.00 484.9 - 65  - 294 -294 

Brazil 120 — 1 199 34.60 8,4490 -52 -nI -230 

Chile 470 436 781 1942 — 3829 -23. MES. 257 
Colombia 1,539 1,298 2,557 3630 . 10686 404 — 384 — 3 
Mexico 9.96 8.13 165 36.23 3,815.4 -48  - 270 ~ 409 
Venezuela — 574 502 953 42.49 4,078.0 495 = 529 — 586 
Egypt 341 341 5.67 881 9,0308 05 = 22 = ath 

Greece 281 277 467 11.98 2,500.0 +09 + 690 +704 | 
Israel 4.17 3.52 692 11.46 292.0 08: 4. DA x 14A 
South Africa 5.66 4.86 939 1792 5,391.6 =) 0325 1314 $252 
Turkey 302,900 196,500 503,208 80,00 2,598.4 4582 247  - 485 
Czech Republic — 303 349 50.3 10.27 3785 23$ = 238  — 124 
Hungary 219 200 363 1800 5,585.0 - 76 = 302 - 348 

Poland 348 3.54 5.79 1551 11,548.0 =? 213 - 203 . 

Rusia — 1920 5.94 31.90 60.00 68.1 -16 - 828 ~ 946 





Sources: National statistics offices, central banks and stock exchanges; DatastreamACV; EIU, Reuters; Warburg Dillon Read; J.P. Morgan; Hong Kong 
Monetary Authority; Centre for Monitoring Indian Economy; FIEL EFG-Hermes; Bank Leumi Le-israel; Standard Bank Group; Akbank, Bank Eksores; 
Deutsche Bank, Russian Economic Trends | 
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fajor projects present a vast array of 
lifferent challenges. Dresdner Kleinwort 
lenson has the vital experience and 
«pertise around the world to help identify 
nd quantify both the challenges and 
portunities. What sets us apart from 
thers is the determination once these 
ave been identified to see the project 
ough to a successful conclusion. We 

re not afraid of hard work and we have 


Mw dresdnerkb com 


the creative approach and strength of 
resources required to structure the right 
solution. Around the world, from power 
plants to pipelines, from hospitals to 
bridges, we have delivered, again and 
again. The result is a stream of successful 
transactions that together with our 
innovations was acknowledged by Project 
Finance International when awarding us 
“Arranger of the Year" in 1997. 
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